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Meeting with external partners/oversight agencies #7:
Wednesday, August 13, 2014 1:00pm PST
In keeping with our commitment to share any relevant information we receive on the CCI situation, we have
established a standing weekly meeting so that we can share information and to try to answer any questions you
might have.
Occurs every Wednesday at 1:00 PM PST, 3:00 CST, 4:00 pm EST
Conference Call Number: 866-802-5030
Participant Code: 8175416
Please note:
• Meeting notes from our last meeting were sent on Tuesday August 12, 20 14. If you did not receive
them, please send an email notice to Martina and Cynthia. We apologize for the delay.
•

The list of Accreditors/State Agencies was attached to our meeting notes from last week. We' ll
continue to update the list as we receive notices. This is coming from the Monitor who will be
responsible for ensuring that CCI is complying with all of the restrictions placed on it by other oversight
agencies.

•

Last Friday August 8, 2014, Doug Pan-ott conducted the first meeting with the Accreditors and States for
the 12 CCI locations identified as closures. We certainly appreciate all the collaboration amongst the
Accreditors and States to do whatever we can to faci litate teach outs, as necessary, for the students
involved.

•

The Department expects to post contact information for the Accreditors and States on our StudentAid
Website by next week. Please confirm your contact information so that we post the correct information
for students.

•

Department received notification that some schools are not complying with 90/10 schools. This will impact their
eligibility to receive Title IV funds. We have other locations, where the main school has failed for the 1s' time.
We 'll continue to work with you and make sure that we pay special attention to those schools that are potential
closures for the near future.
The Department was notified that the following schools failed 90/10 for the fiscal year ending June 30, 2014.
o
o
o
o
o
o
o
o
o
o
o

o

OPEID 008090 (Everest College Alhambra, Alhambra, CA) - first year did not meet requirement
OPEID 009079 (Everest College Portland, Portland, OR) - first year did not meet requirement
OPEID 009828 (Everest Institute Southfield, Southfield, Ml) - first year did not meet requirement
OPEID 011109 (Everest College Reseda, Reseda, CA) - first year did not meet requirement
OPEID 011123 (Everest College Gardena, Gardena, CA) - first year did not meet requirement
OPEID 011510 (Everest Institute Brighton, Brighton, MA) - first year did not meet requirement
OPEID 030723 (Everest Institute Columbus, Columbus, OH) - first year did not meet requirement
OPEID 004494 (Everest College San Bernardino, San Bernardino, CA) - first year did not meet requirement
OPEID 031954 (Everest College Torrance, To1Tance, CA) - first year did not meet requirement
OPEID 022613 (Everest Institute San Antonio, San Antonio, TX) - first year did not meet requirement
OPEID 021004 (Everest Institute Grand Rapids, Grand Rapids, MI) - first year did not meet requirement

OPEID 010356 (Everest Institute Cross Lanes, Cross Lanes, WV) - second consecutive year
( 160 students at two of these locations slated for closure)
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•

The Department has analyzed the enrollment data provided by CCI: All students enrolled in various States.
Total : 66,358 Students.
o 22,745 - Distance Education;
o 44,065 are on-ground students.
o Break down by State and Program.
Please see attached spreadsheet.
State Residence Code

Count of SSN

AB

AE

6

AK

27

AL

577

AP

3

AR

457

AS

2

AZ

1022

CA

17090

co

1068

CT

164

DC

122

DE

84

FC

7

FL

6762

FM

GA

3722

GU

18

HI

1322

IA

176

ID

88

IL

2723

IN

865

KS

198

KY

452

LA

568

MA

486

MD

773

ME

98

Ml

2828

MN

322

MO

1095

MP

2

MS

786

MT

59

NC

2048

ND

24

NE

73

NH

53

NJ

799
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NM

95

NY

857

NY

1509

OH

1533

OK

251

ON

34

OR

950

PA

1768

PR

8

RI

37

SC

905

SD

41

TN

820

TX

5014

UT

363

VA

2248

VI

72

VT

33

WA

2216

WI

256

\W

293
78

WY

Grand Total

66358
Count of

Mode by Campus
Distance

SSN
22794

37

Heald Online
Online - Everest Brandon

1720

Online - Everest Colorado Springs

2646

Online - Everest Orlando South

8957

Online - Everest Phoenix

3036

Online - Everest Pompano

658

Online - Everest University Tempe
In-Person

5740
43564

We are requesting that CCI provide a more recent list of currently enrolled students.

This week:
•

The Department has continued to provide Title IV funds to CCI on a weekly basis to fund operations
and to avoid a precipitous closure of the schools. The Department released another $12+mil. in Title IV
to CCI for student disbursements. Their enrollments seem to have dropped quite a lot because this is much
less than last year's funding at this time.
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th

Summary from the 10-day report (as of August 5 ) provided by CCI:
• Letter from PHEAA regarding suspension of state aid payment to PA schools until PHEAA questions
are answered.
• Requirement to post bond for NJ schools.
• From VA state agency, requirement for LOC for 4 VA schools in order to cover student refunds (to be
posted by 8/30), acknowledgement of receipt of teach-out plans for VA schools, request for records of
any schools that close if SOCLE does not remain open.
Letter
from ACCSC in response to recent IL suspension of enrollments - IL schools are on
•
"Warning." This may also impact Brighton, MA school and Alhambra, CA school since those schools
are mains for the additional locations in IL.
• From OR state agency: Temporary license for 3 months for Laramie, WY Wyotech.
We appreciate receiving yow- notices of actions taken on any CCI, so please continue to send us your notices.

Questions received after our last call:
Question from Mr. Clinton Dick (Massachusetts)

Q: In the event a student with federal student loans opts to transfer to another school rather than withdraw or participate
in a teach-out, and if the new school accepts some, but not all, of the student's credits completed at Everest, what portion
of the student loan is the student responsible for repaying? For example, if the student completed 45 credit hours at
Everest, but the new school will only accept 15 credit hours in transfer, must the student repay the entire federal loan, or
only 15 credit hours worth of the federal student loan?

A: If a student takes advantage ofa teachout, the Federal loan is not eligible for discharge under the closed school
provisions. The student will need to agree to the teachout regardless of the units accepted. It is up to the student to take
part in the teachout or to forego the teachout and benefit from the closed school loan discharge option.

Q. If a student dropped out of Everest and has now contacted the school about finishing his/her program before
the school closes, what recourse does that student have ifs/he is unable to complete the program because
Everest is closing before the program is able to be completed? Is he/she able to have his/her federal loans
discharged for any portion of the program that s/he completed? For example, if a student dropped out of the
medical assisting program in 2011 after completing 12 credit hours, and then contacted the school about
finishing before the school closes, but the school informed her that she would be unable to complete the
program before the school closes, is that student able to have her federal loans discharged from attendance in
2011?
A. No. the loan impacted by the teachout, or lack thereof, would be for the most recent attendance/enrollment
at the school. Prior loans will not be impacted by the teachout since the student withdrew from the program of
study in 201 I . That loan was not impacted by the school's closure.
Questions from Carolyn Small (IOWA)

Q: Is an institution required to provide consumer information to all students, including students enrolled in
distance education?
A: Yes, the institution is required to provide the same consumer information to its online students that it
provides to its onground students. The distribution of that information may look a bit different, but they are
nevertheless required to provide relatively the same consumer information.
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Q: If an institution offering distance education in a State has only one student in that State, must it still provide
the contact information for that State?
A. Yes. Same rules apply.
The Department expects to post contact information for the Accreditors and States on our StudentAid Website
by next week. Please confirm your contact information so that we post the correct information for students.

Q: ls there a process for poising questions to the appointed monitor regarding the financial soundness of the
ins ti tu tion?
A: We are scheduled to have another meeting with the Monitor soon. lfyou wish to send your questions, we
can facilitate asking those of the Monitor.
Q: Are there any statements USDOE can make regarding the financial soundness of the institution, considering
public disclosures such as the Form 10-Q Quarterly Report submitted to the SEC?
A: There really isn 't much more that we can say than what is on the SEC filings. It is very difficult to "Measure" their
financial stability at this point. As everyone knows, CCI is a very difficult financial position and the Title JV funding has
been decreasing. We can only assume that this is related to the decreasing enrollments given the plan for closure ofsome
of the schools and the limitations on new enrollments being placed by various oversight agencies.

Everyone thought that the meeting last Friday was very informative and productive. That meeting focused on the schools
listed as "teach-out" locations. Doug Parrott from the Chicago/Denver Division is chairing those meetings. He will
provide notification to the States and Accreditors for those institutions on any future meetings.
Additional items for discussion/comments made during our meeting:
Keith / CA Depart of Veterans Affairs: Is it accurate to say that the monitor is in place to do the FA stability? A lot of
information not available. Who would we need to talk to about getting the status of their financial stability at the point?

Yes/No - the Monitor is making sure CCI is in compliance. Monitor just started a week ago. Learning curve in obtaining
a lot offdata and having time to digest all of that. The responsibilities ofthe Monitor are outlined in the Operating
Agreement.
We are all reacting to information that may not be up-to- date. We encourage your respective agencies, that ifyou
procedures dictate that you take some type ofaction on CCI, that you proceed with your process. Don't feel that you
can 't do it because of the Department. Your agency should do what your process dictates at this point. There could be a
domino ciffect with actions. But CCI would be in the best position to answer any questions about financial stability. The
Department shares all ofyou concerns on the situation with CCI and there are still a lot ofanswered questions. We 're all
doing our best to be as prepared as possible to step in and assist students if/when there are any closures.

Please remember to give us your contact information for your agency to post on our website.

Reminders:
(1) The website that has been set up to relate CCI information to the public/students:
https://studentaid.ed.gov/about/announcements/corinthian

•
•

It has useful information about the Teach-out schools by OPEID's including any additional locations.
It also has a Frequently Asked Questions section related to the teach-outs and sale of certain schools.
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Other items:
Pending response to the question from IOWA on the student disclosures (Carolyn). Question will be addressed and
responded to at the next meeting on Wednesday August 13'".
Suggestion: Department should post a list of the State agencies on the website so that students know where to call if they
have questions/concerns. The Department is in the process ofposting this information on the website. We anticipate that
this will be completed within the next week.
Reminder of Department of ED contacts for the various States/Regions:
School Eligibility Service Group Director: Ron Bennett
(1) New York/Boston Division: Betty Coughlin; Tracy Nave; Patrice Fleming; Chris Curry
States Covered: Connecticut, Maine, Massachusetts, New Hampshire, Rhode Island, Vermont, New Jersey, New York, Puerto Rico,
Virgin Islands

(2) Philadelphia Division : Nancy Gifford, John Loreng, Sherrie Bell
States Covered: DC, Delaware, Mwyland, Pennsylvania, Virginia, West Virginia 2
(3) Foreign Schools Division: Mike Frola, Barbara Hemelt, Joseph Smith
(4) Atlanta Division: Christopher Miller, David Smittick
States Covered: Alabama, Florida, Georgia, Mississippi, North Carolina, South Carolina
(5) Dallas Division: Cynthia Thornton, Jesus Moya, Kim Peeler
States Covered: Arkansas, Louisiana, New Mexico, Oklahoma, Texas
(6) Kansas City Division: Ralph LoBosco, Dvak Corwin, Jan Brandow
States Covered: Iowa, Kansas, Kentucky, Missouri, Nebraska, Tennessee\
(7) Chicago/Denver Division: Douglas Panott, Earl Flurkey, Brenda Yette
States Covered: Illinois, Minnesota, Ohio, Wisconsin, Indiana, Colorado, Michigan, Montana, North Dakota, South Dakota, Utah,
Wyoming
(8) San Francisco/Seattle Division: Martina Fernandez-Rosario, Dyon Toney, Gayle Palumbo, Erik Fosker
States Covered: American Samoa, Arizona, California, Guam, Hawaii, Nevada, Palau, Marshall Islands, North Marianas, State of
Micronesia, Alaska, Idaho, Oregon, Washington
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Meeting with external partners/oversight agencies #8:
Wednesday, August 20, 2014 1:00pm PST

In keeping with our commitment to share any relevant information we receive on the CCI situation, we have
established a standing weekly meeting so that we can share information and to try to answer any questions you
might have.
Occurs every Wednesday at 1:00 PM PST, 3:00 CST, 4:00 pm EST
Conference Call Number: 866-802-5030
Participant Code: 8175416
Please note:
• Meeting notes will be sent soon. I apologize for the delay.
•

The Department expects to post contact information for the Accreditors and States on our StudentAid
Website by next week. Thus far, we have received the contact information from the following:

Iowa College Student Aid
Commission
Department of Commerce &
Consumer Affairs
Hawaii Post-Secondary Education
Authorization Program (HPEAP)
State Council of Higher Education
for Virginia
Wyoming Department of Education
Missouri Department of Higher
Education
Utah Department of Commerce/
Division of Consumer Protection
Wisconsin Educational Approval
Board
Maryland Higher Education
Commission
Washington Student Achievement
Council - Degree seeking students
only
Arizona State Board for Private
Postsecondary Education
Texas Higher Education
Coordinating Board (THECB)
Oregon Higher Education
Coordinating Commission
Council on Postsecondary Education

We will update the list as we receive more information.

•

Notification by CCI that 11 of its schools failed to meet the 90/10 requirement. One school failed 90/ 10
for the second time. That school, with its additional location, have lost eligibility as of June 30, 2013.
OPEID 010356 (Everest Institute Cross Lanes, Cross Lanes, WV) - second consecutive year. There are about
160 students combined at these two locations.
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•

List of students enrolled at each location to be distributed with the notes. Total of 66,358. We don't
believe that this number is accurate any longer, but we don't have a more recent/accurate count at this
time.

Grand Total

This week:

•

The Department has continued to provide Title IV funds to CCI on a weekly basis to fund operations
and to avoid a precipitous closure of the schools. The Department released another $8+mil. in Title IV
to CCI for student disbursements.

•

The Department is focusing on preparing for potential closures of some of the locations (specifically the
two schools that have lost Title IV eligibility: Cross Lanes and Eagan. The plan is to post the teach-out
plans that CCI provided, but to also send emails to the students with information on:
o Potential teach-out schools based on the same CIP code and within a 25 miles radius;
o Information on how to look up their Financial aid received to date;
o Contacts for the States and Accrediting Agencies, per location.
o We are just preparing to do this now, but won't be sending anything out until there is a need to.
We want to have CCI notify students of what's going on and the status of the school before the
Department sends any information to the student. We don't want to create any confusion.

This week RE: Everest Salt Lake City:

From Susan Greer at AC/CS:
ACICS reached out to Everest and requested a response to student confusion at the Everest Salt Lake City
campus regarding the campus closing. The Everest teach-out plan includes the student disclosures, which I've
attached to this email. These disclosures require a student signature; however, as we know, successful campus
closings require continued communication and assistance to students with respect to their options.
Everest responded to our inquiry with the following update:

Of the original list ofstudents submitted in the teach-out plan, approximately 57
students have graduation dates that extend beyond the beginning of July 2015 as
follows:
•

•

•

7 surgical technology students, all of whom have received a full refund of

their tuition
11 business and CJ degree students - of this group, .five are employees
who will move to Everest University online and the remaining six will
possibly transfer to Eagle Gate College. We are currently negotiating
with Eagle Gate to finalize this.
39 bachelor's degree nursing students. This is the group that is
upset. Originally, the nursing group was working with a local college in
the area that has a similar bachelor's degree in nursing program but that
has fallen through. These students were all offered full refunds but they do
not want refunds. We are currently looking at associate 's degree nursing
programs in the area but even this may not be satisfactory to the
students. The situation is currently influx and the operations vice
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president in charge of the teach-out schools will be going to the campus
tomorrow to better assess the situation. We will keep you apprised of the
resolution.
ACICS continues to monitor the Everest closing activity and will forward to you any futme updates on
the Everest Salt Lake City campus nursing students.
Questions received after our last call:

From Cathie A. Maeyaert.
Workforce, Academic Affairs and Research
Texas Higher Education Coordinating Board
Q : This question relates to student transcripts. I was reviewing information for a closed Texas school and
realized that at least seven closed schools have transferred their student records to a Corinthian-related school as
the custodian of records. Will Socle (or any other designated custodian of records) maintain transcripts
for students from other closed schools which have previously designated a Corinthian school as the
custodian of their student records?
A: We need to pose this question to CCI to see what the plans are going forward. We hope to have an update
for you at the next meeting.
Questions from Carolyn Small (IOWA)

Q: Is an institution required to provide consumer information to all students, including students enrolled in
distance education?
A: Yes, the institution is required to provide the same consumer information to its online students that it
provides to its on ground students. The distribution of that information may Look a bit different, but they are
nevertheless required to provide relatively the same consumer information.
Q: If an institution offering distance education in a State has only one student in that State, must it still provide
the contact information for that State?
A. Yes. Same rules apply.

The Department expects to post contact information for the Accreditors and States on our StudentAid Website
by next week. Please confirm your contact information so that we post the correct information for students.
A: We reviewed the website for Everest online. There is very little information and the student does have to
request anything consumer information related with the exception of the GE Disclosures. We saw no Net Price
Calculator, no state specific information and no other form of Consumer Information disclosures. We were
very surprised. We are following-up on this issue with CCI to ensure compliance. Thank you for bringing this
to our attention.
Reminders:
(1) The website that has been set up to relate CCI information to the public/students:
https://studentaid.ed.gov/about/announcements/corinthian
• It has useful information about the Teach-out schools by OPEID 's including any additional locations.
• It also has a Frequently Asked Questions section related to the teach-outs and sale of certain schools.
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Other items:

Suggestion: Department should post a list of the State agencies on the website so that students know where to call if they
have questions/concerns. The Department is in the process ofposting this information on the website. We anticipate that
this will be completed within the next week.
Reminder of Department of ED contacts for the various States/Regions:
School Eligibility Service Group Director: Ron Bennett
(1) New York/Boston Division: Betty Coughlin; Tracy Nave; Patrice Fleming; Chris Curry
States Covered: Connecticut, Maine, Massachusetts, New Hampshire, Rhode Island, Vermont, New Jersey, New York, Puerto Rico,
Virgin Islands
(2) Philadelphia Division: Nancy Gifford, John Loreng, Sherrie Bell
States Covered: DC, Delaware, Maryland, Pennsylvania, Virginia, West Virginia 2
(3) Foreign Schools Division: Mike Frola, Barbara Hemelt, Joseph Smith
(4) Atlanta Division: Christopher Miller, David Smittick
States Covered: Alabama, Florida, Georgia, Mississippi, North Carolina, South Carolina
(5) Dallas Division: Cynthia Thornton, Jesus Moya, Kim Peeler
States Covered: Arkansas, Louisiana, New Mexico, Oklahoma, Texas
(6) Kansas City Division: Ralph LoBosco, Dvak Corwin, Jan Brandow
States Covered: Iowa, Kansas, Kentucky, Missouri, Nebraska, Tennessee\
(7) Chicago/Denver Division: Douglas Parrott, Earl Flurkey, Brenda Yette
States Covered: Illinois, Minnesota, Ohio, Wisconsin, Indiana, Colorado, Michigan, Montana, North Dakota, South Dakota, Utah,
Wyoming
(8) San Francisco/Seattle Division : Martina Fernandez-Rosario, Dyon Toney, Gayle Palumbo, E rik Fosker
States Covered: American Samoa, Arizona, California, Guam, Hawaii, Nevada, Palau, Marshall Islands, North Marianas, State of
Micronesia, Alaska, Idaho, Oregon, Washington
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From:
Sent:
To:

CC:

"Fernandez-Rosario, Martina" <Martina.Fernandez-Rosario@ed.gov>
4/14/2015 6:09:05 PM -0400
"Thornton, Cynthia" <Cynthia.Thornton@ed.gov>;
teri.stanfill@azppse.gov; joanne.wenzel@dca.ca.gov;
georgia.roberts@dhe.state.co.us; susan.hood@fldoe.org;
sam.ferguson@fldoe.org; ccam@npec.state.ga.us;
carolyn.small@iowa.gov; cullen@ibhe.org; sarah.levy@ky.gov;
kcpe@ky.gov; approvalquery@bhe.mass.edu;
sackerball@mhec.state.md.us; beamishm@michigan .gov;
george.roedler@state.mn.us; leroy.wade@dhe.mo.gov;
rusty.monhollon@dhe.mo.gov; michelle.robinson@njhe.state.nj.us;
Sondra.Fountain@dol.state.nj.us; Robert.Grimmie@dol.state.nj.us;
dperlman@cpe.state.nv.us; ezunon@mail.nysed.gov;
mborden@mail.nysed.gov; ltemplem@mail.nysed.gov;
mkrupcza@mail. nysed .gov; john.ware@scr.state.oh. us;
alethia.miller@state.or.us; matt.barber@state.or.us; ra-pls@pa.gov; raCOLLUNIVSEMINFO@state.pa.us; catherine.bingle@twc.state.tx.us;
cathie.maeyaert@THECB.state.tx.us; JoeDeFilippo@schev.edu;
SylviaRosaCasanova@schev.edu; pspencer@wtb.wa.gov;
michaelb@wsac.wa.gov; stotler@hepc.wvnet.edu;
elaine.marces@wyo.gov; mwinegar@utah.gov; julie .woodruff@tn.gov;
david.dies@eab.wisconsin.gov; annie.walker@dvs.virgina.gov;
lorna.candler@d he.state .co.us; Rebeca.Becerra@calvet.ca .gov;
billc@npec.state.ga.us; brenda.germann@arkansas.gov;
clinton.w.dick@state.ma.us; rachael.pauze@state.ma.us;
MaryJayne.Fay@state.ma.us; kevin.scanlon@state.ma.us;
Layla.D'Emilia@state.ma.us; clambert@accsc.org; Joseph Gurubatham
<ExchangeLabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/2839eec7707f4128a4de87103ed162f4JGurubatham>; smanning@hlcommission.org; kbell@wascsenior.org;
coberg@wascsenior.org; mepetrisko@wascsenior.org;
rwinn@wascsenior.org; "Coughlin, Betty" <Betty.Coughlin@ed.gov>;
"Frola, Michael" <Michael.Frola@ed.gov>; "Gifford, Nancy Paula"
<Nancy.Paula.Gifford@ed.gov>; "LoBosco, Ralph"
<Ralph.LoBosco@ed.gov>; "Miller, Christopher"
<Christopher.Miller@ed.gov>; "Parrott, Douglas"
<Douglas.Parrott@ed.gov>; "Bennett, Ron" <Ron.Bennett@ed.gov>;
"Minor, Robin" <Robin.Minor@ed.gov>; "Chauvin, Karen"
<Karen.Chauvin@ed.gov>; "White, Carolyn" <Carolyn.White@ed.gov>;
'"Gust, Mary"' <IMCEAEX- O=USDOED_ OU=USDOED_cn=Recipients_ cn=Mary+20Gust@ed.gov>
; "Pickett, Veronica" <Veronica.Pickett@ed.gov>; "Lawrence, Andrew"
<Andrew.Lawrence@ed.gov>; "'Johnson, Jacqueline"'
<jjohnson@ksbor.org>; Karen Solinski (ksolinski@hlcommission.org);
dehuber@nd.gov; martina.murray@dvs.virginia.gov;
'Annette.funderburk@dpe.edu'; 'Tivoli.nash@dpe.edu';
'mailto:Elizabeth.French@ache.alabama.gov'; "Pankey, Laura"
<Laura.Pankey@ed.gov>; "Hochhalter, Kathleen"
<Kathleen.Hochhalter@ed.gov>; "Palumbo, Gayle"
<Gayle.Palumbo@ed.gov>; "Toney, Dyon" <Dyon.Toney@ed .gov>;
"Fosker, Erik" <Erik.Fosker@ed.gov>
'MILLER Alethia - HECC' <alethia.miller@ode.state.or.us>; "'Landis,
Patricia A (PDE)"' <plandis@pa.gov>; 'DUNFORD Helen - HECC'
<helen.dunford@ode.state.or.us>; Anthony Bieda
<ExchangeLabs/Exchange Administrative Group
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Subject:

(FYD IBOH F23SPDLT)/Recipients/3625966aa21 b477ea 17337561576fd9fABieda>; 'Carolyn.small@iowa.gov.'; "'Powell, Travis (CPE)"'
<TravisA.Powell@ky.gov>; 'Bobbi.Lum-Mew@dcca.hawaii .gov'; "'Miller,
Ross (CHE)"' <rmiller@che.lN.gov>; "'McElmurray, Michelle (Education
Cabinet)'" <Michelle.McElmurray@ky.gov>; "'Holbrook, Rosemary G
(Education Cabinet)"' <Rosemary.Holbrook@ky.gov>; "'Hunt, Jody"'
<hunt@ibhe.org>; 'mailto:Keith.Boylan@calvet.ca.gov';
'mailto:James.Vanderbilt@calvet.ca.gov'; "'Sauer, Ken (CHE)"'
<KSauer@che.lN.gov>; "Campbell, Alekia" <Alekia.Campbell@ed.gov>;
"Moya, Jesus" <Jesus.Moya@ed.gov>; "Nave, Tracy"
<Tracy.Nave@ed.gov>; "'Walker, Annie (DVS)"'
<annie.walker@dvs.virginia.gov>; 'agray@acics.org'; 'BARBER Matt'
<Matt.Barber@ode.state.or.us>; Albert C. Gray
<Exchangelabs/Exchange Administrative Group
(FYD IBOH F23SPDLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e0agray>; 'Christopher Lambert' <chris.lambert@accsc.org>; "Scott, Byron"
<Byron.Scott@ed.gov>; "Gladden, Meghan" <Meghan.Gladden@ed.gov>
Press Release on CCI: U.S. Department of Education Fines Corinthian
Colleges $30 million for Misrepresentation

Good Afternoon, Everyone.
In an effort to keep everyone appraised and to share the information we have on the
current situation with CCI, please see the press release issued just a few minutes ago. At
the bottom of this notice, you will find a link to the website where additional information
on CCI will soon be posted, as well as, the fine action letter that was sent to CCI today.
Sincerely,
Mattina F emandez-Rosario
Division Director
San Francisco/Seattle School Paiticipation Division
Federal Student Aid
(415) 486-5605

U.S. Department of Education
Office of Communications & Outreach, Press Office
400 Maryland Ave., S.W.
Washington, D.C. 20202
FOR IMMEDIATE RELEASE:
Tuesday, April 14, 2015
CONTACT:
Press Office, (202) 401-1576 or press@ed.gov
U.S. Department of Education Fines Corinthian Colleges $30 million for
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Misrepresentation
Action complements ongoing steps to protect students and consumers against predatory
for-profit colleges
The U.S. Department of Education took additional steps today to protect students and
taxpayers and crack down on abuses within the for-profit sector by continuing its
enforcement actions against Corinthian Colleges Inc. After a comprehensive review, the
U.S. Department of Education has confirmed cases of misrepresentation of job
placement rates to current and prospective students in Corinthian's Heald College
system. The Department found 947 misstated placement rates and informed the company
it is being fined about $30 million.
Specifically, the Department has determined that Heald College's inaccurate or
incomplete disclosures were misleading to students; that they overstated the employment
prospects of graduates of Heald's programs; and that current and prospective students of
Heald could have relied upon that information as they were choosing whether to attend
the school. Heald College provided the Department and its accreditors this inaccurate
information as well.
The Department has also notified Corinthian it intends to deny Corinthian's pending
applications to continue to participate in the Title IV federal student aid programs at its
Heald Salinas and Stockton locations. Corinthian has 14 days to respond to the
Department's notice, after which the Department will issue its final decision. Moreover,
the Department has determined that Heald College is no longer allowed to enroll students
and must prepare to help its current students either complete their education or continue
it elsewhere.
The Obama Administration has led unprecedented efforts to protect consumers from
predatory career colleges. It has established new gainful employment regulations to hold
career training programs accountable and ensure that students are not saddled with debt
they cannot repay. These regulations ensure that programs improve their outcomes for
students - or risk losing access to federal student aid. Last year, the Department
announced a new federal interagency task force to help ensure proper oversight of forprofit institutions, which will be led by Under Secretary Ted Mitchell.
"This should be a wake-up call for consumers across the country about the abuses that
can exist within the for-profit college sector," U.S. Secretary of Education Ame Duncan
said of the Department's enforcement action against Corinthian. "We will continue to
hold the career college industry accountable and demand reform for the good of students
and taxpayers. And we will need Congress to join us in that effort."
"Instead of providing clear and accurate information to help students choose which
college to attend, Corinthian violated students' and taxpayers' trust," said Under
Secretary Mitchell. "Their substantial misrepresentations evidence a blatant disregard not
just for professional standards, but for students' futures. This is unacceptable, and we are
holding them accountable."
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As part of these ongoing efforts to ensure that career colleges prepare students for the
workforce, institutions are required to provide accurate information about their
graduates' job placement success and the types of employment their graduates obtained.
The Department expects all institutions to adhere to the highest standard of care and
diligence in following the requirements of participating in federal student aid programs
to ensure colleges are always doing right by students and taxpayers.
After initial concerns about Corinthian Colleges' job placement rates were raised in
January 2014, the Department has taken a series of steps to protect students and hold
Corinthian accountable, including increasing the Department's financial oversight of
Corinthian and requiring the company to sell or close all of its programs. The
Department also mandated the establishment of an independent monitor - under the
leadership of former U.S. Attorney Patrick Fitzgerald - to ensure Corinthian met its
obligations to the Department, including proper, limited use of federal student aid dollars
and providing valid infonnation to students regarding their options during Corinthian's
transition. The majority of Corinthian's campuses were sold to the nonprofit Zenith
Education Group, which agreed to provide a number of new consumer protections, such
as providing refund and withdrawal opportunities to students in poorly-perfom1ing
programs, and has taken steps to strengthen programs and improve affordability,
including by reducing tuition. The sale allowed most students to continue pursuing their
career goals without disruption, and the Department and the Consumer Financial
Protection Bureau have since worked to provide more than $480 million in loan
forgiveness for borrowers who took out Corinthian's high-cost private student loans.
In its investigation of Corinthian Colleges, the Department found numerous causes for
concern with practices throughout the Heald College system. Some examples include:

• Heald paid temporary agencies to hire its graduates to work at
temporary jobs on its own campuses - and counted these graduates as
placed. For example, Heald paid companies to hire graduates for
temporary positions as short as two days, asked them to perform tasks like
moving computers and organizing cables, and then counted those
graduates as "placed in field."
• Heald College counted placements that were clearly out of the
student's field of study as in-field placements. For example, one
campus classified a 2011 graduate of an Accounting program as
employed in the field based upon a food service job she started at Taco
Bell in June 2006. Another campus counted a 2011 Business
Administration graduate as placed in the field based upon a seasonal clerk
position she obtained in Macy's Shipping and Receiving Department
during November 20 10, which the student stated ended prior to her
graduation.
• Heald College failed to disclose that it counted as "placed" those
graduates whose employment began prior to graduation, and in some
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cases even prior to the graduate's attendance at Heald. The
Department's analysis revealed that, according to Corinthian's own data
for 2012 graduates, over one-third of the graduates reported to have been
"placed in field" started their jobs prior to January 1, 2012, and over onequarter started their jobs prior to January 1, 2011. And in follow-up
interviews with some of those students, they told the Department that
their jobs were not related to their field of study, nor had they received
promotions or increased responsibilities or otherwise progressed in those
jobs because of their Heald education.
• In some of its disclosures, Heald failed to state that it had excluded
students from its placement rate calculations who the college said had
deferred employment for one reason or another. In one case, a
criminal j ustice program claimed a placement rate of 100 percent, but it
had classified almost 60 percent of the graduates as unavailable for
employment. In another case, a medical assisting program claimed a
placement rate of 100 percent based upon 51 graduates having been
placed, but it had classified almost 43 percent, or 38 of the 89 total
graduates of the program, as unavailable for employment.
Throughout this process, the Department has sought a wind down of Corinthian Colleges
that protects students, safeguards the investment taxpayers have made in their success,
and creates opportunities for students to finish what they started. In the coming days, the
Department will provide more information to Corinthian's students to help answer
questions about their federal student aid and their options. The Department is also
working on a process to help federal student loan borrowers submit a defense to
repayment of their federal student loans.
"We have kept students at the heart of every decision we have made about Corinthian,
and we will continue to do so as we move forward," Under Secretary Mitchell said.
" When our borrowers bring claims to us that their school committed fraud or other
violations of state law against them, we will give them the relief that they are entitled to
under federal law and regulations."
More details will be posted soon on www.studenta id.gov/corinthian. A copy of the letter
sent to Corinthian today is posted on the Department's website at www.ed.gov.
###
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From:
Sent:
To:

Subject:

"Wilson, Beth" <BWilson@cci.edu>
11/20/2014 4:15:03 PM -0500
Albert C. Gray <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e
0-agray>
RE: Joint Meeting with External Oversight Partners on CCI

As you said, it is fairly factual and even balanced. Thanks for forwarding it.

From: Albert C. Gray [mailto:agray@acics.org]

Sent: Thursday, November 20, 2014 12:51 PM
To: Wilson, Beth
Subject: FW: Joint Meeting with External Oversight Partners on CCI

Beth,

This is the message the Title IV regional group shared with the states and accrediting agencies.

Regards,

Al

From: Fernandez-Rosario, Mart.ina [mailto:Martina.Fernandez-Rosario@ed.gov]

Sent: Thursday, November 20, 2014 2:02 PM
To: Thornton, Cynthia; teri.stanfill@azppse.gov; joanne.wenzel@dca.ca.gov;
georgia.roberts@dhe.state.co.us; susan.hood@fldoe.org; sam.ferguson@fldoe.org;
ccam@npec.state.ga.us; carolyn.small@iowa.gov; cullen@ibhe.org; sarah.levy@ky.gov;
kcpe@ky.gov; approvalquery@bhe.mass.edu; sackerball@mhec.state.md.us;
beamishm@michigan.gov; george.roedler@state.mn.us; leroy.wade@dhe.mo.gov;
rusty.monhollon@dhe.mo.gov; michelle.robinson@njhe.state.nj.us;
Sondra .Fountain@dol.state.nj.us; Robert.Grimmie@dol.state.nj.us; dperlman@cpe.state.nv.us;
ezunon@mail .nysed.gov; mborden@mail.nysed.gov; ltemplem@mail.nysed .gov;
mkrupcza@mail.nysed.gov; john.ware@scr.state.oh.us; alethia.miller@state.or.us;
matt.barber@state.or.us; ra-pls@pa.gov; ra-COLLUNIVSEMINFO@state.pa.us;
catherine.bingle@twc.state.tx.us; cathie.maeyaert@THECB.state.tx.us;
JoeDeFilippo@schev.edu; SylviaRosacasanova@schev.edu; pspencer@wtb.wa.gov;
michaelb@wsac.wa.gov; stotler@hepc.wvnet.edu; elaine.marces@wyo.gov;
mwinegar@utah.gov; j ulie.woodruff@tn.gov; david.dies@eab.wisconsin.gov;
annie.walker@dvs.virgina.gov; lorna.candler@dhe.state.co.us; Rebeca.Becerra@calvet.ca.gov;
billc@npec.state.ga.us; brenda.germann@arkansas.gov; clinton.w.dick@state.ma.us;
rachael.pauze@state.ma.us; MaryJayne.Fay@state.ma.us; kevin.scanlon@state.ma.us;
Layla.D'Emilia@state.ma.us; clambert@accsc.org; Joseph Gurubatham;
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smanning@hlcommission.org; kbell@wascsenior.org; coberg@wascsenior.org;
mepetrisko@wascsenior.org; rwinn@wascsenior.org; Coughlin, Betty; Frola, Michael; Gifford,
Nancy Paula; LoBosco, Ralph; Miller, Christopher; Parrott, Douglas; Bennett, Ron; Minor, Robin;
Chauvin, Karen; White, Carolyn; Gust, Mary; Pickett, Veronica; Lawrence, Andrew; 'Johnson,
Jacqueline'; Karen Solinski (ksolinski@hlcommission.org); dehuber@nd.gov;
martina.murray@dvs.virginia.gov; 'Annette.funderburk@dpe.edu'; 'Tivoli.nash@dpe.edu';
'mailto:Elizabeth.French@ache.alabama.gov'; Pankey, Laura; Hochhalter, Kathleen; Palumbo,
Gayle
Cc: 'MILLER Alethia - HECC'; 'Landis, Patricia A (PDE)'; 'DUNFORD Helen - HECC'; Anthony
Bieda; 'Carolyn.small@iowa.gov.'; 'Powell, Travis (CPE)'; 'Bobbi.Lum-Mew@dcca.hawaii.gov';
'Miller, Ross (CHE)'; 'McElmurray, Michelle (Education Cabinet)'; 'Holbrook, Rosemary G
(Education Cabinet)'; 'Hunt, Jody'; 'mailto:Keith.Boylan@calvet.ca.gov';
'mailto:James.Vanderbilt@calvet.ca.gov'; 'Sauer, Ken (CHE)'; Campbell, Alekia; Moya, Jesus;
Nave, Tracy; 'Walker, Annie (DVS)'; 'agray@acics.org'; 'BARBER Matt'; Albert C. Gray;
'Christopher Lambert'; Tangman, Nina
Subject: RE: Joint Meeting with External Oversight Partners on CCI

Hello Everyone,

I'm sharing this in case you have not yet seen this information on CCI:

Have a great day!

Martina

Corinthian's Nonprofit Buyer
November 19, 2014
By Paul Fain
The ECMC Group, a nonprofit organization that runs one of the largest student-loan guaranty
agencies, announced today that it will purchase 56 campuses from Corinthian Colleges, a
crumbling, controversial for-profit chain.
ECMC will create a nonprofit subsidiary, called the Zenith Education Group, to run the campuses,
which enroll more than 39,000 students. After having absorbed more than half of Corinthian's
enrollment and assets, for an undisclosed price, Zenith will operate the nation's largest chain of
nonprofit career-oriented campuses.
Corinthian's Everest, Heald and Wyotech chains operate 107 campuses, which enrolled 72,000
students and employed 12,000 in July. The company has been attempting to sell 85 U.S. and 10
Canadian locations, while gradually closing 12 campuses.
The sale announced today includes 53 Everest College and three WyoTech campuses
(click here for list).

ED00016261

CL_Review002 175

Corinthian had been teetering even before a 21-day freeze on federal aid payments pushed it
over the edge earlier this year. The company, which is one of the sector's largest, had been hit
hard by slumping enrollment and revenue, as well as investigations, lawsuits and bad publicity.
David Hawn, ECMC's president and CEO, acknowledged that his organization had taken on
"heavily distressed assets." But he called the acquisition an opportunity to lead a "transformation"
of both Corinthian's campuses and the career-education industry, which has been dominated by
for-profits.
"Our success is not going to be measured by how many students we enroll, but how many
complete," he said, as well as how many graduates are "placed in well-paying jobs."
The deal is unusual, and perhaps unprecedented , on several levels. For almost six months the
U.S. Department of Education has been l,-'IOrking with Corinthian to secure a buyer for its 107
campuses and online programs, which include the Everest, Heald and WyoTech chains.
The department has yet to approve the final sale, which is expected to close in January. Hawn
declined to reveal the price, citing the ongoing approval process.
ECMC runs the Educational Credit Management Corporation, the guaranty agency subsidiary
part of the operation. The nonprofit, which has relatively deep pockets, submitted the winning bid
for the Corinthian campuses.
Hawn said the nonprofit worked with the Education Department on the purchase. If approved, the
new chain presumably will not face limitations the department imposed on Corinthian, such as aid
freezes or oversight by the independent monitor, Patrick Fitzgerald, a former U.S. attorney.
The department has been "involved in a review of the transaction ," Hawn said, calling it a "very
deliberative process."
'Clean Break'
Pending its approval, ECMC will acquire 53 of 63 Everest locations and in the U.S. and three of
five WyoTech campuses.
The unsold Everest and Wyotech campuses are in California. While Hawn said ECMC was
interested in buying those as well, it avoided them because of a lawsuit Corinthian is facing in the
state. That legal challenge from California's attorney general, Kamala Harris, features a wide
range of allegations about deceptive marketing and job-placement claims.
Most of Heald College's 12 campuses are also located in California.
Hawn said Zenith would work to improve the Everest and Wyotech campuses. The new owner
will not change the names of those institutions, he said, because rebranding is expensive. And
ECMC would rather spend that money on upgrades.
First up will be a tuition reduction of 20 percent for new students in most Everest programs,
ECMC said, effective as soon as the deal closes. The organization also plans to fund millions of
dollars in institutional grants so students will not have to take out private loans.
ECMC said it will "transform the culture of the campus system" by bringing in a new leadership
team and a new strategic focus on educational programming and the "overall student value
proposition." It will consolidate and centralize all compliance, quality control and internal audit
functions.
"To ensure a clean break from Corinthian's troublesome past practices, ECMC Group will also
employ a monitor to oversee its regulatory obligations," the group said in a written statement.
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Degree programs at the soon-to-be-nonprofit chain of campuses will not fall under new federal
regulations that seek to hold colleges accountable for graduates' ability to repay their loans. The
so-called "gainful-employment" rule applies to virtually all academic programs at for-profits, but
only to non-degree ones at nonprofits.
Almost all of the purchased campuses hold national, rather than regional accreditation, which
conveys more status and desirability. The Everest campus located in Phoenix, however, is
accredited by the Higher Learning Commission, a regional agency.
ECMC has reached out to the accreditors, which will have to approve the change in control of the
campuses.
Hawn said he was hopeful that Zenith and ECMC will be able to steer clear of the myriad legal
and regulatory woes Corinthian faces, including federal and state lawsuits. Most of those legal
challenges involve claims that the company misled students about their odds of getting a good
job with a credential from Corinthian. But the Consumer Federal Protection Bureau
(CFPB) sued over allegations of predatory lending.
ECMC has had discussions with numerous federal agencies as it worked on the deal, Hawn said.
The nonprofit has also met with "key players" on Capitol Hill.
Some Congressional Democrats have been fiercely critical of the department's handling of the
Corinthian mess. Sen. Dick Durbin of Illinois and 11 other Senate Democrats demandedthat any
for-profit that is facing a federal or state investigation be prevented from buying Corinthian
campus. They also called for a halt to new enrollments at the for-profit chain. But department
officials allowed the campuses that were for sale to keep enrolling students, in part to retain the
already-dwindling value of those institutions.
In addition to visiting the Hill, Hawn said ECMC "worked to ensure that Corinthian's legal
difficulties are not inherited by us."
New Owner, New Controversy?

It's unclear how Corinthian's many critics will respond to the 56 campuses' new owners. The deal
was kept under wraps until this morning, and reporters were not able to seek outside reactions.
The nonprofit conversion will probably help blunt some worries. But ECMC has faced some
controversy of its own.
The ECMC Group has several subsidiaries, including a foundation, a loan-serving corporation, an
accounts-receivable management company and a records-services arm.
The Educational Credit Management Corporation is the core operation, however. It manages a
$39 billion federal student loan portfolio. That entity had $683 million in assets in 2012, including
to an Internal Revenue Service filing. The overarching group's assets were an additional $577
million.
Congress in 2010 moved all federal lending under the government's direct loan program. But
ECMC retained some involvement.
"We continue in our guarantor role by sponsoring programs to help students and families plan
and pay for college," the corporation said on its website. "We work with schools and loan
servicers to lower student loan default rates, promote financial literacy and provide resources to
support student loan borrowers to successfully repay their loans."
Bloomberg News and The New York Times both published lengthy articles in recent years that
detailed the corporation's sometimes-aggressive pursuit of borrowers.
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ECMC charges fees to when it collects from a loan-holder,B/oomberg reported, and also receives
a commission from the feds. The Times's article described the corporation's "ruthless" approach
as the largest backstop for federal loans. Those tactics included being so stingy with the parents
of a borrower, one of whom was gravely ill, that a $12 meal at McDonald's was deemed
excessive.
"We are concerned that the article left the reader with an inaccurate impression of arbitrary
standards enforcement," ECMC said in a written statement. "This is simply not the case. Our role
is not to determine social policy on student loan repayment, but to present the law fairly and
consistently."
Supporters of ECMC's approach said aggressive debt-collection can be necessary to hold
borrowers accountable. They said others, like the federal government, must pay for any
uncollected debt.
The education department is a major client of the guaranty agency. Asked about any possible
conflicts of interest with the sale of Corinthian, which the department helped negotiate,
Hawn cited the rigor of the ongoing review process by the feds.
As for-profit chains continue to face hard times, observers have speculated that some might 9Q
nonprofit. Grand Canyon University, which is one of the most successful large for-profits,
recently announced that it was seeking a nonprofit conversion , in part to escape the "stigma" of
being for-profit.
In addition, Education Management Corporation (known as EDMC, a publicly traded for-profit
chain with a name that is likely to be confused with ECMC) is trying to go private, citing the
volume of regulatory disclosures required of a public company as a reason.
A few smaller for-profits have become nonprofits, most notably Keiser University. But the
Corinthian sale is different, both in scale and the fact that ECMC is an outside buyer. Keiser sold
to a nonprofit it had purchased previously.
"We are an unrelated, unaffiliated party," Hawn said. "We are creating new ground here."

This e-mail and any files transmitted with it contains information from Corinthian Colleges, Inc.
that is confidential. Employees are reminded of their obligations regarding confidentiality and
trade secrets as stated in the Employee Handbook and CCi policies. If you are not the intended
recipient, you must not disseminate, distribute or copy this e-mail. We respectfully demand that
you notify the sender immediately by e-mail if you have received this e-mail in error and
permanently delete this e-mail from your system. If you are not the intended recipient, you are
notified that disclosing , copying, distributing or taking any action in reliance on the contents of this
information is strictly prohibited, will cause damage to CCi and may result in legal liability.
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From:

Sent:
To:

CC:

Subject:

Anthony Bieda <EXCHANGELABS/EXCHANGE ADMINISTRATIVE GROUP
(FYDIBOHF23S PDLT)/RECIPIENTS/3625966M218477EA17337561576FO9
F-ABIEDA>
5/1/2015 1:05:04 PM -0400
Albert C. Gray <Exchangelabs/Exchange Administrative Group
(FYDIBOH F23S POLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e0ag ray>
Ian Harazduk <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/653bda8a64144114820bfcbf53b7514e1Harazduk>
RE: Revised new release - CCi

In addition to the revocation of accreditation, ACI CS has esca lated its appea l to CCi
for student enrollment information that will assist ACICS in identifying t ransfer and
teach-out options for the more than 4,100 student currently enrolled at these four
campuses. CCi failed to provide the requisite information in advance of the campus
closures, and wi ll be subject to Council sanctions as a result.

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acies.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/aciesaceredits
Like us on Facebook - http://facebook.com/acicsaccredits

CON FIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privileged in some way. Distribution or copying of this communication or the
information contained here in is not expressly authorized. AC ICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.

From: Albert C. Gray
Sent: Friday, May 01, 2015 11:37 AM
To: Anthony Bieda
Cc: Ian Harazduk
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Subject: RE: Revised new release - CCi

The email message looks good. When the 4,181 blank is fi lled in and the revocation
letter is sent, I will send this to Herman and Judith. Thanks.

From: Anthony Bieda
Sent: Friday, May 01, 2015 11:13 AM
To: Albert C. Gray
Cc: Ian Harazduk
Subject: RE: Revised new release - CCi

And Item #2:

Email to Hermann Bounds
Email to Judith Eaton

Based on written notification received yesterday (April 30, 2015) from Corinthian
Colleges Inc. (CCi), and in accord with Section 2-3-401 of the Accreditation Criteria,
ACICS has revoked the accreditation of three Everest Colleges in California and one
in Rochester, New York. The revocation is effective April 27, the date that operations
ceased. The four campuses comprise all of the post- secondary institutions owned
and operated by CCi accredited by ACICS in the U.S.

You will receive shortly ( or attached to this email) the formal notice of revocation
conveyed to CCi.

In addition to the revocation of accreditation, ACICS has esca lated its appeal to CCi
for student enrollment information that will assist ACICS in identifying t ransfer and
teach-out options for the more than 4,100 students currently enrolled at these four
campuses. CCi failed to provide the requisite information in advance of the campus
closures, and wi ll be subject to Council sanctions as a result.

ACICS is conducting active outreach to Californ ia and New York State approva l
authorities; other ACICS colleges and schools in California and New York with similar
programs; and other national accreditors to exhaust the opportunities for orderly
transfer or teach -out outcomes; and the School Eligibility Service Group regional
offices to determine conditions for continuation of student aid.
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I will provide you with updates on the progress of this intervention as events unfold.
In the meantime, feel free to contact me if you have questions or need more
information.

Regards, Albert C Gray etc.

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.aeies.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twi tter.eom/aeiesaeeredits
Like us on Faeebook - http://faeebook.eom/aeiesaecredits

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privileged in some way. Distribution or copying of this communication or the
infom1ation contained herein is not expressly authorized. ACICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which th is communication is addressed.

From: Anthony Bieda
Sent: Friday, May 01, 2015 10:31 AM
To: Albert C. Gray
Cc: Ian Harazduk
Subject: RE: Revised new release - CCi

For starters ... item # 1. Ian, can you th ink of anything else to add to
thi s " immediate request" list ? Thanks.
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DRAFT

VIA CERTIFIED MAIL, OVERNIGHT DELIVERY

May 1, 2015
Jack Massimino, President and CEO
Corinthian Colleges
Santa Ana, CA

Dear Jack:

ACICS has received written notification of the closure of the following Everest
Colleges, owned and operated by Corinthian Colleges, Inc.:

00010397 - San Bernardino, CA
000 19026 - Ontario, CA
00032431 - Santa Ana, CA
000 10216 - Rochester, NY

The closure of these campuses did not fol low ACICS requirements or standards for
campus closures. However, given the immediate risk for students derived from the
decision by CCi, ACICS must now focus on protecting the interests of students.

In that regard, we require the following from CCi immediately:

1.

Enrollment data for all four campuses as of Monday, April 27 including all
students names and contact information; program and credential level;
indications of academic progress (amount of credit completed toward
credential or amount of credit still needed to complete credential.

2.

The same information specifically for students enrolled in any program who
were in or entering their final term of study at these four Everest Colleges.

3.

A contact for accessing student transcripts, all four campuses
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4.
5.

A contact for accessing student financial records, all four campuses
Copies of existing credit transfer or articulation agreements between any of
the four Everest Colleges and any/all other accredited institutions.

The cooperation of you and your organization in accomplishing these tasks in an
accurate and timely manner will be material to the Council's considerations of
Corinthian's compliance with ACICS Standards.

I look forward to your timely response.

Regards,

Al Gray etc.

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.aeies.org 202.336.678 1 - p 202.842.2593 - f
Follow us on Tw itter - http://twitter.eom/aeiesaeeredits
Like us on Faeebook - http://faeebook.com/acicsaccredits

C ONFI DENTIALITY N OTICE :

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privileged in some way. Distribution or copying of this communication or the
in formation contained here in is not expressly authorized. ACICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.

From: Anthony Bieda
Sent: Friday, May 01, 2015 9:42 AM
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To: Albert C. Gray
Cc: Ian Harazduk
Subject: RE: Revised new release - CCi

So this is what this means to me:
A direct appeal to Jack Mass, in response to his "formal letter of closure," is to
immediately provide the information we have requested in the teach out plan,
including how many students, what credentia l levels, what programs which
campuses.
Letter from you to Hermann Bounds and Judith Eaton laying out the extraordinary
effort ACICS wi ll now undertake to attempt to preserve satisfactory education
outcomes for these students.
Direct outreach to Ron Bennett/ Martina F-R in CA and Betty Cough lin in NY to
learn the specifics of the conditions under which any of these students wil l remain
eligible for T4 financial aid during a teach-out or transfer
Direct outreach to ACICS colleges and schools in CA and NY, requesting their
assistance in identifying programs that could meet the completion needs of Everest
students
Direct outreach to the AIA coalition for their help in identifying schools/programs
that could meet the completion needs of Everest students
Direct outreach to BPPE and NY Dept . of Ed to see what actions they have taken
and information they have already provided students (so that we are not
contradicting or undermining their efforts)
And on and on and on ...

Anthony S. Bieda

Vice President for External Affairs
Accre diting Council for Inde pendent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.678 I - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
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information that is confidential and/or privileged in some way. Distribution or copying of this communication or the
in formation contained herein is not expressly authorized. ACICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.

From: Anthony Bieda
Sent: Friday, May 01, 2015 9:34 AM
To: Annette Headley
Cc: Ian Harazduk; Albert C. Gray
Subject: Revised new release - CCi

Annette: For posting today, please. Thanks. --Tony

FOR IMMEDIATE RELEASE
Contact Tony Bieda, 202.336.6781

ACICS reaches out to Everest/Corinthian's students
May 1, 2015: Washington, D.C. - The accrediting authority for three Everest Colleges in
California (Ontario, Santa Ana and San Bernardino) and one in Rochester, New York is reaching
out to other accredited institutions, state approval authorities and the U.S. Department of
Education to develop satisfactory transfer and teach-out options for students enrolled at closing
campuses. The Accrediting Council for Independent Colleges and Schools (ACICS) has provided
quality assurance for Everest/Corinthian institutions since 1966.

"The untimely and unfortunate demise of the Everest Colleges primarily creates hardship and
stress for students. To the degree we can encourage other institutions and authorities to exhaust
all remedies for these students, ACICS will do so," said Albert C. Gray, president and CEO of
ACICS.

Gray emphasized that students should expect Corinthian/Everest to follow its published and
approved refund policy; provide students access to a grievance process and respond to formal
complaints, and that the school's credit transfer policy is applied diligently and faithfully. A
complete inventory of student's rights is available at www.acics.org.

Gray advised students of the following additional resources:
http://www.cci.edu/update.php
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Student refunds: For students who are unable to complete their education at the Everest
campus in which they enrolled because of campus closure, the institution is required to provide a
refund for the tuition and fees paid to date. Contact Everest through the information provided
above about the application process for refunds and the interval for receiving full payment. In
addition, depending on the state, a tuition recovery fund or surety bond may be available to
compensate students for the inability to complete their education. The website for Corinthian
(above) includes resources for students at the state levels and for the U.S. Department of
Education.

Student loans: Students who participate in Federal Student Aid programs (Title IV subsidized
education loans) may be eligible to apply for discharge of their debt. The U.S. Department of
Education has information about the requirements and process. The fact that the school closed
does not automatically relieve a student of his/her obligation to repay federal loans. Students are
urged to contact their loan servicer to request loan forgiveness through the U.S. Department of
Education. Information on how to request a discharge should have been sent to you by your
servicer and is also available at: https://studentaid.ed.gov/repay-loans/forgivenesscancellation/closed-school.
Student transcripts/financial aid records: The closing campus is required to provide for the
safe keeping of all student academic records (transcripts) and student financial aid records, and
to convey those in a secure manner to students or the institutions they designate upon request.
For more information about how to gain access to transcripts and financial aid records, contact
Everest through the information provided above.

"ACICS expects the institutions to communicate directly with students on all of these matters and
others as frequently and as intensely as necessary," Gray said. "In evaluating the status of
accreditation and the principles' eligibility to own or manage accredited career colleges in the
future, all of these performance dimensions will be monitored and taken into consideration."

-30-

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
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Like us on Faccbook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privileged in some way. Distribution or copying of this communication or the
in formation contained herein is not expressly authorized. ACICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.
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From:

Sent:
To:

CC:

Subject:

Susan Greer <EXCHANGELABS/EXCHANGE ADMINISTRAT IVE GROUP
(FYDIBOHF23SPDLT)/RECIPIENTS/C539AA149AE54C71 A8D2BC2D86525DB6
-SGREER>
5/1/2015 12:08:02 PM -0400
Ian Harazduk <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/ Recipients/653bda8a64144114820bfcbf53b7514el Harazduk>; Anthony Bieda <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/ Recipients/3625966aa21b477ea17337561576fd9fABieda>; Albert C. Gray <Exchangelabs/Exchange Administrative Group
(FYDI BOHF23SPDLT)/ Recipients/a1 a35d9f738542d48eb5f1 ddabe428e0-agray>
Joseph Gurubatham <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/ Recipients/2839eec7707f4128a4de87103ed 162f4JGurubatham>
RE: Revised new release - CCi

Ian
I.

Could we eliminate #2 but stating in # 1 that students enrolled in any program who
were in or entering their final term of study must be specifically indentified.

We probably don't want them to repeat lists, right?

Sue Greer
Vice President - Accreditation Operations
202-336-6789

From: Ian Harazduk

Sent: Friday, May 01, 2015 11:49 AM
To: Anthony Bieda; Albert C. Gray

Cc: Joseph Gurubatham; Susan Greer
Subject: RE: Revised new release - CCi

All,

Here is a draft of the revocation letter that includes the request for information that
Tony noted.

Let me know your thoughts ...Thanks.
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Ian Harazduk

Manager, Compliance
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org I 202.336.6795 - p I 202.842.2593 - f

From: Anthony Bieda
Sent: Friday, May 01, 2015 10:55 AM
To: Ian Harazduk; Albert C. Gray
Cc: Joseph Gurubatham; Susan Greer
Subject: RE: Revised new release - CCi

I would combine the two and place greater emphasis on CCi getting us information
immediately; less emphasis on saber rattling.
There will always be time (and appetite) for punishment later; let's get their
cooperation in saving students from a lousy outcome first.

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washi ngton, DC 20002
www.acics.org 1202.336.6781 - p 1202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:
Th is communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privileged in some way. Distribu tion or copying of this communication or the
information contained herein is not expressly authorized. AC!CS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.
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From: Ian Harazduk
Sent: Friday, May 01, 2015 10:39 AM
To: Anthony Bieda; Albert C. Gray
Cc: Joseph Gurubatham; Susan Greer
Subject: RE: Revised new release - CCi

Tony,

I think that covers it. I have also drafted the 'Acknowledgement of Campus Closure
and Revocation' letter. So we could e ither combine the two in asking for this
information or send a separate letter...

Ian Harazduk

Manager, Compliance
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
w.vw.acics.org I 202.336.6795 - p I 202.842.2593 - f

From: Anthony Bieda
Sent: Friday, May 01, 2015 10:31 AM
To: Albert C. Gray
Cc: Ian Harazduk
Subject: RE: Revised new release - CCi

For st arter s... item # 1. I an, can y ou t hink of anything else to add t o
this " immediate r equest" list? Thanks.

DRAFT

VIA CERTIFIED MAIL, OVERNIGHT DELIVERY

May 1, 2015
Jack Massimino, President and CEO
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Corinthian Colleges
Santa Ana, CA

Dear Jack:

ACICS has received written notification of the closure of the following Everest
Colleges, owned and operated by Corinthian Colleges, Inc. :

00010397 - San Bernardino, CA
00019026 - Ontario, CA
00032431 - Santa Ana, CA
00010216 - Rochester, NY

The closure of these campuses did not follow ACICS requ irements or st andards for
campus closures. However, given the immediate risk for students derived from the
decision by CCi, ACICS must now focus on prot ecting the interests of students.

In that regard, we require the following from CCi immediately:

1.

Enrollment data for all four campuses as of Monday, April 27 including all
students names and contact information; program and credential level;
indications of academic progress (amount of credit completed toward
credential or amount of credit still needed to complete credential.

2.

The same informat ion specifically for student s enrolled in any p rogram who
were in or entering their final term of study at these four Everest Colleges.

3.

A contact for accessing student transcripts, all four campuses

4.

A contact for accessing student financial records, all four campuses

5.

Copies of existing credit transfer or articulation agreements between any of
the four Everest Colleges and any/all other accredited institutions.

The cooperation of you and your organization in accomplishing these tasks in an
accurate and timely manner will be material to the Council's considerations of
Corinthian's compliance with ACICS Standards.
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I look forward to your timely response.

Regards,

Al Gray etc.

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org I 202.336.6781 - p I 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

Th is communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privileged in some way. Distribution or copying of this communication or the
information contained herein is not expressly authorized. ACICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.

From: Anthony Bieda
Sent: Friday, May 01, 2015 9:42 AM
To: Albert C. Gray
Cc: Ian Harazduk
Subject: RE: Revised new release - CCi

So t his is what this means to me:
A direct appeal to Jack Mass, in response to his "formal letter of closure," is to
immediately provide the information we have requested in the teach out plan,
includ ing how many students, what credential levels, w hat programs wh ich
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campuses.
Letter from you to Hermann Bounds and Judith Eaton laying out the extraordinary
effort ACICS will now undertake to attempt to preserve satisfactory education
outcomes for these students.
Direct outreach to Ron Bennett/ Martina F-R in CA and Betty Coughlin in NY to
learn the specifics of the conditions under which any of these students will rema in
eligible for T4 financia l aid during a teach-out or transfer
Direct outreach to ACICS colleges and schools in CA and NY, requesting their
assistance in identifying programs that could meet the completion needs of Everest
students
Direct outreach to the AJA coalition for their help in identifying schools/programs
that cou ld meet the completion needs of Everest students
Direct outreach to BPPE and NY Dept. of Ed to see what actions they have taken
and information they have already provided students (so that we are not
contradicting or undermining their efforts)
And on and on and on ...

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org I 202.336.6781 - p I 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/aeiesaceredits

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to w hich it is addressed or copied and may contain
information that is confident ial and/or privileged in some way. Distribution or copying of this communication or the
information contained herein is not expressly authorized. ACICS reserves the right to disclose this conununication as required
by law without the consent of the persons or entities to which this communication is addressed.

From: Anthony Bieda
Sent: Friday, May 01, 2015 9:34 AM
To: Annette Headley
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Cc: Ian Harazduk; Albert C. Gray
Subject: Revised new release - CCi

Annette: For posting today, please. Thanks. --Tony

FOR IMMEDIATE RELEASE
Contact Tony Bieda, 202.336.6781

ACICS reaches out to Everest/Corinthian's students
May 1, 2015: Washington, D.C. - The accrediting authority for three Everest Colleges in
California (Ontario, Santa Ana and San Bernardino) and one in Rochester, New York is reaching
out to other accredited institutions, state approval authorities and the U.S. Department of
Education to develop satisfactory transfer and teach-out options for students enrolled at closing
campuses. The Accrediting Council for Independent Colleges and Schools (ACICS) has provided
quality assurance for Everest/Corinthian institutions since 1966.

"The untimely and unfortunate demise of the Everest Colleges primarily creates hardship and
stress for students. To the degree we can encourage other institutions and authorities to exhaust
all remedies for these students, ACICS will do so," said Albert C. Gray, president and CEO of
ACICS.

Gray emphasized that students should expect Corinthian/Everest to follow its published and
approved refund policy; provide students access to a grievance process and respond to formal
complaints, and that the school's credit transfer policy is applied diligently and faithfully. A
complete inventory of student's rights is available at www.acics.org.

Gray advised students of the following additional resources:
http://www.cci.edu/update.php

Student refunds: For students who are unable to complete their education at the Everest
campus in which they enrolled because of campus closure, the institution is required to provide a
refund for the tuition and fees paid to date. Contact Everest through the information provided
above about the application process for refunds and the interval for receiving full payment. In
addition, depending on the state, a tuition recovery fund or surety bond may be available to
compensate students for the inability to complete their education. The website for Corinthian
(above) includes resources for students at the state levels and for the U.S. Department of
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Education.

Student loans: Students who participate in Federal Student Aid programs (Tille IV subsidized
education loans) may be eligible to apply for discharge of their debt. The U.S. Department of
Education has information about the requirements and process. The fact that the school closed
does not automatically relieve a student of his/her obligation to repay federal loans. Students are
urged to contact their loan servicer to request loan forgiveness through the U.S. Department of
Education. Information on how to request a discharge should have been sent to you by your
servicer and is also available at: https://studentaid.ed .qov/repay-loans/forqivenesscancellation/closed-school.
Student transcripts/financial aid records: The closing campus is required to provide for the
safe keeping of all student academic records (transcripts) and student financial aid records, and
to convey those in a secure manner to students or the institutions they designate upon request.
For more information about how to gain access to transcripts and financial aid records, contact
Everest through the information provided above.

"ACICS expects the institutions to communicate directly with students on all of these matters and
others as frequently and as intensely as necessary," Gray said. "In evaluating the status of
accreditation and the principles' eligibility to own or manage accredited career colleges in the
future, all of these performance dimensions will be monitored and taken into consideration."

-30-

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org I 202.336.6781 - p I 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

Th is communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privileged in some way. Distribution or copying of this communication or the
information contained herein is not expressly authorized. ACICS reserves the right to disclose this conununication as required
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by law without the consent of the persons or entities to which this communication is addressed.
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From:

Sent:
To:

CC:

Subject:

Anthony Bieda <EXCHANGELABS/EXCHANGE ADMINISTRATIVE GROUP
(FYDIBOHF23SPDLT)/RECIPIENTS/3625966M218477EA17337561576FD9
F-ABIEDA>
5/1/2015 11 :51 :16 AM -0400
Ian Harazduk <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/653bda8a64144114820bfcbf53b7514e1Harazduk>; Albert C. Gray <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e0agray>
Joseph Gurubatham <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/2839eec7707f4128a4de87103ed162f4JGurubatham>; Susan Greer <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/c539aa149ae54c71 a8d2bc2d86525db6sgreer>
RE: Revised new release - CCi

What a great collaboration ... thanks Ian for your indulgence.
The "get us this stuff now" language will be helpful in our outreach efforts with state
authorities, other accreditors, ACICS institutions, CHEA, the Department, etc.

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privileged in some way. Distribution or copying of this communication or the
information contained here in is not express ly authorized. ACICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.

From: Ian Harazduk
Sent: Friday, May 01, 2015 11:49 AM
To: Anthony Bieda; Albert C. Gray
Cc: Joseph Gurubatham; Susan Greer
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Subject: RE: Revised new release - CCi

All,

Here is a draft of the revocation letter that includes the request for information that
Tony noted.

Let me know your thoughts...Thanks.

Ian Harazduk

Manager, Compliance
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6795 - p 202.842.2593 - f

From: Anthony Bieda
Sent: Friday, May 01, 2015 10:55 AM
To: Ian Harazduk; Albert C. Gray
Cc: Joseph Gurubatham; Susan Greer
Subject: RE: Revised new release - CCi

I would combine the two and place greater emphasis on CCi getting us information
immediately; less emphasis on saber rattling.
There will always be time (and appetite) for punishment later; let's get their
cooperation in saving students from a lousy outcome first.

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaecredits
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Like us on Faccbook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privileged in some way. Distribution or copying of this communication or the
in formation contained herein is not expressly authorized. ACICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.

From: Ian Harazduk
Sent: Friday, May 01, 2015 10:39 AM
To: Anthony Bieda; Albert C. Gray
Cc: Joseph Gurubatham; Susan Greer
Subject: RE: Revised new release - CCi

Tony,

I think that covers it. I have also drafted the ' Acknowledgement of Campus Closure
and Revocation' letter. So we could either combine the two in asking for this
information or send a separate letter...

Ian Harazduk

Manager, Compliance
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6795 - p 202.842.2593 - f

From: Anthony Bieda
Sent: Friday, May 01, 2015 10:31 AM
To: Albert C. Gray
Cc: Ian Harazduk
Subject: RE: Revised new release - CCi

For starters ... item #1. Ian, can you th ink of anyt hing else to add to
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th is " immediate request" list ? Thanks.

DRAFT

VIA CERTIFIED MAIL, OVERNIGHT DELIVERY

May 1, 2015
Jack Massimino, President and CEO
Corinthian Colleges
Santa Ana, CA

Dear Jack:

ACICS has received written notification of the closure of the following Everest
Colleges, owned and operated by Corinthian Colleges, Inc.:

00010397 - San Bernardino, CA
00019026 - Ontario, CA
00032431 - Santa Ana, CA
000 10216 - Rochester, NY

The closure of these campuses did not follow ACICS requirements or standards for
campus closures. However, given the immediate risk for students derived from the
decision by CCi, ACICS must now focus on protecting the interests of students.

In that regard, we require the following from CCi immediately:

1.

2.

Enrollment data for all four campuses as of Monday, April 27 including all
students names and contact information; program and credential level;
indications of academic progress (amount of credit completed toward
credential or amount of credit still needed to complete credential.
The same information specifically for students enrolled in any program who
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were in or entering their final term of study at these four Everest Colleges.
3.

A contact for accessing student transcripts, all four campuses

4.

A contact for accessing student financial records, all four campuses

5.

Copies of existing credit transfer or articulation agreements between any of
the four Everest Colleges and any/all other accredited institutions.

The cooperation of you and your organization in accomplishing these tasks in an
accurate and t imely manner will be material to the Council's considerations of
Corinthian's compliance with ACICS Standards.

I look forward to your timely response.

Regards,

Al Gray etc.

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.aeies.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://faeebook.com/acicsaceredits

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential ancVor privileged in some way. Distribution or copying of this communication or the
infom1ation contained herein is not expressly authorized. ACICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.
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From: Anthony Bieda
Sent: Friday, May 01, 2015 9:42 AM
To: Albert C. Gray
Cc: Ian Harazduk
Subject: RE: Revised new release - CCi

So this is what this means to me:
A direct appeal to Jack Mass, in response to his "formal letter of closure," is to
immediately provide the information we have requested in the teach out plan,
including how many students, what credentia l levels, what programs which
campuses.
Letter from you to Hermann Bounds and Judith Eaton laying out the extraordinary
effort ACICS wi ll now undertake to attempt to preserve satisfactory education
outcomes for these students.
Direct outreach to Ron Bennett/ Martina F-R in CA and Betty Coughlin in NY to
learn the specifics of the conditions under which any of these students wil l remain
eligible for T4 financial aid during a teach-out or transfer
Direct outreach to ACICS colleges and schools in CA and NY, requesting their
assistance in identifying programs that could meet the completion needs of Everest
students
Direct outreach to the AIA coalition for their help in identifying schools/programs
that could meet the completion needs of Everest students
Direct outreach to BPPE and NY Dept. of Ed to see what actions they have taken
and information they have already provided students (so that we are not
contrad icting or undermining their efforts)
And on and on and on ...

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Inde pendent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits
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CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
infom1ation that is confidential and/or privileged in some way. Distribution or copying of this communication or the
information contained herein is not expressly authorized. ACICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.

From: Anthony Bieda
Sent: Friday, May 01, 2015 9:34 AM
To: Annette Headley
Cc: Ian Harazduk; Albert C. Gray
Subject: Revised new release - CCi

Annette: For posting today, please. Thanks. --Tony

FOR IMMEDIATE RELEASE
Contact Tony Bieda, 202.336.6781

ACICS reaches out to Everest/Corinthian's students
May 1, 2015: Washington, D.C. - The accrediting authority for three Everest Colleges in
California (Ontario, Santa Ana and San Bernardino) and one in Rochester, New York is reaching
out to other accredited institutions, state approval authorities and the U.S. Department of
Education to develop satisfactory transfer and teach-out options for students enrolled at closing
campuses. The Accrediting Council for Independent Colleges and Schools (ACICS) has provided
quality assurance for Everest/Corinthian institutions since 1966.

"The untimely and unfortunate demise of the Everest Colleges primarily creates hardship and
stress for students. To the degree we can encourage other institutions and authorities to exhaust
all remedies for these students, ACICS will do so," said Albert C. Gray, president and CEO of
ACICS.

Gray emphasized that students should expect Corinthian/Everest to follow its published and
approved refund policy; provide students access to a grievance process and respond to formal
complaints, and that the school's credit transfer policy is applied diligently and faithfully. A
complete inventory of student's rights is available at www.acics.org.

ED00016289

CL_Review002203

Gray advised students of the following additional resources:

http:l/www.cci.edu/update.php

Student refunds: For students who are unable to complete their education at the Everest
campus in which they enrolled because of campus closure, the institution is required to provide a
refund for the tuition and fees paid to date. Contact Everest through the information provided
above about the application process for refunds and the interval for receiving full payment. In
addition, depending on the state, a tuition recovery fund or surety bond may be available to
compensate students for the inability to complete their education. The website for Corinthian
(above) includes resources for students at the state levels and for the U.S. Department of
Education.

Student loans: Students who participate in Federal Student Aid programs (Title IV subsidized
education loans) may be eligible to apply for discharge of their debt. The U.S. Department of
Education has information about the requirements and process. The fact that the school closed
does not automatically relieve a student of his/her obligation to repay federal loans. Students are
urged to contact their loan servicer to request loan forgiveness through the U.S. Department of
Education. Information on how to request a discharge should have been sent to you by your
servicer and is also available at: https:/fstudentaid.ed.qov/repay-loans/forqivenesscancellation/closed-school.
Student transcripts/financial aid records: The closing campus is required to provide for the
safe keeping of all student academic records (transcripts) and student financial aid records, and
to convey those in a secure manner to students or the institutions they designate upon request.
For more information about how to gain access to transcripts and financial aid records, contact
Everest through the information provided above.

"ACICS expects the institutions to communicate directly with students on all of these matters and
others as frequently and as intensely as necessary," Gray said. "In evaluating the status of
accreditation and the principles' eligibility to own or manage accredited career colleges in the
future, all of these performance dimensions will be monitored and taken into consideration."

-30-

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

ED00016290

CL_Review002204

750 First Street, NE Suite 980 I Washington, DC 20002
www.aeics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twi tter.eom/aeiesaeeredits
Like us on Faeebook - http://faeebook.com/aeicsaccredits

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privileged in some way. Distribution or copying of this communication or the
inforn1ation contained herein is not expressly authorized. ACICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.
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From:

Sent:
To:

CC:

Subject:

Anthony Bieda <EXCHANGELABS/EXCHANGE ADMINISTRATIVE GROUP
(FYDIBOHF23S PDLT)/RECIPIENTS/3625966M218477EA17337561576FO9
F-ABIEDA>
5/1/2015 11: 12:42 AM -0400
Albert C. Gray <Exchangelabs/Exchange Administrative Group
(FYDIBOH F23S POLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e0ag ray>
Ian Harazduk <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23S PDLT)/Recipients/653bda8a64144114820bfcbf53b7514e1Harazduk>
RE: Revised new release - CCi

And Item #2:

Email to Hermann Bounds
Email to Judit h Eaton

Based on written notification received yesterday (April 30, 2015) from Corint hian
Colleges Inc. (CCi), and in accord with Section 2-3-401 of the Accreditation Criteria,
ACICS has revoked the accreditation of three Everest Colleges in California and one
in Rochester, New York. The revocation is effective April 27, the date that operations
ceased. The four campuses comprise all of the post-secondary institutions owned
and operated by CCi accredited by ACICS in the U.S.

You will receive shortly (or attached to this email) the formal notice of revocation
conveyed to CCi.

In addition to the revocation of accreditation, ACI CS has esca lated its appeal to CCi
for student enrollment information that will assist ACICS in identifying t ransfer and
teach-out options for the more than XXXX students currently enrolled at these four
campuses. CCi failed to provide the requisite information in advance of the campus
closures, and wi ll be subject to Council sanctions as a result.

ACICS is conducting active outreach to California and New York State approva l
authorities; other ACICS colleges and schools in Californ ia and New York with similar
programs; and other national accreditors to exhaust the opportunities for orderly
transfer or teach-out outcomes; and the School Eligibility Service Group regional
offices to determine conditions for continuation of student aid.

I will provide you with updates on the progress of this intervention as events unfold.
In the meantime, feel free to contact me if you have questions or need more
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information.

Regards, Albert C Gray etc.

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.678 I - p 202.842.2593 - f
Follow us on Tw itter - http://twitter.com/acicsaccredits
Like us on Faccbook - http://facebook.com/acicsaccredits

CON FIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privileged in some way. Distribution or copying of this communication or the
information contained herein is not expressly authorized. ACICS reserves the right to disclose this comm unication as required
by law without the consent of the persons or entities to which this communication is addressed.

From: Anthony Bieda
Sent: Friday, May 01, 2015 10:31 AM
To: Albert C. Gray
Cc: Ian Harazduk
Subject: RE: Revised new release - CCi

For starters ... item #1. Ian, can you think of anything else to add to
this "immediate request" list? Thanks.

DRAFT

VIA CERTIFIED MAIL, OVERNIGHT DELIVERY
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May 1, 2015
Jack Massimino, President and CEO
Corinthian Colleges
Santa Ana, CA

Dear Jack:

ACICS has received written notification of the closure of the following Everest
Colleges, owned and operated by Corinthian Colleges, Inc.:

00010397 - San Bernardino, CA
00019026 - Ontario, CA
00032431 - Santa Ana, CA
00010216 - Rochester, NY

The closure of these campuses did not follow ACICS requirements or standards for
campus closures. However, given the immediate risk for students derived from the
decision by CCi, ACICS must now focus on protecting the interests of students.

In that regard, we require the following from CCi immediately:

1.

Enrollment data for all four campuses as of Monday, April 27 including all
students names and contact information; program and credential level;
indications of academic progress (amount of credit completed toward
credential or amount of credit still needed to complete credential.

2.

The same information specifically for students enrolled in any program who
were in or entering their final term of study at these four Everest Colleges.

3.

A contact for accessing student transcripts, all four campuses

4.

A contact for accessing student financia l records, all four campuses

5.

Copies of existing credit transfer or articulation agreements between any of
the four Everest Colleges and any/all other accredited institutions.
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The cooperation of you and your organization in accomplishing these tasks in an
accurate and t imely manner will be material to the Council's considerations of
Corinthian's compliance with ACICS Standards.

I look forward to your timely response.

Regards,

Al Gray etc.

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privileged in some way. Distribution or copying of this communication or the
information contained herein is not expressly authorized. ACICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.

From: Anthony Bieda
Sent: Friday, May 01, 2015 9:42 AM
To: Albert C. Gray
Cc: Ian Harazduk
Subject: RE: Revised new release - CCi
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So this is what this means to me:
A direct appeal to Jack Mass, in response to his "formal letter of closure," is to
immediately provide the information we have requested in the teach out plan,
including how many students, what credentia l levels, what programs wh ich
campuses.
Letter from you to Hermann Bounds and Judith Eaton laying out the extraordinary
effort ACICS wi ll now undertake to attempt to preserve satisfactory education
outcomes for these students.
Direct outreach to Ron Bennett/ Martina F-R in CA and Betty Coughlin in NY to
learn the specifics of the conditions under wh ich any of these students w ill rema in
eligible for T4 financial aid during a teach-out or transfer
Direct outreach to ACICS colleges and schools in CA and NY, requesting their
assistance in identifying programs that could meet the completion needs of Everest
students
Direct outreach to the AIA coalition for their help in identifying schools/programs
that could meet the completion needs of Everest students
Direct outreach to BPPE and NY Dept. of Ed to see what actions they have taken
and information they have already provided students (so that we are not
contrad icting or undermining their efforts)
And on and on and on ...

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Tw itter - http://twitter.com/acicsaccredits
Like us on Faccbook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privileged in some way. Distribution or copying of this communication or the
information contained here in is not expressly auihorized. ACIC S reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.
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From: Anthony Bieda
Sent: Friday, May 01, 2015 9:34 AM
To: Annette Headley
Cc: Ian Harazduk; Albert C. Gray
Subject: Revised new release - CCi

Annette: For posting today, please. Thanks. --Tony

FOR IMMEDIATE RELEASE
Contact Tony Bieda, 202.336.6781

ACICS reaches out to Everest/Corinthian's students
May 1, 2015: Washington, D.C. - The accrediting authority for three Everest Colleges in
California (Ontario, Santa Ana and San Bernardino) and one in Rochester, New York is reaching
out to other accredited institutions, state approval authorities and the U.S. Department of
Education to develop satisfactory transfer and teach-out options for students enrolled at closing
campuses. The Accrediting Council for Independent Colleges and Schools (ACICS) has provided
quality assurance for Everest/Corinthian institutions since 1966.

"The untimely and unfortunate demise of the Everest Colleges primarily creates hardship and
stress for students. To the degree we can encourage other institutions and authorities to exhaust
all remedies for these students, ACICS will do so," said Albert C. Gray, president and CEO of
ACICS .

Gray emphasized that students should expect Corinthian/Everest to follow its published and
approved refund policy; provide students access to a grievance process and respond to formal
complaints, and that the school's credit transfer policy is applied diligently and faithfully. A
complete inventory of student's rights is available at www.acics.org.

Gray advised students of the following additional resources:
http://www.cci.edu/update.php

Student refunds: For students who are unable to complete their education at the Everest
campus in which they enrolled because of campus closure, the institution is required to provide a
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refund for the tuition and fees paid to date. Contact Everest through the information provided
above about the application process for refunds and the interval for receiving full payment. In
addition, depending on the state, a tuition recovery fund or surety bond may be available to
compensate students for the inability to complete their education. The website for Corinthian
(above) includes resources for students at the state levels and for the U.S. Department of
Education.

Student loans: Students who participate in Federal Student Aid programs (Title IV subsidized
education loans) may be eligible to apply for discharge of their debt. The U.S. Department of
Education has information about the requirements and process. The fact that the school closed
does not automatically relieve a student of his/her obligation to repay federal loans. Students are
urged to contact their loan servicer to request loan forgiveness through the U.S. Department of
Education. Information on how to request a discharge should have been sent to you by your
servicer and is also available at: https://studentaid.ed.gov/repay-loans/forgivenesscancellation/closed-school.
Student transcripts/financial aid records: The closing campus is required to provide for the
safe keeping of all student academic records (transcripts) and student financial aid records, and
to convey those in a secure manner to students or the institutions they designate upon request.
For more information about how to gain access to transcripts and financial aid records, contact
Everest through the information provided above.

"ACICS expects the institutions to communicate directly with students on all of these matters and
others as frequently and as intensely as necessary," Gray said. "In evaluating the status of
accreditation and the principles' eligibility to own or manage accredited career colleges in the
future, all of these performance dimensions will be monitored and taken into consideration."

-30-

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.aeies.org 202.336.678 1 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://faeebook.com/acicsaccredits
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CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
infom1ation that is confidential and/or privileged in some way. Distribution or copying of this communication or the
information contained herein is not expressly authorized. ACICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.
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From:

Sent:
To:

CC:

Subject:
Attachments:

Ian Harazduk <EXCHANGELABS/EXCHANGE ADMINISTRATIVE GROUP
(FYDIBOHF23SPDLT)/RECIPIENTS/653BDA8A64144114820BFCBF53B7514E
-IHARAZDUK>
5/1/2015 11 :48:30 AM -0400
Anthony Bieda <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/3625966aa21b477ea17337561576fd9fABieda>; Albert C. Gray <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/a 1a35d9f738542d48eb5f1ddabe428e0agray>
Joseph Gurubatham <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/2839eec7707f4128a4de87103ed162f4JGurubatham>; Susan Greer <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/c539aa 149ae54c71 a8d2bc2d86525d b6sgreer>
RE: Revised new release - CCi
Corinthian - Acknowledgement of Campus Closure and Revocation.docx

All,

Here is a draft of the revocation letter that includes the request for information that
Tony noted.

Let me know your thoughts.. .Thanks.

Ian Harazduk

Manager, Compliance
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6795 - p 202.842.2593 - f

From: Anthony Bieda
Sent: Friday, May 01, 2015 10:55 AM
To: Ian Harazduk; Albert C. Gray
Cc: Joseph Gurubatham; Susan Greer
Subject: RE: Revised new release - CCi

I would combine the two and place greater emphasis on CCi getting us information
immediately; less emphasis on saber rattling.
There will always be time (and appetite) for punishment later; let's get their
cooperation in saving students from a lousy outcome first.
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Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits

CONFID£NTIAL1TY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privileged in some way. Distribution or copying of this communication o r the
information contained herein is not expressly authorized. ACICS reserves the right to disclose this conununication as required
by law without the consent of the persons or entities to which this communication is addressed.

From: Ian Harazduk

Se nt: Friday, May 01, 2015 10:39 AM

To: Anthony Bieda; Albert C. Gray
Cc: Joseph Gurubatham; Susan Greer

Subject: RE: Revised new release - CCi

Tony,

I think that covers it. I have also drafted the 'Acknowledgement of Campus Closure
and Revocation' letter. So we could either combine the two in asking for this
information or send a separate letter...

Ian Harazduk

Manager, Compliance
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
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www.ac1cs.org 202.336.6795 - p 202.842.2593 - f

From: Anthony Bieda
Sent: Friday, May 01, 2015 10:31 AM
To: Albert C. Gray
Cc: Ian Harazduk
Subject: RE: Revised new release - CCi

For starters ... item # 1. I an, can you t hink of anything else t o ad d to
t his " immediate request" list? Thanks .

DRAFT

VIA CERTIFIED MAIL, OVERNIGHT DELIVERY

May 1, 2015
Jack Massimino, President and CEO
Corinthian Colleges
Sa nta Ana, CA

Dear Jack:

ACICS has received written notification of the closure of the following Everest
Colleges, owned and operated by Corint hian Colleges, Inc.:

00010397 - San Bernardino, CA
00019026 - Ontario, CA
00032431 - Santa Ana, CA
00010216 - Rochester, NY

The closure of these campuses did not follow ACICS requirements or standards for
campus closures. However, given the immediate risk for students derived from the
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decision by CCi, ACICS must now focus on protecting the interests of students.

In that regard, we require the following from CCi immediately:

1.

Enrollment data for all four campuses as of Monday, April 27 including all
students names and contact information; program and credential level;
indications of academic progress (amount of credit completed toward
credential or amount of credit still needed to complete credential.

2.

The same information specifica lly for students enrolled in any program who
were in or entering their final term of study at these four Everest Colleges.

3.

A contact for accessing student transcripts, all four campuses

4.

A contact for accessing student financial records, all four campuses

5.

Copies of existing credit transfer or articu lation agreements between any of
the four Everest Colleges and any/al l other accredited institutions.

The cooperation of you and your organization in accomplishing these tasks in an
accurate and timely manner will be material to the Council's considerations of
Corinthian's compliance with ACICS Standards.

I look forward to your timely response.

Regards,

Al Gray etc.

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
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Like us on Faccbook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

This communicatio n is only intended for the persons or entities to which it is addressed or copied and may contain
information that is con fidential and/or privileged in some way. Distribution or copying of this communication o r the
information contained herein is not expressly autho rized. ACICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.

From: Anthony Bieda
Sent: Friday, May 01, 2015 9:42 AM
To: Albert C. Gray
Cc: Ian Harazduk
Subject: RE: Revised new release - CCi

So this is what this means to me:
A direct appeal to Jack Mass, in response to his "formal letter of closure," is to
immediately provide the information we have requested in the teach out plan,
including how many students, what credential levels, what programs which
campuses.
Letter from you to Hermann Bounds and Judith Eaton laying out the extraordinary
effort ACICS will now undertake to attempt to preserve satisfactory education
outcomes for these students.
Direct outreach to Ron Bennett/ Martina F-R in CA and Betty Coughlin in NY to
learn the specifics of the conditions under which any of these students will remain
eligible for T4 financial aid during a teach-out or transfer
Direct outreach to ACICS colleges and schools in CA and NY, requesting their
assistance in identifying programs that could meet the completion needs of Everest
students
Direct outreach to the AIA coalition for their help in identifying schools/programs
that could meet the completion needs of Everest students
Direct outreach to BPPE and NY Dept. of Ed to see what actions they have taken
and information they have already provided students (so that we are not
contradicting or undermining their efforts)
And on and on and on ...

Anthony S. Bieda
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Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits

CONFIDENTIA LITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is con fidential and/or privi leged in some way. Distribution or copying of this communication o r the
information contained herein is not expressly authorized. AC!CS reserves the right to d isclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.

From: Anthony Bieda
Sent: Friday, May 01, 2015 9:34 AM

To:

Annette Headley

Cc: Ian Harazduk; Albert C. Gray
Subject: Revised new release - CCi

Annette: For posting today, please. Thanks. --Tony

FOR IMMEDIATE RELEASE
Contact Tony Bieda, 202.336.6781

ACICS reaches out to Everest/Corinthian's students
May 1, 2015: Washington, D.C. - The accrediting authority for three Everest Colleges in
California (Ontario, Santa Ana and San Bernardino) and one in Rochester, New York is reaching
out to other accredited institutions, state approval authorities and the U.S. Department of
Education to develop satisfactory transfer and teach-out options for students enrolled at closing
campuses. The Accrediting Council for Independent Colleges and Schools (ACICS) has provided
quality assurance for EveresUCorinthian institutions since 1966.
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''The untimely and unfortunate demise of the Everest Colleges primarily creates hardship and
stress for students. To the degree we can encourage other institutions and authorities to exhaust
all remedies for these students, ACICS will do so," said Albert C. Gray, president and CEO of
ACICS.

Gray emphasized that students should expect Corinthian/Everest to follow its published and
approved refund policy; provide students access to a grievance process and respond to formal
complaints, and that the school's credit transfer policy is applied diligently and faithfully. A
complete inventory of student's rights is available at www.acics.org.

Gray advised students of the following additional resources:
http:ffwww.cci.edu/update.php

Student refunds: For students who are unable to complete their education at the Everest
campus in which they enrolled because of campus closure, the institution is required to provide a
refund for the tuition and fees paid to date. Contact Everest through the information provided
above about the application process for refunds and the interval for receiving full payment. In
addition, depending on the state, a tuition recovery fund or surety bond may be available to
compensate students for the inability to complete their education. The website for Corinthian
(above) includes resources for students at the state levels and for the U.S. Department of
Education.

Student loans: Students who participate in Federal Student Aid programs (Title IV subsidized
education loans) may be eligible to apply for discharge of their debt. The U.S. Department of
Education has information about the requirements and process. The fact that the school closed
does not automatically relieve a student of his/her obligation to repay federal loans. Students are
urged to contact their loan servicer to request loan forgiveness through the U.S. Department of
Education. Information on how to request a discharge should have been sent to you by your
servicer and is also available at: https:ffstudentaid.ed.gov/repay-loans/forqivenesscancellation/closed-school.
Student transcripts/financial aid records: The closing campus is required to provide for the
safe keeping of all student academic records (transcripts) and student financia l aid records, and
to convey those in a secure manner to students or the institutions they designate upon request.
For more information about how to gain access to transcripts and financial aid records, contact
Everest through the information provided above.

"ACICS expects the institutions to communicate directly with students on all of these matters and
others as frequently and as intensely as necessary," Gray said . "In evaluating the status of
accreditation and the principles' eligibility to own or manage accredited career colleges in the
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future, all of these performance dimensions will be monitored and taken into consideration."

-30-

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privi leged in some way. Distribution or copying of this communication or the
information contained herein is not expressly authorized. ACICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.
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May 1, 2015
OVERNIGHT DELIVERY - RETURN RECEIPT REQUESTED
Mr. Jack Massimino
CEO
Corinthian Colleges, Inc.
6 Hutton Centre Drive, Suite 400
Santa Ana, CA 92707-5764

JMassimino@cci.edu

Dear Mr. Massimino:
EVEREST INSTITUTE, ROCHESTER, NEW YORK
EVEREST COLLEGE, SAN BERNADINO, CALIFORNIA
EVEREST COLLEGE, ONTARIO, CALIFORNIA
EVEREST COLLEGE, SANTA ANA, CALIFORNIA

ID CODE 00010216(MC)
ID CODE 00010397(MC)
ID CODE 00019206(BC)
ID CODE 00032431 (BC)

Subject: Acknowledgement of Campus Closure and Revocation

The Council acknowledges that the following campuses have ceased operations and closed on
April 27, 2015:
•

Everest Institute, 1630 Portland Avenue, Rochester, New York 14621, ACICS ID
00010216

•

Everest College, 217 Club Center Drive, Suite A, San Bernardino, CA 92408, ACICS ID
00010397

•

Everest College, 1819 South Excise Avenue, Ontario, CA 91 761 , ACICS ID 00019206.
The Ontario campus was a branch campus of Everest College, 217 Club Center Drive,
Suite A, San Bernardino, CA 92408, ACICS ID 00010397

•

Everest College, 500 W. Santa Ana Boulevard, Santa Ana, CA 92701, ACICS ID
00032431 . The Santa Ana campus was a branch campus of Everest College, 217 Club
Center Drive, Suite A, San Bernardino, CA 92408, ACICS ID 00010397

ACICS, in accordance with Section 2-3-401 of the Accreditation Criteria, has withdrawn your
campus' grant of accreditation by way of revocation effective April 27, 2015.
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Mr. Jack Massimino
May 1, 2015
Page 2

Campus Closure Information
ACICS notes that the closure of these campuses did not follow Council requirements or
standards for campus closures. However, given the immediate risk for students derived from the
decision by Corinthian Colleges, Inc. (CCi), ACICS must now focus on protecting the interests
of students.
In that regard, we require the following information from CCi immediately:
1.

Enrollment data for all four campuses as of Monday, April 27, 2015, including all student
names and contact information; program and credential level; estimated graduation date;
and indications of academic progress (amount of credit completed toward credential or
amount of credit still needed to complete credential).

2.

The same information as Item #1, specifically for students enrolled in any program who
were in or entering their final term of study at these four campuses.

3.

Contact information for accessing necessary student records, including official transcripts
and financial records for all four campuses.

4.

Copies of existing credit transfer or a1ticulation agreements between any of the four
campuses and any/all other accredited institutions.

The cooperation of you and your organization in accomplishing these tasks in an accurate and
timely manner will be material to the Council's considerations of CCi 's compliance with Council
standards.

Public Notification
The Council's decision will be made available to the U.S. Secretary of Education, the
appropriate State licensing or authorizing agency, and the public via ACICS ' Web site at
www.acics.org.
You are advised that Section 2-3-1000 of the ACICS Accreditation Criteria stipulates that
Council may bar any person or entity from being an owner or senior manager of an ACICSaccredited institution if that person or entity was an owner or manager of an institution that loses
its accreditation without providing a teach-out or refund to students matriculated at that time.
If you have any questions about this action, p lease contact Mr. Ian Harazduk at (202) 336-6795
or iharazduk@acics.org.
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Mr. Jack Massimino
May 1, 2015
Page 3

Sincerely,

Albert C. Gray, Ph.D.
President and CEO
c:

Ms. Beth Wilson, Corinthian Colleges, Inc. (bwilson@cci.edu)
Ms. Cathy Sheffield, Accreditation and State Liaison, U.S. Department of Education
(aslrecordsmanager@ed.gov)
Ms. Betty Coughlin, U.S. Department of Education, School Participation Team, Region I
and II (betty.coughlin@ed.gov)
Ms. Martina Fernandez-Rozario, U.S. Department of Education, School Participation
Team, Region IX (martina.fernandez-rosario@ed.gov)
Ms. Carole Yates, New York Bureau of Proprietary School Supervision
(cyates@mail.nysed.gov)
Ms. Leeza Rifredi, California Bureau for Private Postsecondary Education
(leeza.rifredi@dca.ca.gov)
Ms. Joanne Wenzel, California Bureau for Private Postsecondary Education
(joanne. wenzel@dca.ca.gov)
Dr. Albert C. Gray, ACICS President and CEO (agray@acics.org)
Dr. Joseph E. Gurubatham, ACICS Executive Vice President (jgurubatham@acics.org)
Mr. Anthony Bieda, ACICS Vice President, External Affairs (abieda@acics.org)
Ms. Susan Greer, ACICS Vice President - Operations (sgreer@acics.org)
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From:

Sent:
To:

CC:

Subject:
Attachments:

Ian Harazduk <EXCHANGELABS/EXCHANGE ADMINISTRATIVE GROUP
(FYDIBOHF23SPDLT)/RECIPIENTS/653BDA8A64144114820BFCBF53B7514E
-IHARAZDUK>
5/1/2015 10:39:08 AM -0400
Anthony Bieda <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/3625966aa21b477ea17337561576fd9fABieda>; Albert C. Gray <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e0agray>
Joseph Gurubatham <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/2839eec7707f4128a4de87103ed162f4JGurubatham>; Susan Greer <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/c539aa 149ae54c71 a8d2bc2d86525d b6sgreer>
RE: Revised new release - CCi
Corinthian - Acknowledgement of Campus Closure and Revocation.docx

Tony,

I thi nk that cover s it. I have also drafted the 'Acknowledgement of Campus Closure
and Revocation' letter. So we could eit her combine the two in asking for this
i nfor mation or send a separat e letter ...

Ian Harazduk

Manager, Compliance
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6795 - p 202.842.2593 - f

From: Anthony Bieda
Sent: Friday, May 01, 2015 10:31 AM
To: Albert C. Gray
Cc: Ian Harazduk
Subject: RE: Revised new release - CCi

For starters ... item # 1. I an, can you think of anythin g else to add to
this "immediate request" list? Thanks.

DRAFT

ED00016311
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VIA CERTIFIED MAIL, OVERNIGHT DELIVERY

May 1, 2015
Jack Massimino, President and CEO
Corinthian Colleges
Santa Ana, CA

Dear Jack:

ACICS has received written notification of the closure of the following Everest
Colleges, owned and operated by Corinthian Colleges, Inc. :

00010397 - San Bernardino, CA
00019026 - Ontario, CA
00032431 - Santa Ana, CA
00010216 - Rochester, NY

The closure of these campuses did not follow ACICS requirements or standards for
campus closures. However, given the immediate risk for students derived from the
decision by CCi, ACICS must now focus on protecting the interests of students .

In that regard, we require the following from CCi immediately:

1.

Enrol lment data for all four campuses as of Monday, April 27 includ ing all
students names and contact information; program and credential level;
indications of academic progress (amount of credit completed toward
credential or amount of credit still needed to complete credential.

2.

The same information specifica lly for students enrolled in any program who
were in or entering their final term of study at these four Everest Colleges.

3.

A contact for accessing student transcripts, all four campuses

4.

A contact for accessing student financial records, all four campuses
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5.

Copies of existing credit transfer or articu lation agreements between any of
the four Everest Colleges and any/al l other accredited institutions.

The cooperation of you and your organization in accomplishing these tasks in an
accurate and timely manner will be material to the Council's considerations of
Corinthian's compl iance with ACICS Standards.

I look forward to your timely response.

Regards,

Al Gray etc.

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

This communication is on ly intended for the persons or entities to which it is addressed o r copied and may contain
information that is confidential and/or privileged in some way. Distribution or copying of this communication or the
information contained herein is not expressly authorized. ACICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.

From: Anthony Bieda

Sent: Friday, May 01, 2015 9:42 AM
To: Albert C. Gray
Cc: Ian Harazduk
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Subject: RE: Revised new release - CCi

So this is what this means to me:
A direct appeal to Jack Mass, in response to his "formal letter of closure," is to
immediately provide the infor mation we have requested in the teach out plan,
including how many students, what credential levels, what programs which
campuses.
Letter from you to Hermann Bounds and Judith Eaton laying out the extraordinary
effort ACICS will now undertake to attempt to preserve satisfactory education
outcomes for these students.
Direct outreach to Ron Bennett/ Martina F-R in CA and Betty Coughlin in NY to
learn the specifics of the conditions under which any of these students will remain
eligible for T4 financial aid during a teach-out or transfer
Direct outreach to ACICS colleges and schools in CA and NY, requesting their
assistance in identifying programs that could meet the completion needs of Everest
students
Direct outreach to the AIA coalition for their help in identifying schools/programs
that could meet the completion needs of Everest students
Direct outreach to BPPE and NY Dept. of Ed to see what actions they have taken
and information they have already provided students (so that we are not
contradicting or undermining their efforts)
And on and on and on ...

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools
750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/ acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits

CONFIDENTIA LITY NOTICE:

T his communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privi leged in some way. Distribution or copying of this communication o r the
information contained herein is not expressly authorized. ACICS reserves the right to disclose this communication as required
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by law without the consent of the persons or entities to which this communication is addressed.

From: Anthony Bieda
Sent: Friday, May 01, 2015 9:34 AM
To: Annette Headley
Cc: Ian Harazduk; Albert C. Gray
Subject: Revised new release - CCi

Annette: For posting today, please. Thanks. -- Tony

FOR IMMEDIATE RELEASE
Contact Tony Bieda, 202.336.6781

ACICS reaches out to Everest/Corinthian's students
May 1, 2015: Washington, D.C. - The accrediting authority for three Everest Colleges in
California (Ontario, Santa Ana and San Bernardino) and one in Rochester, New York is reaching
out to other accredited institutions, state approval authorities and the U.S. Department of
Education to develop satisfactory transfer and teach-out options for students enrolled at closing
campuses. The Accrediting Council for Independent Colleges and Schools (ACICS) has provided
quality assurance for Everest/Corinthian institutions since 1966.

''The untimely and unfortunate demise of the Everest Colleges primarily creates hardship and
stress for students. To the degree we can encourage other institutions and authorities to exhaust
all remedies for these students, ACICS will do so," said Albert C. Gray, president and CEO of
ACICS.

Gray emphasized that students should expect Corinthian/Everest to follow its published and
approved refund policy; provide students access to a grievance process and respond to formal
complaints, and that the school's credit transfer policy is applied diligently and faithfully. A
complete inventory of student's rights is available at www.acics.org.

Gray advised students of the fol lowing additional resources:
http:f/www.cci.edu/update.php
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Student refunds: For students who are unable to complete their education at the Everest
campus in which they enrolled because of campus closure, the institution is required to provide a
refund for the tuition and fees paid to date. Contact Everest through the information provided
above about the application process for refunds and the interval for receiving full payment. In
addition, depending on the state, a tuition recovery fund or surety bond may be available to
compensate students for the inability to complete their education. The website for Corinthian
(above) includes resources for students at the state levels and for the U.S. Department of
Education.

Student loans: Students who participate in Federal Student Aid programs (Title IV subsidized
education loans) may be eligible to apply for discharge of their debt. The U.S. Department of
Education has information about the requirements and process. The fact that the school closed
does not automatically relieve a student of his/her obligation to repay federal loans. Students are
urged to contact their loan servicer to request loan forgiveness through the U.S. Department of
Education. Information on how to request a discharge should have been sent to you by your
servicer and is also available at: https://studentaid.ed.gov/repay-loans/forgivenesscancellation/closed-school.
Student transcripts/financial aid records: The closing campus is required to provide for the
safe keeping of all student academic records (transcripts) and student financial aid records, and
to convey those in a secure manner to students or the institutions they designate upon request.
For more information about how to gain access to transcripts and financial aid records, contact
Everest through the information provided above.

"ACICS expects the institutions to communicate directly with students on all of these matters and
others as frequently and as intensely as necessary," Gray said. "In evaluating the status of
accreditation and the principles' eligibility to own or manage accredited career colleges in the
future, all of these performance dimensions will be monitored and taken into consideration."

-30-

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits
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CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privileged in some way. Distribution or copying of this communication or the
information contained herein is not expressly authorized. ACICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communicat ion is addressed.
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May 1, 2015
OVERNIGHT DELIVERY - RETURN RECEIPT REQUESTED
Mr. Jack Massimino
CEO
Corinthian Colleges, Inc.
6 Hutton Centre Drive, Suite 400
Santa Ana, CA 92707-5764

JMassimino@cci.edu

Dear Mr. Massimino:
EVEREST INSTITUTE, ROCHESTER, NEW YORK
EVEREST COLLEGE, SAN BERNADINO, CALIFORNIA
EVEREST COLLEGE, ONTARIO, CALIFORNIA
EVEREST COLLEGE, SANTA ANA, CALIFORNIA

ID CODE 00010216(MC)
ID CODE 00010397(MC)
ID CODE 00019206(BC)
ID CODE 00032431 (BC)

Subject: Acknowledgement of Campus Closure and Revocation

The Council acknowledges that the following campuses have ceased operations and closed on
April 27, 2015:
•

Everest Institute, 1630 Portland Avenue, Rochester, New York 14621, ACICS ID
00010216

•

Everest College, 217 Club Center Drive, Suite A, San Bernardino, CA 92408, ACICS ID
00010397

•

Everest College, 1819 South Excise Avenue, Ontario, CA 91761 , ACICS ID 00019206.
The Ontario campus was a branch campus of Everest College, 217 Club Center Drive,
Suite A, San Bernardino, CA 92408, ACICS ID 00010397

•

Everest College, 500 W. Santa Ana Boulevard, Santa Ana, CA 92701, ACICS ID
00032431 . The Santa Ana campus was a branch campus of Everest College, 217 Club
Center Drive, Suite A, San Bernardino, CA 92408, ACICS ID 00010397

ACICS, in accordance with Section 2-3-401 of the Accreditation Criteria, has withdrawn your
campus' grant of accreditation by way ofrevocation effective April 27, 2015.
You are advised that Section 2-3-1000 of the ACICS Accreditation Criteria stipulates that
Council may bar any person or entity from being an owner or senior manager of an ACICSaccredited institution if that person or entity was an owner or manager of an institution that loses
its accreditation without providing a teach-out or refund to students matriculated at that time.
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Mr. Jack Massimino
May 1, 2015
Page 2

The Council's decision will be made available to the U.S. Secretary of Education, the
appropriate State licensing or authorizing agency, and the public via ACICS' Web site at
www.acics.org.
If you have any questions about this action, please contact Mr. Ian Harazduk at (202) 336-6795
or iharazduk@acics.org.

Sincerely,

Albert C. Gray, Ph.D.
President and CEO
c:

Ms. Beth Wilson, Corinthian Colleges, Inc. (bwilson@cci.edu)
Ms. Cathy Sheffield, Accreditation and State Liaison, U.S. Department of Education
(aslrecordsmanager@ed.gov)
Ms. Betty Coughlin, U.S. Department of Education, School Participation Team, Region I
and II (betty.coughlin@ed.gov)
Ms. Martina Fernandez-Rozario, U.S. Department of Education, School Participation
Team, Region IX (martina.fernandez-rosario@ed.gov)
Ms. Carole Yates, New York Bureau of Proprietary School Supervision
(cyates@mail.nysed.gov)
Ms. Leeza Rifredi, California Bureau for Private Postsecondary Education
(leeza.rifredi@dca.ca.gov)
Ms. Joanne Wenzel, California Bureau for Private Postsecondary Education
(joanne. wenzel@dca.ca.gov)
Dr. Albert C. Gray, ACICS President and CEO (agray@acics.org)
Dr. Joseph E. Gurubatham, ACICS Executive Vice President (jgurubatham@acics.org)
Mr. Anthony Bieda, ACICS Vice President, External Affairs (abieda@acics.org)
Ms. Susan Greer, ACICS Vice President - Operations (sgreer@acics.org)
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From:

Sent:
To:

CC:

Subject:

Anthony Bieda <EXCHANGELABS/EXCHANGE ADMINISTRATIVE GROUP
(FYDIBOHF23SPDLT)/RECIPIENTS/3625966M218477EA17337561576FD9
F-ABIEDA>
5/1/2015 10:54:44 AM -0400
Ian Harazduk <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/653bda8a64144114820bfcbf53b7514e1Harazduk>; Albert C. Gray <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e0agray>
Joseph Gurubatham <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/2839eec7707f4128a4de87103ed162f4JGurubatham>; Susan Greer <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/c539aa149ae54c71 a8d2bc2d86525db6sgreer>
RE: Revised new release - CCi

I wou ld combine the two and place greater emphasis on CCi getting us information
immediately; less emphasis on saber rattling.
There will always be time (and appetite) for punishment later; let's get their
cooperation in saving students from a lousy outcome first.

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:
This communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privileged in some way. Distribution or copying of this communication or the
information contained herein is not expressly authorized. ACICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.

From: Ian Harazduk
Sent: Friday, May 01, 2015 10:39 AM
To: Anthony Bieda; Albert C. Gray
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Cc: Joseph Gurubatham; Susan Greer
Subject: RE: Revised new release - CCi

Tony,

I think that covers it . I have also drafted the 'Acknowledgement of Campus Closure
and Revocation' letter. So we could either combine the two in asking for this
information or send a separate letter ...

Ian Harazduk

Manager, Compliance
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6795 - p 202.842.2593 - f

From: Anthony Bieda
Sent: Friday, May 01, 2015 10:31 AM
To: Albert C. Gray
Cc: Ian Harazduk
Subject: RE: Revised new release - CCi

For start ers ... item #1. Ian, can you think of anything else to add to
this "immediate request" list? Thanks.

DRAFT

VIA CERTIFIED MAIL, OVERNIGHT DELIVERY

May 1, 2015
Jack Massim ino, President and CEO
Corinthian Colleges
Santa Ana, CA

ED00016321
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Dear Jack:

ACICS has received written notification of the closure of the following Everest
Colleges, owned and operated by Corinthian Colleges, Inc.:

00010397 - San Bernardino, CA
00019026 - Ontario, CA
00032431 - Santa Ana, CA
00010216 - Rochester, NY

The closure of these campuses did not follow ACICS requirements or standards for
campus closures. However, given the immediate risk for students derived from the
decision by CCi, ACICS must now focus on protecting the interests of students.

In that regard, we require the following from CCi immediately:

1.

Enrollment data for all four campuses as of Monday, April 27 including all
students names and contact information; program and credential level;
indications of academic progress (amount of credit completed toward
credential or amount of credit still needed to complete credential.

2.

The same information specifically for students enrolled in any program who
were in or entering their final term of study at these four Everest Colleges.

3.

A contact for accessing student transcripts, all four campuses

4.

A contact for accessing student financia l records, all four campuses

5.

Copies of existing credit transfer or articulation agreements between any of
the four Everest Colleges and any/all other accredited institutions.

The cooperation of you and your organization in accomplishing these tasks in an
accurate and timely manner will be material to the Council's considerations of
Corinthian's compliance with ACICS Standards.

I look forward to your timely response.
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Regards,

Al Gray etc.

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.aeics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privileged in some way. Distribution or copying of this conununication or the
information contained herein is not expressly authorized. ACICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.

From: Anthony Bieda
Sent: Friday, May 01, 2015 9:42 AM
To: Albert C. Gray
Cc: Ian Harazduk
Subject: RE: Revised new release - CCi

So this is what this means to me :
A direct appeal to Jack Mass, in response to his "formal lett er of closure," is to
immediately provide the information we have requested in the teach out plan,
including how many students, what credentia l levels, what programs wh ich
campuses.
Letter from you to Hermann Bounds and Judith Eaton laying out the extraordinary
effort ACICS wi ll now undertake to attempt to preserve satisfactory education
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outcomes for these students.
Direct outreach to Ron Bennett/ Martina F-R in CA and Betty Cough lin in NY to
learn the specifics of the conditions under wh ich any of these students w ill rema in
eligible for T4 financial aid during a teach-out or transfer
Direct outreach to ACICS colleges and schools in CA and NY, requesting their
assistance in identifying programs that could meet the completion needs of Everest
students
Direct outreach to the AIA coa lition for their help in identifying schools/programs
that could meet the completion needs of Everest students
Direct outreach to BPPE and NY Dept. of Ed to see what actions they have taken
and information they have already provided students (so that we are not
contrad icting or undermining their efforts)
And on and on and on ...

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.678 I - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Faccbook - http://facebook.com/acicsaccredits

CON FIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privileged in some way. Distribution or copying of this communication or the
in formation contained herein is not expressly authorized. ACICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.

From: Anthony Bieda
Sent: Friday, May 01, 2015 9:34 AM
To: Annette Headley
Cc: Ian Harazduk; Albert C. Gray
Subject: Revised new release - CCi
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Annette: For posting today, please. Thanks. --Tony

FOR IMMEDIATE RELEASE
Contact Tony Bieda, 202.336.6781

ACICS reaches out to Everest/Corinthian's students
May 1, 2015: Washington, D.C. -The accrediting authority for three Everest Colleges in
California (Ontario, Santa Ana and San Bernardino) and one in Rochester, New York is reaching
out to other accredited institutions, state approval authorities and the U.S. Department of
Education to develop satisfactory transfer and teach-out options for students enrolled at closing
campuses. The Accrediting Council for Independent Colleges and Schools (ACICS) has provided
quality assurance for Everest/Corinthian institutions since 1966.

"The untimely and unfortunate demise of the Everest Colleges primarily creates hardship and
stress for students. To the degree we can encourage other institutions and authorities to exhaust
all remedies for these students, ACICS will do so," said Albert C. Gray, president and CEO of
ACICS .

Gray emphasized that students should expect Corinthian/Everest to follow its published and
approved refund policy; provide students access to a grievance process and respond to formal
complaints, and that the school's credit transfer policy is applied diligently and faithfully. A
complete inventory of student's rights is available at www.acics.org.

Gray advised students of the following additional resources:
http://www.cci.edu/update.php

Student refunds: For students who are unable to complete their education at the Everest
campus in which they enrolled because of campus closure, the institution is required to provide a
refund for the tuition and fees paid to date. Contact Everest through the information provided
above about the application process for refunds and the interval for receiving full payment. In
addition, depending on the state, a tuition recovery fund or surety bond may be available to
compensate students for the inability to complete their education. The website for Corinthian
(above) includes resources for students at the state levels and for the U.S. Department of
Education.
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Student loans: Students who participate in Federal Student Aid programs (Title IV subsidized
education loans) may be eligible to apply for discharge of their debt. The U.S. Department of
Education has information about the requirements and process. The fact that the school closed
does not automatically relieve a student of his/her obligation to repay federal loans. Students are
urged to contact their loan servicer to request loan forgiveness through the U.S. Department of
Education. Information on how to request a discharge should have been sent to you by your
servicer and is also available at: https://studentaid.ed.qov/repay-loans/forqivenesscancellation/closed-school.
Student transcripts/financial aid records: The closing campus is required to provide for the
safe keeping of all student academic records (transcripts) and student financial aid records, and
to convey those in a secure manner to students or the institutions they designate upon request.
For more information about how to gain access to transcripts and financial aid records, contact
Everest through the information provided above.

"ACICS expects the institutions to communicate directly with students on all of these matters and
others as frequently and as intensely as necessary," Gray said. "In evaluating the status of
accreditation and the principles' eligibility to own or manage accredited career colleges in the
future, all of these performance dimensions will be monitored and taken into consideration."

-30-

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.aeies.org 202.336.678 I - p 202.842.2593 - f
Follow us on Twitter - http://twitter.eom/aeiesaeeredits
Like us on Faeebook - http://faeebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
in formaiion that is confideniial and/or privileged in some way. Distribution or copying of this communication or the
in formation contained herein is not expressly authorized. ACICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.
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From:

Sent:
To:

CC:

Subject:

Anthony Bieda <EXCHANGELABS/EXCHANGE ADMINISTRATIVE GROUP
(FYDIBOHF23S PDLT)/RECIPIENTS/3625966M218477EA17337561576F09
F-ABIEDA>
5/1/201510:31:07 AM -0400
Albert C. Gray <Exchangelabs/Exchange Administrative Group
(FYDIBOH F23S POLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e0ag ray>
Ian Harazduk <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/653bda8a64144114820bfcbf53b7514e1Harazduk>
RE: Revised new release - CCi

For starters ... item #1. Ian, can you think of anything else to add to
thi s "immediate request" list ? Thanks.

DRAFT

VIA CERTIFIED MAIL, OVERNIGHT DELIVERY

May 1, 2015
Jack Massimino, President and CEO
Corinthian Colleges
Santa Ana, CA

Dear Jack:

ACICS has received written notification of the closure of the following Everest
Colleges, owned and operated by Corinthian Colleges, Inc.:

00010397 - San Bernardino, CA
00019026 - Ontario, CA
00032431 - Santa Ana, CA
00010216 - Rochester, NY

The closure of t hese campuses did not follow ACICS requirements or standards for
campus closures. However, given the immediate risk for students derived from the
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decision by CCi, ACICS must now focus on protecting the interests of students.

In that regard, we require the following from CCi immediately :

1.

Enrollment data for all four campuses as of Monday, April 27 including all
students names and contact information; program and credential level;
indications of academic progress (amount of credit completed toward
credential or amount of credit still needed to complete credential.

2.

The same information specifically for students enrolled in any program who
were in or entering their final term of study at these four Everest Colleges.

3.

A contact for accessing student transcripts, all four campuses

4.

A contact for accessing student financial records, all four campuses

5.

Copies of existing credit transfer or articulation agreements between any of
the four Everest Colleges and any/all other accredited institutions.

The cooperation of you and your organization in accomplishing these tasks in an
accurate and timely manner will be material to the Council's considerations of
Corinthian's compliance with ACICS Standards.

I look forward to your timely response.

Regards,

Al Gray etc.

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.678 1 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits

ED00016329

CL_Review002243

Like us on Faccbook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privileged in some way. Distribution or copying of this communication or the
in formation contained herein is not expressly authorized. ACICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.

From: Anthony Bieda
Sent: Friday, May 01, 2015 9:42 AM
To: Albert C. Gray
Cc: Ian Harazduk
Subject: RE: Revised new release - CCi

So this is what this means to me :
A direct appeal to Jack Mass, in response to his "formal letter of closure," is to
immediately provide the information we have requested in the teach out plan,
including how many students, what credentia l levels, what programs which
campuses.
Letter from you to Hermann Bounds and Judith Eaton laying out the extraordinary
effort ACICS wi ll now undertake to attempt to preserve satisfactory education
outcomes for these students.
Direct outreach to Ron Bennett/ Martina F-R in CA and Betty Cough lin in NY to
learn the specifics of the conditions under wh ich any of these students w ill rema in
eligible for T4 financial aid during a teach- out or transfer
Direct outreach to ACICS colleges and schools in CA and NY, requesting their
assistance in identifying programs that could meet the completion needs of Everest
students
Direct outreach to the AIA coalition for their help in identifying schools/programs
that could meet the completion needs of Everest students
Direct outreach to BPPE and NY Dept. of Ed to see what actions they have taken
and information they have already provided students (so that we are not
contrad icting or undermining their efforts)
And on and on and on ...

Anthony S. Bieda
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Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
infonnation that is confidential and/or privileged in some way. Distribution or copying of this communication or the
information contained herein is not expressly authorized. ACICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.

From: Anthony Bieda
Sent: Friday, May 01, 2015 9:34 AM
To: Annette Headley
Cc: Ian Harazduk; Albert C. Gray
Subject: Revised new release - CCi

Annette: For posting today, please. Thanks. --Tony

FOR IMMEDIATE RELEASE
Contact Tony Bieda, 202.336.6781

ACICS reaches out to Everest/Corinthian's students
May 1, 2015: Washington, D.C. - The accrediting authority for three Everest Colleges in
California (Ontario, Santa Ana and San Bernardino) and one in Rochester, New York is reaching
out to other accredited institutions, state approval authorities and the U.S. Department of
Education to develop satisfactory transfer and teach-out options for students enrolled at closing
campuses. The Accrediting Council for Independent Colleges and Schools (ACICS) has provided
quality assurance for Everest/Corinthian institutions since 1966.
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"The untimely and unfortunate demise of the Everest Colleges primarily creates hardship and
stress for students. To the degree we can encourage other institutions and authorities to exhaust
all remedies for these students, ACICS will do so," said Albert C. Gray, president and CEO of
ACICS.

Gray emphasized that students should expect Corinthian/Everest to follow its published and
approved refund policy; provide students access to a grievance process and respond to formal
complaints, and that the school's credit transfer policy is applied diligently and faithfully. A
complete inventory of student's rights is available at www.acics.org.

Gray advised students of the following additional resources:
http://www.cci.edu/update.php

Student refunds: For students who are unable to complete their education at the Everest
campus in which they enrolled because of campus closure, the institution is required to provide a
refund for the tuition and fees paid to date. Contact Everest through the information provided
above about the application process for refunds and the interval for receiving full payment. In
addition, depending on the state, a tuition recovery fund or surety bond may be available to
compensate students for the inability to complete their education. The website for Corinthian
(above) includes resources for students at the state levels and for the U.S. Department of
Education.

Student loans: Students who participate in Federal Student Aid programs (Title IV subsidized
education loans) may be eligible to apply for discharge of their debt. The U.S. Department of
Education has information about the requirements and process. The fact that the school closed
does not automatically relieve a student of his/her obligation to repay federal loans. Students are
urged to contact their loan servicer to request loan forgiveness through the U.S. Department of
Education. Information on how to request a discharge should have been sent to you by your
servicer and is also available at: https://studentaid.ed.gov/repay-loans/forgivenesscancellation/closed-school.
Student transcripts/financial aid records: The closing campus is required to provide for the
safe keeping of all student academic records (transcripts) and student financial aid records, and
to convey those in a secure manner to students or the institutions they designate upon request.
For more information about how to gain access to transcripts and financial aid records, contact
Everest through the information provided above.

"ACICS expects the institutions to communicate directly with students on all of these matters and
others as frequently and as intensely as necessary," Gray said. "In evaluating the status of
accreditation and the principles' eligibility to own or manage accredited career colleges in the

ED00016332

CL_Review002246

future, all of these performance dimensions will be monitored and taken into consideration."

-30-

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privileged in some way. Distribution or copying of this communication or the
information contained herein is not expressly authorized. ACICS reserves the right to disclose this communication as required
by law wiihout the consent of the persons or enlities to which this communication is addressed.
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From:

Anthony Bieda <EXCHANGELABS/EXCHANGE ADMINISTRATIVE GROUP
(FYDIBOHF23S PDLT)/RECIPIENTS/3625966M218477EA17337561576FD9
F-ABIEDA>

Sent:
To:

CC:

Subject:

5/1/2015 9:41 :55 AM -0400
Albert C. Gray <ExchangeLabs/Exchange Administrative Group
(FYDIBOH F23S POLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e0ag ray>
Ian Harazduk <ExchangeLabs/Exchange Administrative Group
(FYDIBOHF23S PDLT)/Recipients/653bda8a64144114820bfcbf53b7514e1Harazduk>
RE: Revised new release - CCi

So this is what this means to me :
A direct appeal to Jack Mass, in response to his "formal letter of closure," is to
immediately provide t he information we have requested in the teach out plan,
including how many students, what credentia l levels, what programs wh ich
campuses.
Letter from you to Hermann Bounds and Judith Eaton laying out the extraordinary
effort ACICS wi ll now undertake to attempt to preserve satisfactory education
outcomes for these students.
Direct outreach to Ron Bennett/ Martina F- R in CA and Betty Coughlin in NY to
learn the specifics of the conditions under wh ich any of these students w ill rema in
eligible for T4 financial aid during a teach-out or transfer
Direct outreach to ACICS colleges and schools in CA and NY, requesting their
assistance in identifying programs that could meet the completion needs of Everest
students
Direct outreach to the AIA coa lition for their help in identifying schools/programs
that could meet the completion needs of Everest students
Direct outreach to BPPE and NY Dept. of Ed to see what actions they have taken
and information they have already provided students (so that we are not
contradicting or undermining their efforts)
And on and on and on ...

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.aeies.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
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Like us on Faccbook - http://facebook.com/acicsaccredits

CONFI DENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privileged in some way. Distribution or copying of this communication or the
information contained herein is not expressly authorized. ACICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.

From: Anthony Bieda
Sent: Friday, May 01, 2015 9:34 AM
To: Annette Headley
Cc: Ian Harazduk; Albert C. Gray
Subject: Revised new release - CCi

Annette: For posting today, please. Thanks. --Tony

FOR IMMEDIATE RELEASE
Contact Tony Bieda, 202.336.6781

ACICS reaches out to Everest/Corinthian's students
May 1, 2015: Washington, D.C. - The accrediting authority for three Everest Colleges in
California (Ontario, Santa Ana and San Bernardino) and one in Rochester, New York is reaching
out to other accredited institutions, state approval authorities and the U.S. Department of
Education to develop satisfactory transfer and teach-out options for students enrolled at closing
campuses. The Accrediting Council for Independent Colleges and Schools (ACICS) has provided
quality assurance for Everest/Corinthian institutions since 1966.

"The untimely and unfortunate demise of the Everest Colleges primarily creates hardship and
stress for students. To the degree we can encourage other institutions and authorities to exhaust
all remedies for these students, ACICS will do so," said Albert C. Gray, president and CEO of
ACICS .

Gray emphasized that students should expect Corinthian/Everest to follow its published and
approved refund policy; provide students access to a grievance process and respond to formal
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complaints, and that the school's credit transfer policy is applied diligently and faithfully. A
complete inventory of student's rights is available at www.acics.org.

Gray advised students of the following additional resources:
http://www.cci.edu/update.php

Student refunds: For students who are unable to complete their education at the Everest
campus in which they enrolled because of campus closure, the institution is required to provide a
refund for the tuition and fees paid to date. Contact Everest through the information provided
above about the application process for refunds and the interval for receiving full payment. In
addition, depending on the state, a tuition recovery fund or surety bond may be available to
compensate students for the inability to complete their education. The website for Corinthian
(above) includes resources for students at the state levels and for the U.S. Department of
Education.

Student loans: Students who participate in Federal Student Aid programs (Title IV subsidized
education loans) may be eligible to apply for discharge of their debt. The U.S. Department of
Education has information about the requirements and process. The fact that the school closed
does not automatically relieve a student of his/her obligation to repay federal loans. Students are
urged to contact their loan servicer to request loan forgiveness through the U.S. Department of
Education. Information on how to request a discharge should have been sent to you by your
servicer and is also available at: https://studentaid.ed.gov/repay-loans/forgivenesscancellation/closed-school.
Student transcripts/financial aid records: The closing campus is required to provide for the
safe keeping of all student academic records (transcripts) and student financial aid records, and
to convey those in a secure manner to students or the institutions they designate upon request.
For more information about how to gain access to transcripts and financial aid records, contact
Everest through the information provided above.

"ACICS expects the institutions lo communicate directly with students on all of these matters and
others as frequently and as intensely as necessary," Gray said. "In evaluating the status of
accreditation and the principles' eligibility to own or manage accredited career colleges in the
future, all of these performance dimensions will be monitored and taken into consideration."

-30-

Anthony S. Bieda
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Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
infonnation that is confidential and/or privileged in some way. Distribution or copying of this communication or the
information contained herein is not expressly authorized. ACICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.
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From:

Sent:
To:

Subject:
Attachments:

Anthony Bieda <EXCHANGELABS/EXCHANGE ADMINISTRATIVE GROUP
(FYDIBOHF23SPDLT)/RECIPIENTS/3625966AA21 B477EA 17337561576FD9
F-ABIEDA>
6/23/2014 1:59:24 PM -0400
Albert C. Gray <ExchangeLabs/Exchange Administrative Group
(FYDI BOHF23SPDLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e0agray>; Joseph Gurubatham <ExchangeLabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/2839eec7707f4128a4de87103ed162f4JGurubatham>; Susan Greer <ExchangeLabs/Exchange Administrative Group
(FYDI BOHF23SPDLT)/Recipients/c539aa 149ae54c71 a8d2bc2d86525db6sgreer>
RE: 8-K MOU FINAL 6-22-14.docx
COCO.EDGOV.MOU .docx

The CCi- EDGOV MOU attached.

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE I Suite 980 Washington, DC 20002
www.acics.org 202.336.6781 - p I 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits

C ONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain information
that is confidential and/or privileged in some way. Distribution or copying of this communication or the infonnation contained
herein is not expressly authorized. ACICS reserves the right to disclose this communication as required by law without the
consent of the persons or entities to which this communication is addressed.

From: Albert C. Gray

Sent: Monday, June 23, 2014 12:12 PM
To: Anthony Bieda; Joseph Gurubatham; Susan Greer
Subject: FW: 8-K MOU FINAL 6-22-14.docx
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From: Andrews, John [ mailto:JAndrews@cci.edu]

Sent: Monday, June 23, 2014 11:41 AM
To: Albert C. Gray
Subject: 8-K MOU FINAL 6-22-14.docx

Hi!
I wanted to make sure that you have a copy of this. Please give me a call when you
get a chance.

Than ks!

John

Jolin )V. ..'Anarews
Vice President, Accreditation and Licens ing
Corinthian Colleges, Inc.
6 Hutton Centre Drive, Suite 400
Santa Ana, Galifomia 92707
Office: (71 4) 825-7918
Cell: (7 14)79 I-8946
Fax: (714) 427- 5 116

" E\'erything will be alr ight in the end•.. so if it is not alright, it is not yet the end."

This e-mail and any files transmitted with it contains information from Corinthian Colleges, Inc.
that is confidential. Employees are reminded of their obligations regarding confidentiality and
trade secrets as stated in the Employee Handbook and CCi policies. If you are not the intended
recipient, you must not disseminate, distribute or copy this e-mail. We respectfully demand that
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you notify the sender immediately by e-mail if you have received this e-mail in error and
permanently delete this e-mail from your system. If you are not the intended recipient, you are
notified that disclosing, copying, distributing or taking any action in reliance on the contents of this
information is strictly prohibited, will cause damage to CCi and may result in legal liability.
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COCO - ED.Gov MOU: HCMI
Exhibit 10.1
Memorandum of Understanding
We are presenting an agreement in principle between Corinthian Colleges, Inc. and its subsidiaries ("Corinthian")
and the U.S. Department of Education ("the Department") that will be followed up by Corinthian presenting the
Department an operating agreement (the "Operating Agreement'') that is agreeable to the Department no later than
July 1,2014.
As a condition for the release of the Immediate $16 mi Ilion (defined below) of student financial assistance funds
under Title IV of the Higher Education Act of 1965, as amended (the amount of funds Corinthian has indicated is
needed to meet necessary and appropriate expenses through June 27), the Department proposes this Memorandum of
Understanding (the "MOU") for the implementation of a Transition Plan (the "Plan") that will result in the sale of
certain of the Corinthian institutions that are participants in the Title IV Programs (the "Institutions") and the
teaching out of other Institutions owned by Corinthian, in an agreed upon manner and over an agreed upon period of
time as set forth in this MOU.
Corinthian will provide, in a timely manner, the outstanding data requested by the Department, and as committed to
by Corinthian in an email dated June 17, 2014. Corinthian and the Department will issue mutually agreeable public
statements (consistent with Corinthian's obligations under federal securities laws) by June 23, 2014.

Agreed Statement of Principles
•

Students will be given an opportunity to complete their education without material interruption, change or
additional cost.

•

Faculty and staff will be treated in a manner that causes minimal personal and financial disruption.

•

The Plan will consider the value of the schools for students, employees, and taxpayers, and respect the
interests of the government and Corinthian's federal and state law obligations (including fiduciary duties)
and contractual obligations.
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□

•

The definitive agreements for any Sales Schools (as defined below) contemplated by this plan are intended
to be executed within approximately 6 months from the signing of this MOU.

•

Within thirty (30) days from the date hereof, Corinthian shall prepare and deliver to the Department the
teach-out plans for all U.S. locations that participate in the Title IV Program. These plans may include
agreements with other institutions to take over the teach-out process.

•

Corinthian will make disclosures to be agreed upon in the Operating Agreement to any new or prospective
students seeking to enroll after the date of this MOU in schools that the Department detennines are
ineligible for Title IV participation or deny recertification for Title IV participation.
Immediate Funding

•

The Department's current HCM-1 disbursement method for Corinthian and the attendant 21-day
disbursement delay will remain in effect unless further modified by the Department based upon continuing
review of the Corinthian institutions or upon the signing of the Operating Agreement. The Operating
Agreement will provide for appropriate continued disbursements of Title IV funds to permit Corinthian to
fund its operations in the ordinary course and effectuate the principles of this MOU.

•

Effective immediately, the Department will allow Corinthian to immediately draw down $6.5 million of
Title IV student aid funds for student rosters that it previously submitted and immediately draw down
(consistent with the Department's ordinary course processing times) an additional $9.5 million for student
rosters that it will submit to the Department on or before June 27, 2014 (the "Immediate $16 million").
2
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•

The agreement to provide immediate funding described herein is conditioned on substantiation by
Corinthian, on timely demand by the Department, that the data submitted is accurate and that it is entitled
to the Title IV student aid funds it claims, and any further funding will be conditioned on the results of the
Department's subsequent timely review of this data. The Department's requests for substantiation of the
accuracy o f data submitted shall be consistent with ordinary course HCM-1 disbursement processing and
the data elements described in the second succeeding bullet point below.

•

The use of the Immediate $ I 6 million in Title IV student aid funds shall be used only for ordinary course
liabilities (not including debt repayment), and shall not be used for extraordinary bonuses or settlement of
lawsuits or investigations by other federal or state agencies, and the Monitor (as defined below) shall
review disbursements related to the Immediate $ 16 million.

•

Corinthian will provide a list of eligible students for whom disbursements will be requested, including for
each student: OPEID of the institution the student is attending, Name, Social Security Number, Date of
Enrollment, Expected Graduation Date, Prior Disbursement Amounts by Program, and Current
Disbursement Amounts by Program.
Appointment of Monitor

•

Corinthian will promptly (and in no event later than two weeks after execution of the Operating
Agreement) contract with an independent, experienced compliance and business monitor (the "Monitor")
who is acceptable to the Department, and whose duties will be specified in a separate agreement between
Corinthian and the Department.

3
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•

The Monitor will have full and complete access to Corinthian personnel and budgets, including financial
forecasts, results of operations and cash receipts and disbursements (including, without limitation,
disbursements of the Immediate $16 million) and any and all documents Corinthian is providing to
potential buyers, accreditors and the Department.

•

The Monitor will regularly provide documents and report to the Department on Corinthian's progress in
fulfilling the tenns of the Operating Agreement and will provide contemporaneous access to the
Department to all data described above.
Enrollment of New Students

•

Corinthian will continue new student enrollments in the ordinary course from the date hereof until
execution of the Operating Agreement, at which time Corinthian shall promptly (and in no event more than
one week after execution of the Operating Agreement) discontinue enrollments in any schools designated
as teach-out schools (the "Teach-out Schools"). From the date hereof until the execution of the Operating
Agreement, Corinthian shall not draw Title IV funds for new students. Following execution of the
Operating Agreement, Corinthian shall provide prompt notice to all students attending the Teach-out
Schools of the intent to teach out those schools. With respect to new students who have enrolled between
the date hereof and the execution of the Operating Agreement, Corinthian shall provide such new students
with the opportunity to either (i) discontinue their education at Teach-out School, and Corinthian shall
forgive entirely any tuition or other fees charged during the period, or (ii) the students shall be free to
continue their education in the ordinary course.

•

The Department will continue its ongoing review ofCorinthian's institutions for compliance with standards
of administrative capability. If - whether through a recertification process, program review, or otherwise
- the Department detennines that one or more Corinthian institutions has failed to demonstrate
administrative capability, the Department retains all regulatory authority with respect to such schools.
4
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□

•

Corinthian will provide refunds to any to new students enrolling after the date of this MOU in schools that
the Department determines are ineligible for Title IV participation or deny recertification for Title IV
participation.

Sale of Schools
•

As stipulated by statute and regulation, the Department retains all regulatory and statutory authority to
approve or deny any transactions.

•

Corinthian will promptly after the execution of the Operating Agreement begin a sales process for the
schools designated in the Operating Agreement (the "Sales Schools"). Corinthian anticipates that the sales
process will last between 4 months and 6 months. Promptly after execution of any definitive agreements,
Corinthian will work with the acquirors to seek approval of a change in ownership from the Department
and appropriate accreditors and state licensing agencies. The Department will review the application(s) for
approval of a change in ownership from a purchaser of any school owned by Corinthian and its subsidiaries
expeditiously and under standards generally applicable to changes of ownership.

•

The purchaser of any schools owned by Corinthian and its subsidiaries must be acceptable to the
Department.

•

Corinthian must report to the monitor on a bi-monthly basis the status of any sales negotiations.
5
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Teach-out Schools
D
•

Corinthian will provide details of the teach-out plan, which includes funding mechanisms, for each of the
Teach-out schools.

•

Corinthian will suspend new enrollments at the Teach-out schools promptly after designation of such
status.

•

Corinthian will work with its accreditors, state licensing agencies and the Department in establishing a
teach-out plan for each Teach-Out School, that includes an explanation of the funding mechanism proposed
for the plan.

•

The Department reserves its statutory and regulatory authority over the Teach-out Schools.
Coordination with States and Accreditors

•

Corinthian will work closely with state licensing and accreditation agencies in the course of
implementation of the Plan, in accordance with the requirements of each such agency.
Conclusion

•

The Department has the right to review the Operating Agreement 3 months from its signing to determine
further action pursuant to the Department's statutory and regulatory authority.
6
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□

•

This MOU does not supersede any of the Department's statutory and regulatory authorities and
responsibilities.
ACKNOWLEDGED AND AGREED:
CORINTHIAN COLLEGES, INC.

/s/ Jack D. Massimino
Jack D. Massimino
Chairman of the Board and
Chief Executive Officer
U.S. DEPARTMENT OF EDUCATION

/s/ Ted Mitchell
Ted Mitchell
Under Secretary

7
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Gary Carlson <gary@gcarlson-inc.com>
6/24/2014 2:18:04 PM -0400
Albert C. Gray <Exchangelabs/Exchange Administrative Group
(FYD IBOH F23SPDLT)/Reci pients/a 1a35d9f738542d48eb5f1ddabe428e
0-agray>
Subject:
Re: ACICS
The meeting method is what ever works best for you. You know I am there if you need
help in these trying times.
From :
Sent:
To:

gCarlson Inc.
Gary R Carlson
15645 Grant Circle
Omaha, Nebraska 68116
317-258-3401

On Jun 24, 2014, at 11:23 AM, "Albert C.Gray"< aqray@acics .org > wrote:

Gary,
You're right about Corinthian. They are dominating our time right now and the
department title IV people have brought ACICS into the fray, I am on the phone with them
(the department)constantly. And it is budget time at ACICS, the Corinthian demise is
complicating that. We have 57 CCi schools, far more than any other accreditor. History
does seem to repeat itself, however Commissioner Beth Wilson resigned yesterday of her
own volition. She felt it was best for ACICS under these trying circumstances.
I had thought you wanted to set up a go- to- meeting but we can certainly meet here if
you can come in. I will check Joseph's and Susan Greer's schedule and let you know.
Regards,
Al

e.

~
tfaul
President & CEO
ACICS
202 336 6778
202 306 4864 cell
202 842 2593 fax

From: Gary Carlson [ mailto :gary@gcarlson-inc.com]
Sent: Tuesday, June 24, 2014 11:34 AM
To: Albert C. Gray
Subject: ACICS
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Al,
I know with the Corinthian issues you are being asked many questions.
Plus you have a commissioner on the council from Corinthian. History
does repeat itself. You and I had the same issue with CECO when I made
the call to Jill. We have our ups and downs for sure. I wanted to touch
base with you on speaking with Joseph and his people about the on line
courses we could develop. I would be happy to fly out and talk with
everyone if this would work. I can get out and get back in one day. It
always great to come back to your roots with ACICS office. Just let me
know.
Gary
Gary Carlson
gCarlson-lnc

email: gary@gcarlson-inc.com
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UNITED STA TES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM8-K
CURRENT REPORT
Pursuant to Section 13 or lS(d) of the Securities Exchange Act of 1934
Date of Report (Date of Earliest Event Reported): July 2, 2014

Corinthian Colleges, Inc.
(Exact name of registrant as specified in its charter)
Delaware
(State or other jurisdiction
of incorporation)

0-25283
(Commission
File Number)

6 Hutton Centre Drive, Suite 400, Santa
Ana, California
(Address of principal executive offices)

33-0717312
(l.R.S. Employer
Identification No.)

92707
(Zip Code)

Registrant's telephone number, including area code: (714) 427-3000
Not Applicable
Former name or former address, if changed since last report

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of
the following provisions:
□
□

D
□

Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)
Soliciting material pursuant to Rule I 4a- 12 under the Exchange Act (17 CFR 240.l 4a- I 2)
Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))
Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))
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Item 1.01

Entry into a Material Definitive Agreement.

Operating Agreement
On July 3, 2014, Corinthian Colleges, Inc. (the "Company," "Corinthian," "we," "us" or other similar terms) and its wholly- and partiallyowned subsidiaries, on the one hand, and the U.S. Department of Education ("ED") on the other hand, entered into an Operating Agreement,
implementing the Memorandum of Understanding previously agreed upon by the Company and ED on June 22, 20.14 (the "Memorandum").
As set forth in the recitals to the Operating Agreement, the guiding principles followed by the Company and ED in preparing the Operating
Agreement were to provide for a plan that would (i) provide the Company's students an opportunity to complete their education without
material interruption, change or additional cost; (ii) treat the Company's faculty and staff in a manner that causes minimal personal and
financial disruption; and (iii) consider the importance of the Company's responsibilities to students, employees, and taxpayers, and respect the
interests of the government and the Company's federal and state law obligations (including fiduciary duties) and contractual obligations.
Section I of the Operating Agreement requires the Company to provide certain information to ED, some of which was provided prior to or
contemporaneously with the signing of the Operating Agreement and others of which are to be provided prospectively. The required
information includes cash flow forecasts for the Company, asset lists, information regarding the Company's schools and information regarding
the Company's students.
Section II of the Operating Agreement provides, among other matters, that ED's cun-ent HCM-1 disbursement method for the Company and the
attendant 21-day disbursement delay will remain in effect until ED provides further notice, but effective July 8, 2014 (the "Effective Date"),
ED will, subject to compliance by the Company with the procedures set forth in the Operating Agreement, allow the Company to drawdown
Title JV student aid funds on a weekly basis, as an advance against the 2 l-day disbursement delay. The procedures to be followed by the
Company will include certain disbursement verifications by an independent student financial aid auditor to be selected by the Company and
approved by ED, and by an individual appointed by ED who will serve as an independent monitor of the Company and report to ED (the
"Monitor"). The Company is not permitted to enter into any contractual agreements with students between the date the Operating Agreement
was signed and the Effective Date. In addition, ED may defer access to T itle IV funds for any institution if it determines that the Company has
not produced the placement rate and other materials requested that are related to that institution by a date specified.
Section TU of the Operating Agreement provides, among other matters, for the engagement of the Monitor, including the scope of his or her
responsibilities. The Company has agreed to provide the Monitor full and complete access to the Company's personnel and budgets, including
financial projections, results of operations, cash receipts and disbursements, student records, databases and any and all documents the Company
is providing to potential buyers, accreditors, lenders, state authorizing agencies and ED. The Monitor's responsibilities include: reviewing
2
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supporting records prior to submission of such records by the Company for drawdown of Title IV funds; reviewing weekly lists of Company
expenditures and reporting to ED on the permissibility of such expenditures from Title IV funds; confirming the imp lementation of each teachout of a Company school is materially consistent with the approved teach-out plan for such school; prior to the Company's weekly drawdown
of Title IV funds, confirming the Company is in material compliance with the agreed timetable for the production of documents by the
Company to ED; monitoring the status of all school sales processes and providing monthly reports to ED; receiving access to and reviewing the
existing multiple access points for internal and external complaints about the Company and reporting material relevant complaints to ED; and
periodically repo11ing to ED and the Company the Monitor's findings with respect to any vio lations of the Operating Agreement, new or
threatened litigation against the Company or any of its institutions, and any mate1ial developments in the Company's financial situation or in
existing litigation.
Section IV of the Operating Agreement limits the Company's use of Title IV student aid funds to funding the normal daily operations and
expenses of the Company, which categories are set forth in an exhibit to the Operating Agreement and include student refunds, payroll
expenses, operating expenses, interest and related fees, and related professional fees. The Company has agreed that from and after the
Effective Date, it will not use Title IV student aid funds to pay dividends, legal settlements of lawsuits or investigations, or debt repayments .
Additionally, bonuses, severance payments, raises and retention agreements being considered must be discussed with the Monitor and reported
to ED at least two weeks prior to the creation of contractual obligations and payment and are subject to ED approval. The Monitor is to be
provided full access to review all disbursements by the Company to confirm compliance with the terms of the Operating Agreement.
Section V of the Operating Agreement requires the Company to provide notices to current and prospective students as to the status of the
schools and the options and protections afforded to students. The Company must provide the notices to ED for review and approval prior to
use and is also required to obtain certain written acknowledgements from students with respect to those schools and programs that are being
taught out or sold.
Section VI of the Operating Agreement provides, among other matters, for the Company to discontinue enrolling new students at those schools
designated in the Operating Agreement to be taught out and closed thereafter (the "Teach-out Schools"). With respect to new students who
enrolled in a Teach-out School between June 22, 2014 (the date of the Memorandum) and the Effective Date, those students would have the
option to either: (i) obtain a Full Refund (as defined below) and discontinue their education at the Teach-out School, and the Company would
forgive entirely all tuition and other fees charged the student for the program; or (ii) continue their education in the ordinary course. If the
student does not affirmatively make a choice, the Company must withdraw the student from the program and issue the student a Full Refund.
With respect to students enrolled at a Teach-out School prior to June 22, 2014, the Company must provide each such student one of the
following two plans at the time of the announcement of the teach-out: (a) the Company may provide for the student to continue his or her
program of study as he or she normally would (which may mean transferring to a comparable program of study at a comparable school at no
additional cost above the amount such student would have
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been charged to continue attending the Company's school); or (b) the Company may provide for the student to withdraw from school and
receive a Full Refund. The Company would be required to provide an internal appeals process whereby the student could appeal the decision
by the Company to continue the student in a teach-out rather than permit the student to receive a Full Refund. If the Company is not able or
fails to pay the Full Refund where required , ED will offset the appropriate amount from the Company's next Title IV aid funding disbursement
and apply that amount to the accounts of the affected students. With respect to students who enroll in programs that the Company closes
without permitting the students to complete the program, and not in accordance with a previously agreed teach-out plan, the Company would
be obligated to provide a Full Refund to such students. With respect to students attending schools that are found by ED to be inelig ible for
recertification or otherwise determined to be ineligible for participation in Title IV, the Company would be obligated to provide students the ir
choice of: (x) continuing his or her program of study at the school pursuant to the "Closeout Procedures" in applicable federal regulations; or
(y) withdrawing from the school and obtaining a Full Refund. ED will provide the Company with an informal review at least 14 days in
advance of a decision to deny recertification of a Company institution. The Company has agreed that it would stop enrolling students
immediately for any institution where the Company has been advised that ED intends to deny the recertification for that institution, and if the
recertification denial is issued, the Company will immediately acid that institution to the Company's teach-out plan.
For purposes of the Operating Agreement, a " Full Refund" means a full refund of the total direct costs of attendance (defined in the Operating
Agreement to mean tuition and fees, equipment, books and supplies, and any other costs incutTed by the student to the extent such amounts
were paid to the school) incurred by such student, in which case the Company would be required to (i) return to ED any Federal Pell and other
Federal grants and Federal student loans disbursed to such student, (ii) repay to any lender from whom the Company received direct
disbursements for such student's cost of attendance at the Company the amount of such disbursements, and (iii) return any amounts received
directly from such student to such student.
The Operating Agreement also provides that the Company and ED will work together to establish a reserve fund to support student refunds.
The total amount of the fund will be determined in consultation with the Monitor, but will be no less than $30 million.
Section VII of the Operating Agreement provides for the Company to prepare and deliver to ED contingency teach-out plans by July 22, 2014
for all of its U.S. locations that participate in the Title IV Program. These plans may include agreements with other institutions to take over the
teach-out process or funding mechanisms, as applicable. The Company has identified 12 schools that it plans to teach-out, and has agreed to
suspend new enrollments at those schools no later than one clay after the Effective Date.
Section VIII of the Operating Agreement required the Company to fully comply with the prioritized Iist of data requested by ED before the
Operating Agreement was executed. In addition, any data request made by ED on or after the elate of the Operating Agreement must be
complied with within thirty days (or such other reasonably agreed time frame).
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Section IX of the Operating Agreement references an exhibit to the Operating Agreement that sets forth a list of the schools attended by TitJe
IV eligible students that the Company will make a diligent, good faith effort to sell to new owners (the "Sale Schools"). All schools attended
by Title IV-eligible students that are not listed on the exhibit as a Sale School are instead designated a Teach-out School. The Company will
provide reasonable access to the Monitor of material indications of interest, letters of intent or binding agreements with respect to Sale
Schools. The Company will seek to reach definitive sale agreements for any Sale School within six months of the Effective Date; provided that
any sale or transfer of assets shall be subject to approval by ED, in accordance with its statutory and regulatory authority.
Section X of the Operating Agreement contains a reservation of rights by ED with respect to its ability to regulate the Company. This
Section also confirms that the Company is not, by virtue of the Operating Agreement, exempted from any federal or state regulatory or
statutory requirements, and further provides that the Operating Agreement shall not be construed to preempt any action or authority of any state
or federal governmental agency's efforts to enforce its education, consumer protection, false advertising, unfair competition or securities laws.
ED may defer access to Title IV funding if it determines that the Company has materially failed to produce requested documentation by the
date specified and ED is unable to substantiate the veracity and accuracy of the documentation after consultation with the Company.
Section XI of the Operating Agreement provides for ED and the Company to work closely with state licensing and accreditation agencies in the
course of implementation of the teach-outs and sales contemplated by the Operating Agreement, in accordance with the requirements of ED
and each such agency.
Section XII of the Operating Agreement provides for ED and the Company to review the status of the Operating Agreement three months and
six months after the Effective Date and confirms that nothing in the Operating Agreement is intended or construed to prevent the Company
from exercising its business and managerial judgments with respect to (i) the Company's contractual obligations to its stakeholders, including
students, employees, creditors, vendors and other counterparties, or (ii) the fiduciary duties of the Company's board of directors, including
duties with respect to approving the terms and conditions, including consideration, of the sales of any schools or other assets of the Company.
Each party may terminate the Operating Agreement upon written notice to the other party, which te1mination would be effective five calendar
days after the date of the written notice.
The foregoing summary of the Operating Agreement is a summary only and is qualified in its entirety by reference to the Operating
Agreement, which is attached hereto as Exhibit 10.1 and is incorporated by reference into this Item 1.01.

First Amendment to Memorandum of Understanding
On July 3, 2014, the Company and ED also entered into a First Amendment to the Memorandum (the "Memorandum Amendment").
5
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The principal purpose of the Memorandum Amendment is to permit the Company to drawdown Title IV student aid funds until the advance
funding mechanism contemplated by the Operating Agreement is effective. The maximum aggregate amount of Title IV student aid funds the
Company may drawdown under the Memorandum Amendment is $35 million.
The foregoing summary of the Memorandum Amendment is a summary only and is qualified in its entirety by reference to the Memorandum
Amendment, which is attached hereto as Exhibit l0.2 and is incorporated by reference into this Item l.01.
The Company believes the Operating Agreement and the Memorandum Amendment are positive steps for the Company and all of its
stakeholders. However, depending on the timing of the Company's asset sales and its ability to further reduce operating costs, the Company
may still need to obtain additional sources of liquidity to fund its operations and to implement the agreements contemplated by the Operating
Agreement. To do so, the Company may continue to seek additional sources of liquidity through new financings , additional cost reductions,
accelerated asset sales or some combination thereof. There can be no assurance that the Company will be able to obtain any such additional
needed liquidity on a timely basis, on terms acceptable to it, or at all.
In addition, as previously reported by the Company, ED has indicated that, in connection with its ongoing review of the Company and its
schools, it is contemplating denial of recertification or removal of certification of institutional Title IV eligibility with respect to certain of the
Company's schools, which, depending on the schools, could have a material adverse effect on the Company.

Item 3.01. Notice of Delisting or Failure to Satisfy a Continued Listing Rule or Standard; Transfer of Listing.
On July 2, 2014, the Company received a letter from T he NASDAQ Stock Market ("Nasdaq") stating that the bid price of the Company's
common stock for the last 30 consecutive business days had closed below the minimum $1 .00 per share required for continued listing under
Nasdaq Listing Rule 5450(a)(l). The Company has been provided a period of 180 calendar days, or until December 29, 20 14, to regain
compliance. The letter states that the Nasdaq staff will provide written notification that the Company has regained compliance if at any time
before December 29, 2014, the bid price of the Company' s common stock closes at $1.00 per share or more for a minimum of ten consecutive
business days.
In the event the Company does not regain compliance by December 29, 2014, the Company may be eligible for additional time. To qualify, the
Company will be required to meet the continued listing requirement for market value of publicly held shares and all other initial listing
standards for Nasdaq, with the exception of the $ I .00 minimum bid price requirement, and will need to provide written notice of its intention to
cure the deficiency during the second compliance period, by effecting a reverse stock split, if necessary. If the Company meets these
requirements, the letter states that the Nasdaq staff will inform the Company that it has been granted an additional 180 calendar days.
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In the event the Company does not regain compliance with Nasdaq Listing Rule 5450(a)( 1) prior to the expiration of the 180-day period (or
such later date as Nasdaq may provide by extension), Nasdaq will notify the Company that its common stock is subject to delisting.
Delis ting could have a material adverse effect on the price of the Company's shares and the Company's ability to issue additional securities or
secure financing. In the event of delisting, trading of the Company' s common stock would most likely be conducted in the over the counter
market on an electronic bulletin board established for unlisted securities, which would adversely affect the liquidity of the common stock and
analysts' coverage of the Company could be reduced.

Item 9.01

Financial Statements and Exhibits

(d)

Exhibits.

I0.1

Operating Agreement between Corinthian Colleges, Inc. and the U.S. Department of Education.

10.2

First Amendment to Memorandum of Understanding between Corinthian Colleges, Inc. and the U.S. Department of Education.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, the registrant has duly caused this report to be signed on its
behalf by the undersigned thereunto duly authorized.

CORINTHIAN COLLEGES, INC.

July 7, 2014

Isl Stan A. Mortensen
Stan A. Mortensen
Executive Vice President and General Counsel
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Exhibit l 0.1
Operating Agreement
This Operating Agreement (the "Agreement"), effective this 8 th day of July, 2014 (the "Effective Date"), is by and between Corinthian
Colleges, Inc. and its wholly- and partially-owned subsidiaries, including without limitation those of its subsidiaries listed on Exhibit 21. l of its
September 3, 2013 Annual Report (the "2013 Form 10-k") filed with the Securities and Exchange Commission (hereinafter, collectively,
"Corinthian"), and the United States Department of Education ("the Department"). For purposes of this Agreement, Corinthian and the
Department shall be refe1Ted to individually as a "Party" and collectively as the "Parties."

Recitals
A.
WHEREAS, the Department and Corinthian previously entered into a Memorandum of Understanding dated June 22, 2014
("MOU"), wherein Corinthian agreed to present an Operating Agreement by July I, 2014 for the Department's approval, and, subject to
negotiation, agreement.
B.
WHEREAS, the Department and Corinthian agree that the Operating Agreement will attempt to provide Corinthian students an
opportunity to complete their education without material interruption, change, or additional cost;
WHEREAS, the Department and Corinthian agree that the Operating Agreement will attempt to treat Corinthian' s faculty and staff in
a manner that causes minimal personal and financial disruption; and

C.

D.
WHEREAS, the Parties agree that the Operating Agreement would consider the importance of Corinthian's responsibilities to
students, employees, and taxpayers, and respect the interests of the government and Corinthian's federal and state law obligations (including
fiduciary duties) and contractual obligations.
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Agreement

NOW, THEREFORE, in consideration of the mutual covenants and undertakings contained herein, Cminthian and the Department hereby
agree as follows:
I. Financial and Operational Information

A. Corinthian has provided the following to the Department for review:
l. Contemporaneously with the execution of this Agreement., a 13-week cash flow projection prepared by Corinthian and reviewed and
submitted by the Company's Chief Restructuring Officer, a Senior Managing Director of FTI Consulting, Inc. (the "CRO") as of June 30, 2014.
2. Contemporaneously with the execution of this Agreement, a detailed list of C01inthian's assets as reflected on Corinthian's internal
accounting records as of May 31, 20 14, attested to as being materially true and correct to the best knowledge of the CEO or CFO of Corinthian,
subject to audit adjustments, month end closing adjustments and other adjustments to conform the statements to Corinthian's typical quarterly
public financial presentation. In addition, Corinthian shall provide a list of all acquisitions and dispositions of assets, and other non-ordinary
course transactions of more than $500,000 occurring after May 31, 2014 attested to as being materially true and correct to the best knowledge
of the CEO or CFO of Corinthian.
3. Before the Effective Date, Corinthian shall provide to the Department a list of its Title IV-eligible locations, specifying the addresses of such
locations as reflected on the existing Eligibility and Certification Approval Report of each location, as well as the approved programs of study
at each such location and a list of the full direct costs (tuition, books, equipment, and fees) of those programs of study at those locations.
2
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4. Before the Effective Date, Corinthian shall provide to the Department a list of all Title IV-elig ible students who were enrolled in each of
Co1inthian's Title IV-eligible institutions as of June 30, 2014, indicating whether the student is enrolled in distance education or in-person, by
program of study, specifying the student's state of residence, enrollment date, campus, and anticipated program completion date.
B. On or prior to every Thursday o n a weekly basis, Corinthian shall provide an updated 13-week cash flow projection, in substantially the
same form as delivered pursuant to Section I.A.I or such other form as the Monitor (defined below) may agree, for the thirteen (13) week
period commencing on the following Monday, prepared by Corinthian and reviewed by and submitted by the Company's CRO to the Monitor.
The projection shall show cash receipts disaggregated by source.

IL Federal Student Aid Funds; Department Review of Student Rosters
A. The Department's current HCM-1 disbursement method for Corinthian and the attendant 21-day disbursement delay will remain in effect
until the Department provides further notice.
B. Effective July 8, 2014, the Department will allow Corinthian to draw down Title IV student aid funds on a weekly basis, as an advance
against the 21-day disbursement delay described in Section II.A above, for student rosters that it submitted to the Department. Weekly draws
will continue as additional Title IV student aid funds become available, as a continual weekJy advance against the 21-day disbursement delay
described in Section Tl.A above, for student rosters that Corinthian will submit to the Department in accordance with Section Il.D and in
accordance with additional review procedures as set forth in Sections II.D and III.C. l below.
3
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C. The Department may defer access to Title IV funds for any institution if it determines that Corinthian has not produced the placement rate
and other materials requested that are related to that institution by the date specified. The defeffal will continue until the Department receives
the materials requested. Responses to subsequent requests for information shall be subject to a mutually agreeable schedule determined by the
Parties.
The continuation of advance drawdowns is conditioned on the post-disbursement verification, by an independent qualified student fi nancial aid
auditor (''Title TV Auditor") selected by Corinthian and approved by the Monitor and the Department, that the rosters Corinthian has submitted
for drawdowns are materially complete, accurate and appropriate. The Title IV Auditor's verification, subject to review by the Monitor, will
include reviewing an appropriate sample of the students included on the rosters, and that Corinthian has paid, or subtracted from any
drawdowns, all returns owed to the Title IV student aid programs with respect to any students. The Title IV Auditor shall review samples and
verify the accuracy of information, including relevant student information, program participation information and documentation confirming
financial aid eligibility, attendance and satisfactory academic progress, and items identified in the Verification Checklist attached at Exhibit A.
The Title IV Auditor will submit the results of the weekly review, including any relevant error percentages and detailed findings, to the
appointed Monitor on a weekly basis. The Monitor will report the results to the Department consistent with the terms of this Agreement. The
Title IV Auditor's bills will all be paid promptly by Corinthian upon submission.
The Monitor will review a random sample of student rosters on a school-by-school basis to confirm that no disbursements are being requested
for locations that have been determined ineligible or for
4
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which data and documentation have not been substantially provided by Jul y 15, 2014, where "substantially provided" means that all data and
documentation have been provided other than a de m.inimus amount that does not materially limit the Department's ability to evaluate the data
and documentatjon in the aggregate; and provided further, however, that "substantial provision" does not relieve Corinthian of its obligation to
produce all responsive materials. The Monitor shall notify the Department of any discrepancies before Corinthian submits the rosters to the
Department for payment.
D. At least 24 hours prior to each requested draw of Title IV student aid funds, Corinthian will provide to the Department a list of the students,
by campus, for which such payments are requested. The amount of any draws of Title IV federal student aid funds for those students will be
reconciled to the date Corinthian provides the list to the Department. This list will identify the OPEID of the institution the students are
attending, and each student's social security number, current address, current telephone number, program of study, requested payment amount,
date of enrollment, expected graduation date, prior disbursement amounts by program for the current enrollment, current disbursement amounts
by program, and whether the student is still in attendance.
E. During the period between the date of signing and July 8, 20 14, there will be no contractual agreements entered into between Corinthian
and any new students.

III. Independent Monitor
A. The Department shall identify an individual who shall serve as an independent monitor of Corinthian and report solely to the Department
(the "Monitor"). Corinthian shall enter into an agreement with the Monitor consistent with the scope outlined below and such other terms and
conditions as shall be mutually satisfactory to the Monitor, Corinthian and the Department.
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Corinthian shall be solely responsible for any and all costs associated with the Monitor and shall set aside initially Two Hundred Thousand
Dollars ($200,000) to pay the Monitor's fees and costs promptly.
B. The Monitor will have full and complete access to Corinthian personnel and budgets, including financial projections, results of operations
and cash receipts and disbursements (including, without 1imitation, disbursements of any Title IV student aid funds), student records, databases
(including Campus Vue) and any and all documents Corinthian is providing to potential buyers, accreditors, lenders, state authorizing agencies,
and the Department.
C. The duties and responsibilities of the Monitor shall be as follows:

1. The Monitor will review Corinthian' s rosters prior to submission of any rosters for drawdowns in accordance with this section. The
Monitor' s review will include campus eligibility based on information provided by the Department and consistency with the teach-out plan
where applicable. The Monitor will receive a report from the Title IV Auditor regarding the results of the post-disbursement ve1ification
process;

2. Corinthian will provide the Monitor a list of the expenditures made each week, and the Monitor shall review and report to the Department on
the allowability of the expenditures from Title IV funds, consistent with Section JV below;
3. Confirm that the implementation of each teach-out is materially consistent with the w1itten plans prepared by Corinthian and approved by
relevant accrediting and state licensing agencies, and accepted by the Department, subject to amendment or modification of such plans as
approved by the state licensing agencies and accrediting agencies, and disclosed to the Monitor;
6
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4. Prior to the submission of each weekly drawdown of Title IV funds by Corinthian, confirm that Corinthian is in material compliance with the
agreed timetable for the production of documents, including any follow-up document requests and agreed-upon timetables with respect thereto;
5. Monitor the status of all school sales processes and provide monthly reports to the Department;
6. Receive access to, and review, the existing multiple access points for internal and external complaints about Corinthian (including a toll free
phone number for "a hot line") and report material relevant complaints to the Department on a schedule agreed to by the Department and
Corinthian;
7. Periodically report his or her findings with respect to (i) any violations of this Agreement, (ii) new or threatened litigation against Corinthian
or any of its institutions, and (iii) any material developments in its financial situation or in existing litigation to the Department and Corinthian
in accordance with such schedule as the Department may prescribe.
D. Except in the performance of his or her obligations under this Agreement concerning reporting to the Department, the Monitor shall be
subject to confidentiality obligations with respect to any books, records, and other private, proprietary or personally-identifiable information
about Corinthian, its students, and employees. The Parties agree that all materials provided to the Monitor or the Department marked as
"Business Confidential" shall be reviewed to determine if those materials are exempt from disclosure pursuant to 5 U .S.C. 552(b)(4) respecting
exemption from disclosure of confidential or privileged Business or Trade Information.
E. C01inthian shall promptly disclose to the Monitor any changes to teach-out plans and agreements, filings with the U.S. Securities and
Exchange Commission, new litigation, and material court
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judgments and s ubstantive orders issued on all material litigation, and in the event s uch actions and activities have not promptly been disclosed
to the Department by Corinthian, the Monitor shall promptly so inform the Department.
F. Subject to Section III.D, the Monitor shall provide the Department with access to any and all documents reviewed and relied upon in
discharging the obligations specified herein.
G. Notify the Department of any actual known violation of state or federal laws or regulations, including the regulations of the Department.

H. The Monitor shall have such authorities that are necessary and proper to the perf01mance of his or her duties herein.
I. If the Monitor cannot be secured by the date this Agreement becomes effective, the Department will assign a temporary Monitor.

IV. Allowable and Excluded Uses Associated with Title IV Student Aid Funds
A. From and after the Effective Date of this Agreement, Corinthian agrees that it shall only use Title IV student aid funds to fund the normal
daily operations and expenses as set forth on Exhibit B attached hereto, including student refunds, payroll expenses (including retention
arrangements), accounts payable, interes t and related fees, and related professional fees. Corinthian agrees that, from and after the Effective
Date of this Agreement, it will not use Title TV student aid funds to pay dividends, legal settlements of lawsuits or inves tigations, or debt
repayments. Additionally, bonuses, severance payments, raises and retention agreements being considered shall be discussed with the Monitor
and reported to the Department at least two weeks prior to the creation of contractual obligations and payment and subject to the approval of
the Department.
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B. From and after the appointment of the Monitor, the Monitor (as defined below) shall have full access to review all disbursements by
Co1inthian in order to verify compliance with the terms of this Agreement.
V. Notices by Corinthian to Current and Prospective Students
A. Corinthjan will provide notices and disclosures to current and prospective students as to the status of the schools and the options and
protections afforded to the students. Corinthian shall produce the notices and disclosures to the Department for review and approval before
using the notices and disclosures to cunent and prospective students. The Department may, at any time, request that such notices and
disclosures be revised and Corinthian shall produce such revised notices and disclosures to the Department for review and approval. With
respect to Teach-Out Schools, Corinthian shall be required to obtain written acknowledgement that the student has read the notice and
disclosures. With respect to Sales Schools, Corinthian shall be required to obtain written acknowledgment that a student who enrolls after the
effective date of this agreement has read the notice and disclosures.
Corinthian will endeavor to obtain written acknowledgement from each student whose program it completes teaching that the program has been
taught to completion.
B. Notwithstanding any other provision herein, nothing herein shall be read to prohibit or constrain any additional disclosures that may be
sought by any state or federal authority or accrediting agency or ordered by any state or federal court.

VI. Teach-outs or Full Refunds to Corinthian Students for Tuition, Fees, and Other Direct Educational Charges in Certain
Circumstances
A. Upon signing this Agreement, Corinthian will discontinue enrolling new students in any schools designated in this Agreement
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to be taught out and closed thereafter (the "Teach-out Schools"). Promptly (and in no event more than one week) after the Effective Date of
this Agreement, Corinthian shall provide written notice to all students attending the T each-Out Schools of the intent to teach out those schools.
B. With respect to new students who enrolled in a Teach-Out School between the date of the MOU and the Effective Date of this Agreement,
Corinthian shall promptly provide such students with disclosures regarding options to be developed, reviewed and approved as described in
Section V.A, which shall provide for students their choice to either (i) obtain a FulJ Refund (as defined below) and discontinue their education
at the T each-out School, and Corinthian shall forgive entirely all tuition and other fees charged the student for the program, or (ii) continue
their education in the ordinary course. If a student does not affirmatively make a choice, Corinthian shall withdraw the student from the
program and issue the student a Full Refund (as defined below).
C. With respect to students enrolled at a Teach-Out School prior to the date of the MOU, Corinthian shall give each such students one of the
following plans at the time of the announcement of the teach-out: l) continue his or her program of study as he or she normally would (which
may mean transferring to a comparable program of study at a comparable school at no additional cost above the amount such student would
have been charged to attend the Corinthian school); or 2) withdraw from school and receive a Full Refund of the total direct costs of attendance
incurred by such student, and, in that case, Corinthian shall (i) return to the Department any Federal Pell and other Federal grants and Federal
student loan funds disbursed to such student, (ii) repay to any private student loan or other lender from whom Corinthian received direct
disbursements for such student's cost of attendance at Corinthian the amount of such disbursements, and shall reimburse the student any
origination and other fees, if any,
10
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incurred by the student in obtaining such private student loan, and (iii) return any amounts received d irectly from such student to such student,
a "Full Refund." Corinthian shall provide a bona fide internal appeals process whereby a student can appeal the decision by Corinthian to
continue the student in a teach-out rather than permit the student to receive a Full Refund. Corinthian shall provide the Monitor with access to
all documents and personnel involved in the appeals process. If a student's appeal is granted, Corinthian shall withdraw the student from the
program and issue the student a Full Refund. In the case that Corinthian is unable or fails to pay the Full Refunds where required, the
Department will offset the appropriate amount from Corinthian's next Title IV aid funding disbursement and apply that amount to the accounts
of the affected students. For the avoidance of doubt, the definition of Full Refund shall not require Corinthian to return any amounts pursuant to
this Section VI in excess of "direct costs," or otherwise used by the student to pay indirect expenses. For purposes of this Section V I, "direct
costs" shall mean tuition and fees, equipment, books and supplies, and any other costs incurred by the student to the extent such amounts were
paid to the school.
D. With respect to students who enroll in programs that Corinthian closes without permitting the students to complete the program, and not in
accordance with a previously agreed-upon teach-out plan, Corinthian shall provide a Full Refund to such students.
E. With respect to students attending schools that are found by the Department to be ineligible for recertification or otherwise determined to be
ineligible for participation in Title IV programs, Corinthian shall provide students their choice of one of the following options at the time such
denial of re-certification of Title JV eligibility becomes final: l) continue his or her program of study at the school pursuant to 34 CFR §668.26
(" End ofan institution's participation in the Title TV, REA programs"); or 2) withdraw from school and receive a Full Refund. The
Department
11
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will provide Corinthian with an informal review at least 14 days in advance of a decision to deny recertification of a Corinthian institution.
Co1inthian will stop enrolling students immediately at an institution where it has been advised that the Department may intend to deny the
recertification for that institution, and if the recertification denial is issued Corinthian will immediately add that institution to the Teach-Out
plan previously submitted by Corinthian to the accreditors and the Department, and further detailed in Section VII below. Before making
disclosures to third parties about this information, Corinthian will consult the Department and the Parties shall agree to any such disclosure.
The Department may issue a recertification denial less than 14 days after providing notice to Corinthian under this Agreement if Corinthian
shares information concerning the recertification denial with any third party that was not agreed to.
F. Corinthian and the Department will work together to establish a reserve fund, that will be placed in an interest beaiing escrow account, to be
used exclusively for student refunds. The total amount of the fund will be determined in consultation with the Monitor but will be no less than
$30 million.

VII. Closure and Teach-Out Provisions
A. Attached as Exhibit C is a generalized template for Corinthian teach-out plans. By July 22, 2014, Corinthian shall prepare teach-out plans
for all of its U.S. locations that participate in the Title IV Program, in compliance with the requirements of their applicable accrediting
agencies, and shall deliver these teach-out plans to the Department by such date. These plans may include agreements with other institutions to
take over the teach-out process or funding mechanisms, as applicable. Corinthian will suspend new enrollments at the Teach-Out Schools
promptly, but no later than one (1) day after the Effective Date of this Agreement.
12
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VIII. Corinthian Responses to Data Requests
A . Corinthian will fully comply w ith the prioritized list of data requested by the Department before this Agreement is executed. With respect
to the 2010 data concerning Heald, a component of the prioritized list of data referenced in the preceding sentence, Corinthian will comply with
the request by July 15, 2014. The Department is still reviewing and substantiating the data included in the referenced prioritized list of data.
Any data request made by the Department on or after the date of this Agreement shall be complied with within 30 days (or such other
reasonably agreed time frame).

IX. Sales Schools
A. Attached hereto as Exhibit D is a list of the schools attended by Title IV eligible students that Corinthian will make a diligent, good faith
effort to sell to new owners (the "Sale Schools"). All schools attended by Title TV -eligible students that are not listed as a Sale School are
hereby designated a Teach Out School.
B. Co1inthian will provide reasonable access to the Monitor of material indications of interest, letters of intent or binding agreements with
respect to the Sale Schools.
C. Corinthian will endeavor to reach definitive sale agreements for any Sale Schools within six months from the Effective Date of this
Agreement.

D . Any sale or transfer of assets shall be subject to approval by the Department, in accordance with its statutory and regulatory authority.

X. The Department Reserves All Statutory and Regulatory Authority
A. The Department reserves its rights p ursuant to statutory and regulatory authority.
13
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B. Nothing in this Agreement limjts the Department' s authority to conduct compliance reviews of Corinthian's institutions or the Department' s
actions arising from those reviews.
C. The Department reserves its rights pursuant to statutory and regulatory authority to modify the funding method and documentation
requirements for any or all of the Corinthian institutions. The Department may defer access to Title TV funding described herein if it
determjnes that Corinthian has materially failed to produce requested documentation by the date specified and the Department is unable to
substantiate the veracity and accuracy of the documentation after notification to Corinthian. This Agreement does not exempt Corinthian from
any federal or state regulatory or statutory requirements. Nor does it prohibit or in any way limit the Department's discretion or auth01ity to
take further action under its statutory or regulatory authority with respect to Corinthian.

D. Nothing in this Agreement shall be construed to preempt or conflict with any action or authority of any state or federal governmental
agency or authority, including but not limited to any state or federal governmental agency's efforts to enforce its education, consumer
protection, false advertising, unfair competition or secmities laws. Nothing in this Agreement shall be construed to limit the ability of any
other entity to establish more stringent disclosure requirements.
E. The Parties reserve all rights and obligations under applicable law. This Agreement is not intended to create any new rights or obligations
of the Parties except for the contractual rights and obligations expressly set forth herein.

XI. Coordination with States and Accreditors
A. The Department and Corinthian agree that they will work closely with state licensing and accreditation agencies in the course

14

ED00016372

CL_Review002286

of implementation of the teach-outs and sales contemplated in this Agreement, in accordance with the requirements of the Department and each
such agency.

XII. Miscellaneous
A.

The Parties agree that they shall review the status of this Agreement three and six months after its Effective Date.

B.
Nothing in this Agreement is intended nor should be construed to prevent Corinthian from exercising its business and managerial
judgments with respect to (i) the contractual obligations of Corinthian to its stakeholders, including students, employees, creditors, vendors and
other counterparties, or (ii) the fiduciary duties of Corinthian' s Board imposed by judicial decisions, statutory enactments or regulatory
requirements including, without limitation, duties with respect to approving the terms and conditions, including consideration of the sales of
any schools or other assets of Corinthian.
C.
This Agreement is solely between the Department and Corinthian and does not, and is not intended to, confer any rights or remedies
upon any person other than the Parties.
D.
Each Party may terminate this Agreement upon written notice to the other Party, and each Party is required to meet its respective
obligations under the Agreement for the period when the Agreement was in effect. The effective date of the termination will be five calendar
days after the date of the written notice.
15
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IN WITNESS WHEREOF , the Parties have duly executed this Agreement as of the day and year first above written.
CORINTHIAN COLLEGES, INC.
By: Isl Jack D. Massimino
Name: Jack D. Massimino,
Title: Chairman of the Board and Chief Executive Officer

U.S. DEPARTMENT OF EDUCATION
By: Isl Ted Mitchell
Name: Ted Mitchell
Title: Under Secretary
16
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LIST OF EXHIBITS
Exhibit A - Verification Checklist
Exhibit B - Schedule of Allowable Expenses
Exhibit C - Generalized Template for Corinthian Teach-Out Plans
Exhibit D - L ist of Sale Schools
17
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Exhibit A
Verification Checklist
ISIR/FAFSA
1. Check ISIRs to determine which was used for payment and check to see if it has a valid EFC and the awards are correct based
upon that EFC
2. Review ISIR for "c" codes and provide corresponding resolution documentation
Admissions
1. Confirm that student has attested to HS completion status or receipt of a GED which match to the FAFSA/ISIR data
Attendance
I.

Verify attendance and satisfactory academic progress.

Enrollment Agreement/Pre-Enrollment Documents
1. Review and provide Enrollment Agreement/Contract and confirm it is fully completed and includes the program name, cost, start
date, student signature and date
Verification/Conflicting Information/ Professional Judgment
1. Review the ISIR and verification documents to ensure that verification has been performed, if necessary
2. Confirm any and all cont1icting information if existed was resolved
3. Review and provide documentation on professional judgment decision and determine if the decision is documented, was based
on a valid reason, and was properly processed
18
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SAP
1.
2.

Review student records to determine if the student was making SAP
Review and provide SAP appeal documentation and determine if appeal was granted for an appropriate and documented reason

Award Calculations
1. Review award calculation and confirm accuracy based on EFC, need and grade level
Direct Loan Recipients
1. Review and provide entrance counseling documentation if applicable
2. Review and provide NSLDS enrollment history and determine if enrollment statuses were properly reported based on required
timelines
COD Record
1. Review COD records and confirm disbursement dates and award amounts match the ledger

19
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Exhjbit B
Schedule of Allowable Uses/Expenses Associated with Title IV Student Aid Funds

I.

ALLOWABLE USES/ EXPENSES

In the ordinary course of business, CCi will use Title lV Funds to fund its operations for the purposes outlined below:

(a)

Operating Disbursements

•

Student Refunds - Required returns of credit balances on student accounts

•

Payroll Expenses - Including but not limited to the following:
•
•

•

Wages and Salaiies including 401k contributions
Payroll Taxes

Operating Expenses •
•
•
•
•
•
•
•
•
•

Including but not limited to following:

Health care and other employee benefits
All taxes
Equipment leasing
Travel and related expenses
Bookstore costs
Telecommunications costs
Insurance
Information Technology related costs
Rent and related costs including taxes, insurance and common area maintenance
Advertising, media and other related costs

20
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•
•
•

(b)

Professional Services costs including, but not limited to, audit and compliance related fees, Education Department Monitor
fees, legal fees and other advisory fees, etc.
Capital Expenditures
Other operating expenses including, but not limited to, class room supplies, consumables, postage, dues and subscriptions,
employee training and other student related costs, board of director fees and reimburseable expenses and other miscellaneous
expenses

Non-Operating Disbursements
•

II.

Interest and related fees/ Related Professional Fees - Interest and related fees on the Senior Secured Revolving Credit Facility
and advisory and legal fees associated with the financing and restructuring
INELIGIBLE USES/EXPENSES

CCi will not use Title IV Funds for the purposes outlined below:
•
•
•
•

Dividends
Legal Settlements of lawsuits or investigations
Debt repayments
Any expenditures or recourse payments related to private student loans
21
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Exhjbit C
Generalized Template for Corinthian Teach-Out Plans
22
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INSTITUTIONAL TEACH-OUT PLAN

CORINTHIAN COLLEGES, INC.
Check One:

Main School

□

Branch School

□

OPEID:

Accreditor

Accreditor School Number:

Name of School:
Address:
City:

Zip Code:

State:

Fax Number:

Telephone Number:

E-mail Address:

Contact Person:
A student Listing by program including estimated graduation dates:

The expected final graduation date and school closure date:

The status of unearned tuition, all current refunds due and account balances:

A disposition of all student records including educational, billing, accounting and financial aid records in an accessible location:
C-1
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A demonstration and description of how the delivery of training (including appropriate faculty) and services to students will not be materially
disrupted and that obligation to students will be timely met:

A description of specific additional charges to students, if any, and the school' s plan for providing advance notification to students of any
additional charges:

A list of all accrediting agencies (institutional and programmatic)the school is cun-entiy accredited by:

A communication plan for students to assist them through the transition:

Description of plans for faculty and staff:

Notification plan for state and federal regulators including the Department of Veterans Affairs:

Name:

Title:
(Chief Executive Officer)

Signature:

Date:

C-2
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Exhibit D
List of Sale Schools
23
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Exhibit D - Schools for Sale
School Name

MAR- 14 Acli\'e
Students

OPEID

Phoenix
Mesa
022950 Total

02295000
02295002

Orlando North
Orlando South
Melbourne
Tampa
Brandon
Orange Park
Pinellas (Largo)
Lakeland
Jacksonville
Pompano Beach
Merrionette
Kansas City (MO)
001499 Total

00149900
00149901
00149902
00149904
00149905
00149906
00149907
00149908
00149909
00149910
00149911
00149912

San Bernardino
004494 Total

00449400

Santa Ana
Colorado Springs
Ft Worth II
004503 Total

00450302
00450300
00450303

Aurora
Thornton
004507 Total

00450701
00450700

Mid Cities
Rochester
004811 Total

00481 102
00481100

Pittsburgh
007091 Total

00709100

Alhambra
Bedford Park
008090 Total

00809000
00809003

Brand

Group

ECP
ECP

Sale
Sale

Everest
Everest
Everest
Everest
Everest
Everest
Everest
Everest
Everest
Everest
Everest
Everest

Sale
Sale
Sale
Sale
Sale
Sale
Sale
Sale
Sale
Sale
Sale
Sale

Everest

Sale

Everest
Everest
Everest

Sale
Sale
Sale

Everest
Everest

Sale
Sale

Everest
Everest

Sale
Sale

Everest

Sale

Everest
Everest

Sale
Sale

2,624

26,921

567

966

544

895

446

829
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School Name

MAR-14 Active
Students

OPEID

Portland
Vancouver
Dallas
009079 Total

00907900
00907901
00907905

Newport News
Chesapeake
009267 Total

00926700
00926701

South Plainfield
Southfield
Detroit
Dearborn
Austin
009828 Total

00982804
00982800
00982803
00982801
00982802

Reseda
Atlanta Greenbriar
Marietta
011109 Total

01 110900
0 1110902
01 110901

Gardena
Norcross
011123 Total

0 1112300
01 112301

Melrose Park
Skokie
Bun Ridge
011858 Total

01185803
01 185800
0 1185802

Los Angeles
City of Industry
Long Beach
012873 Total

01287301
0 1287302
01287300

Henderson
022375 Total

02237500

Springfield
Ontario
022506 Total

02250600
02250602

Brand

Group

Everest
Everest
Everest

Sale
Sale
Sale

Everest
Everest

Sale
Sale

Everest
Everest
Everest
Everest
Everest

Sale
Sale
Sale
Sale
Sale

Everest
Everest
Everest

Sale
Sale
Sale

Everest
Everest

Sale
Sale

Everest
Everest
Everest

Sale
Sale
Sale

Everest
Everest
Everest

Sale
Sale
Sale

Everest

Sale

Everest
Everest

Sale
Sale

1,020

991

2,65)

1,216

703

1,041

2,092
706

971
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School Name

MAR-14 Active
Students

OPEID

San Antonio
Greenspoint
Houston Hobby
022613 Total

02261300
02261302
02261303

Everett
Bremerton
Tacoma
023001 Total

02300103
02300100
02300104

Renton
Bissonet
026062 Total

02606200
02606202

Seattle
Portland
Woodbridge DC
026175 Total

026 17500
02617506
02617508

Ontario
Columbus
Jonesboro
030723 Total

03072300
03072303
03072304

Torrance
031954 Total

03195400

San Francisco
Concord
Hayward
San Jose
Salinas
Rancho Cordova
Fresno
Stockton
Modesto
Honolulu
Portland
Roseville
007234 Total

00723400
00723404
00723406
00723405
00723409
00723411
00723412
00723410
00723407
00723401
00723402
00723408

Brand

Group

Everest
Everest
Everest

Sale
Sale
Sale

Everest
Everest
Everest

Sale
Sale
Sale

Everest
Everest

Sale
Sale

Everest
Everest
Everest

Sale
Sale
Sale

Everest
Everest
Everest

Sale
Sale
Sale

Everest

Sale

Heald
Heald
Heald
Heald
Heald
Heald
Heald
Heald
Heald
Heald
Heald
Heald

Sale
Sale
Sale
Sale
Sale
Sale
Sale
Sale
Sale
Sale
Sale
Sale

1,268

1,253

957

786

1,082

122

13,129
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School Name

MAR-14 Active
Students

OPEID

Anaheim
011107 Total

0 1110700

Fremont
007190 Total

00719000

Daytona Beach
023462 Total

02346200

Laramie
Blairsville
009157 Total

00915700
00915705

North Miami*
Kendall*
001499 Total

00149913
00 1499 14

Brighton**
North Aurora**
011510 Total

0 1151000
01 151002

Brand

Group

Everest

Sale

WyoTech

Sale

WyoTech

Sale

WyoTech
WyoTech

Sale
Sale

Everest
Everest

Sale
Sale

Everest
Everest

Sale
Sale

379

819

425

1,758

238

518

Total Schools for Sale

67,917

* These schools were placed for sale in September 2013 and stopped enrolling new students as of March 2014. The last students will complete
their program no later than October 2014.
** These schools were placed for sale in September 2013 and stopped enrolling new students as of February 2014. The last students will
complete their program no later than October 2014.
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Exhibit 10.2
First Amendment to Memorandum of Understanding
This First Amendment to Memorandum of Understanding ("this Amendment") is made July 3, 2014, between Corinthian Colleges, Inc. and its
wholly- and partially-owned subsidiaries ("Corinthian") and the U.S. Department of Education ("the Department"). This Amendment amends
the Memorandum of Understanding entered into June 22, 2014, by and between the Department and Corinthjan ("the Original MOU").
Contemporaneously with the execution of this Amendment, Corinthian and the Department have executed and delivered an Operating
Agreement which is e ffective as July 8, 2014 (the "Operating Agreement").

Agreement
I.

The following paragraphs will be added to the Original MOU, at the end of the Section entitled "Immediate Funding":
•

Effective as of the date of this Amendment, the Department will allow Corinthian to draw down Title TV student a id funds as an
advance against the 21-day delay for student rosters that it will submit by July 7, 2014, and Corinthian may continue to be
allowed to draw down Title TV student aid funds for student rosters that it will submit (which rosters it may submit through July
11, 2014), in an aggregate amount not to exceed $35 million ("the Amendment Advance"). In order to draw down the
Amendment Advance, Corinthian must first satisfy the following conditions:
•

Provide to the Department a detailed list of assets as described in Section I.A.2 of the Operating Agreement.

•

Provide the Department with a schedule of the disbursements for which the Amendment Advance will be used, which
disbursements shall comply with the requirements of Section IV.A of the Operating Agreement.
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•

Provide the Department with the data and documents described in an email dated June 30, 2014 from the Department to
Corinthian.

•

The agreement to provide immediate funding described in this Amendment is conditioned on substantiation by Corinthian, on
timely demand by the Department, that the data submitted is accurate and that it is entitled to the Title TV student aid funds it
claims, and any further funding will be conditioned on the results of the Department's subsequent timely review of this data. The
Department's requests for substantiation of the accuracy of data submitted shall be consistent with ordinary course HCM-1
disbursement processing and the data elements described in the second succeeding bullet point below.

•

In order to request the Amendment Advance, Corinthian will provide a list of eligible students for whom disbursements will be
requested, including for each student: OPEID of the institution the student is attending, Name, Social Security Number, Date of
Enrollment, Expected Graduation Date, Prior Disbursement Amounts by Program, and Current Disbursement Amounts by
Program.

2.

The second paragraph under the heading "Appointment of Monitor" in the Original MOU is amended to delete the parenthetical
therein and replace it with the following: "(including, without limitation, any disbursements made pursuant to the terms of this MOU,
as amended)".

3.

This Amendment does not supersede any of the Department's statutory and regulatory authorities and responsibilities.
2
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ACKNOWLEDGED AND AGREED:
CORINTHIAN COLLEGES, INC.

Isl Jack D. Massimino
Jack D. Massimino
Chairman of the Board and Chief Executive Officer

U.S. DEPARTMENT OF EDUCATION

Isl Ted Mitchell
Ted Mitchell
Under Secretary
3
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"Middleton, Brad (Durbin)" <Brad_Middleton@durbin.senate.gov>
6/20/2014 2:04:27 PM -0400
Anthony Bieda <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/3625966aa21b477ea 17337561576fd9
f-ABieda>
Albert C. Gray <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/a1 a35d9f738542d48eb5f1 ddabe428e
0-agray>
RE: CCi HCM1 Status and ACICS Response

From:
Sent:
To:

CC:

Subject:

Is this public?

From: Anthony Bieda [mailto:ABieda@acics.org]
Sent: Friday, June 20, 2014 2:00 PM
To: Middleton, Brad (Durbin)
Cc: Albert C. Gray
Subject: CCi HCM 1 Status and ACICS Response

Dear Brad:

In response to the Senator's request for information :

1.

ACICS has opened a formal inquiry into the issues surrounding CCi's HCMl
status with the U.S. Department of Education . Because of extreme urgency of the
circumstance, the response is required by July 1.

2.

CCi is required to provide written information about its financial contingency
plans, its campus closings plans (including potential teach-outs), and why it did
not comply in a timely manner with the Department's request for information
about placement rates and other institutional performance data .

3.

ACICS is reviewing the CAR placement data and team reports for all of the
campuses and CAR Years cited in the Department's letter, to determine if CCi wi ll
be required to provide additional back-up documentation to substantiate those
CAR reports .

Let me know if you would like us to come by and provide an in-person briefing.

Anthony S. Bieda

Vice President for External Affairs
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Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 Washington, DC 20002
www.acics.org I 202.336.6781 - p I 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may
contain information that is confidential and/or privileged in some way. Distribution or copying of this
communication or t he information contained herein is not expressly authorized. ACICS reserves the right to
disclose this communication as required by law without t he consent of the persons or entities to which this
communication is addressed.

From: Middleton, Brad (Durbin) [ mailto:Brad Middleton@durbin.senate.gov]
Sent: Friday, June 20, 2014 1:44 PM
To: Anthony Bieda
Subject: FW: DURBIN, MADIGAN CALL ON CORINTHIAN COLLEGES TO FORMALLY NOTIFY ALL
ILLINOIS STUDENTS OF PENDING FEDERAL AND STATE INVESTIGATIONS AND TO IMMEDIATELY
STOP ENROLLING STUDENTS

Anthony - please see the below release.

From: Mulka, Christina (Durbin)
Sent: Friday, June 20, 2014 1:02 PM
To: Mulka, Christina (Durbin)
Subject: DURBIN, MADIGAN CALL ON CORINTHIAN COLLEGES TO FORMALLY NOTIFY ALL ILLINOIS
STUDENTS OF PENDING FEDERAL AND STATE INVESTIGATIONS AND TO IMMEDIATELY STOP
ENROLLING STUDENTS

DICK DURBIN ~.

US SENATOR FOR ILLINOIS ~ ~ ~: t1 :
ASSISTANT MAJORITY LEADER \ I ' .\ I I
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For Immediate Release
Contact: Christina Mulka
June 20, 2014

DURBIN, MADIGAN CALL ON CORINTHIAN
COLLEGES TO FORMALLY NOTIFY ALL ILLINOIS
STUDENTS OF PENDING FEDERAL AND STATE
INVESTIGATIONS AND TO IMMEDIATELY STOP
ENROLLING STUDENTS

Note Corinthian failed for five months to provide data
required by Department of Education

[WASHINGTON, D.C.] - U.S. Senator Dick Durbin (D-IL) and Illinois Attorney
General Lisa Madigan today noted that Corinthian Colleges Inc. is under
investigation by 20 states and the Consumer Financial Protection Bureau,
the U.S. Department of Justice, and the Securities and Exchange
Commission. Corinthian operates in Illinois under the name "Everest
College" and has six campuses in Burr Ridge, Bedford Park, Melrose Park,
Merrionette Park, North Aurora, and Skokie, enrolling a total of 3,300 Illinois
students. The Department of Education reported yesterday that Corinthian
failed to provide required data about its practices, including falsifying job
placement data used in marketing claims to prospective students and
allegations of altered grades and attendance.

"Corinthian stock dropped sharply on the news that, because of its
failure to disclose requested data, the U.S. Department of Education
is requiring Corinthian schools to wait 21 days - instead of only a
day or two - after submitting enrollment information before they
can access any federal Title IV funds," said Durbin. "It's time to
make the protection of Everest College students our highest priority.
Corinthian should immediately stop enrolling students to prevent
more students from being loaded with debt if the company fails
because of fraudulent disclosures to the federal government."
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"My office has been investigating for-profit colleges for several years having received
hundreds of complaints about questionable marketing and lending practices, including
dubious claims of job placement rates and accreditation status," said Attorney General
Madigan. "I am encouraged by the Department of Education's efforts to hold Corinthian
Colleges accountable at the federal level as we continue to work in lllinois to protect
students' interests."

In response to a December 16 investigation in the Huffington Post, Durbin
sent a letter to the Secretary of Education, Arne Duncan, asking him to
investigate Corinthian Colleges, Inc. and their manipulative marketing
practices which included a subsidy program for employers to hire graduates
temporarily and outright lying by the company through their advertisement
of numbers substantially higher than actual job placement rates. After that
letter, the Department requested information from Corinthian related to their
job placement rates, information they have yet to provide, and denied the
company's new program applications. Durbin also called on the Accrediting
Commission of Career Schools and Colleges - Corinthian Colleges, Inc. 's
accreditor - to take action.

"For years I have been calling public attention to the growing
scandal in the for-profit college industry. Their "accrediting
commissions" are nothing more than in-house lap dogs; their
tuitions are sky high; their diplomas are often worthless and they
account for an incredible 460/o of all student loan defaults, despite
enrolling only 100/o of the nation's students,' Durbin said, "The
Corinthian canary has a bad cough and it's time to start protecting
unsuspecting students from the tragic consequences of a potential
failure of this enterprise."

Durbin's December 18 letter to Duncan can be found HERE along with similar
letters he sent to the Chairman and CEO of Corinthian Colleges, Inc., Jack
Massimino, the Accrediting Commission of Career Schools and Colleges, and
the Accrediting Council for Independent Colleges and Schools.

-30-
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Case: 1:14-cv-07194 Document #: 1 Filed: 09/16/14 Page 1 of 39 PagelD #:1

UNITED STATES DISTRICT COURT
NORTHERN DISTRICT OF ILLINOIS
EASTERN DIVISION
CONSUMER FINANCIAL PROTECTION BUREAU,
Plaintiff,
V.

CORINTHIAN COLLEGES, INC. d/b/a Everest
College, Everest Institute, Everest University,
Everest University Online, Everest College Phoenix,
Everest College Online, WyoTech, and Heald
College,
Defendant.

)
)
)
)
)
)
)
)
)
)
)
)

Case No. 14-7194

COMPLAINT FOR PERMANENT INJUNCTION AND OTHER RELIEF
Plaintiff, the Consumer Financial Protection Bureau ("Bureau"), brings this
action against Defendant Corinthian Colleges , Inc. referred to herein as "Corinthian"
and alleges the following:

INTRODUCTION
l.

Corinthian is a publicly-traded, for-profit school that marketed itself as a

provider of career training. Corinthian's business model is predicated on convincing
consumers to obtain student financial aid to pay the high cost of tuition to enroll in its
programs. Because most of its prospective s tudents could not afford to pay tuition outof-pocket, from July 2011 through March 2014, students took out nearly 130 ,000
private student loans to pay Corinthian's tuition and fees. The total outstanding balance
of these loans is in excess of $568. 7 million.
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2.

Since at least July 2011, it h as been Corinthian's practice to induce

prospective students to incur the loan obligations necessary to enroll by promising
career training and graduate employment opportunities of the type that would enable a
consumer to repay his or her debt upon completing Corinthian's program. As detailed
below, Corinthian induced students to enroll in its programs through false a nd
misleading representations about its graduates' career opportunities, including
representations suggesting Corinthian would provide assistance in helping students find
a job, and that students were likely to obtain a permanent job upon graduation.
3.

Corinthian falsely inflated its job placement statistics to induce students to

enroll and to maintain its accreditation. Among other deceptive tactics, Corinthian
defined a "placement" as any job that lasted one day, with the promise of a second day;
paid employers to temporarily hire graduates from Corinthian schools; falsified
placement information; and provided meager career services, and virtually no career
services to graduates that Corinthian could already record as being placed.
4.

Prospective students received counseling from Corinthian admissions and

financial aid staff concerning the value of a Corinthian education and the options
available to them to pay the cost of tuition. Corinthian's staff was ins tructed to, and did,
seek to cultivate relationships of trust with these prospective students, and assuage any
concern s they may have h ad about the affordability of a Corinthian education and their
ability to repay the student loans needed to finance it.
5.

In internal communications, Corinthian described its prospective student

population as individuals who have "low self-esteem" and "[f]ew people in their lives
who care about them"; who are "isolated," "stuck, unable to see and plan well for
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future"; and "impatient, [and] want q uick solutions." Corinthian aggressively recruited
these consumers, including through persistent telemarketing and subjecting con sumers
who visited its campuses to high-pressure sales efforts.
6.

Corinthian referred internally to its students as having "[m]inimal to non-

existent understanding of basic financial concepts," as well as poor or no credit history.
Corinthian assisted these students in applying for federal financial aid, but even with the
maximum amount of available federal aid, many prospective Corinthian stude nts were
not able to afford Corinthian's tuition. Corinthian referred to this shortfall as a "funding
gap."
7.

Rather than reduce tuition to eliminate this gap, Corinthian marketed a nd

promoted private student loans, known as Genesis loans, to its students . During the
time period material to this complaint, Corinthian represented to its students that the
Genesis loans were made by an independent third-party entity and that Corinthian did
not have a financial interest in the loans.
8.

Contrary to Corinthian's representations, Corinthian did h ave an interest

in the Genesis loans. At different times during the period July 21, 2011 to the present,
Corinthian has been obligated to purchase all such loans immediately after origination,
or all such loans on which a payment is more than 90 days past due.
9.

Corinthian took aggressive action to collect in-school payments on the

Genesis loans as soon as they become past due, and Corinthian's campus staff members
received bonuses based in part on their success in collecting such past-due payments
from students. Corinthian's efforts to collect such payments included pulling students
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out of class, preventing stude nts from attending and registering for class, and
terminating students' computer access.
10.

Despite its aggressive collection efforts, to date, more than 60% of

students with a Genesis loan have defaulted on that loan within three years.
11 .

Wh en Corinthian marketed, promoted, and facilitated these stude nt loans ,

Corinthian expected that most student-borrowers would default.
12.

Despite the high default rate, Corinthian marketed, promoted, and

facilitated the Genesis loan program because it could not rely solely on federal funding
for 100% of its revenue. Federal law requires that no more than 90% of its r evenue may
come from federal financial aid provided under Title IV of the Higher Education Act of
1965, 20 U.S.C. §§ 1070 et seq. (Title IV aid) . Every Genes is loan dollar that Corinthian

induced its students to borrow, in effect, allowed Corinthian to receive up to an
additional nine dollars in Title IV aid. As a result, Corinthian had strong financial
incentives to induce its students into taking out Genesis loan s, even given students
borrowers' high default rates.
13.

Because Corinthian deceptively and unfairly induced students to incur

significant debt, and because Corinthian took illegal aggressive action to collect on that
debt, the Bureau brings this action to stop these practices and make Corinthian's
consumers whole.
14.

On July 3, 2014 , Corinthian and its wholly- and partially-owned

subsidiaries entered into an Operating Agreement with the U.S. Department of
Education ("Department").
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15.

Corinthian entered into the Operating Agreement after the Department's

Federal Student Aid office placed Corinthian on Heightened Cash Monitoring on June
12, 2014. This required Corinthian to wait 21 days after submitting student enrollment
data to receive Title IV funds. The Department placed Corinthian on heightened
oversight after Corinthian failed to provide the Department with satisfactory
information regarding Corinthian's job placement data.
16.

Per the terms of the Operating Agreement, Corinthian h as put a majority

of its campuses up for sale and will close the remaining campuses. Corinthian further
disclosed that for any school designated for sale, Corinthian "will seek to reach definitive
sale agreements ... within six months ."
17.

The Operating Agreement requires Corinthian to enter into an agreement

with an independent monitor who will report to the Department and have full access to
Corinthian's personnel, financial forecasts, and cash receipts .
18.

On or about July 18, 2014, the independent monitor was appointed.

19.

The Operating Agreement also states that Corinthian and the Department

"will work together to establish a reserve fund" of not less than $30 million to be used

exclusively for student refunds . To date, no reserve fund has been established .
20.

On August 20, 2014, Corinthian sold virtually all of the Genesis loan notes

that it owned, totaling approximately 170,000 loans with a face value of $505 million, to
a third-party company for $19 million.
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NATURE OF ACTION
21.

The Bureau brings this action under sections 1031(a), 1036(a), 1054,

and 1055 of the Consumer Financial Protection Act of 2010 ("CFPA"), 12 U.S.C. §§
553l(a), 5536(a), 5564, and 5565, for Corinthian's violations, from July 21, 2011 through
the prese nt, of section s 1031(a) a nd 1036(a)(l) of the CFPA, which prohibit unfair,
deceptive, and abu sive acts and practices, as well as for Corinthian's violations of the
Fair Debt Collection Practices Act ("FDCPA"), 15 U.S.C. § 1692d.

JURISDICTION AND VENUE
22.

This Court has subject matter jurisdiction over this action because it

is "brought under Federal consumer fin an cial law," 12 U.S.C. § 5565(a)(l), presents a
federal question, 28 U.S.C. § 1331, and is brought by an agency of the United States, 28

u.s.c. § 1345.
23.

Venue is proper in this district because Corinthian maintains campuses

a nd does business in the Northern District of Illinois . 28 U.S.C. § 139l(b); 12 U.S.C. §
5564(f).

PLAINTIFF
24.

The Bureau is an independent agency of the United States charged

with regulating the offering and provision of consumer financial products or services
under federal consumer financial laws . 12 U.S.C. § 549l(a). The Bureau has independent
litigating authority to commence civil actions to enforce federal consumer financial
laws, including the CFPA and the FDCPA. 12 U.S.C. §§ 5564(a)-(b); 5481(12), (14).
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DEFENDANT
25.

Corinthian is one of the largest for-profit, post-secondary education

companies in the United States. With more than 100 sch ool campuses, Corinthian
operates schools under the following names: Everest College, Everest Institute, Everest
U niversity Online, Everest University, Everest College Phoenix, Heald College, a nd
WyoTech.
26.

Corinthian Colleges, Inc. is headquartered in Santa An a, California and,

during times material to this complaint, has transacted and continues to transact
business in the Northern District of Illinois. Corinthian operates five Everest College
campuses in this district: Bedford Park, Burr Ridge, Melrose Park, Merrionette Park,
and Skokie.
27.

Corinthian engaged in promoting, marketing, offering, and providing

"consumer financial products or services," within the meaning of the CFPA, 12 U.S.C. §
5481(5). Specifically, Corinthian participated in designing, funding, promoting, a nd
marketing the Genesis private loan program and facilitating students' application for
Genesis loans that were made available to its prospective and current students to pay a
portion of the tuition and fees that Corinthian charged students to enroll.
28.

Corinthian brokered loans to its s tudents by, among other things, serving

as the single point of contact that introduced the students to the Genesis loan program,
assisted them in completing the application for a Genesis loan, and submitted the
application to the loan originator. Corinthian received a benefit in arranging such loans,
which were exclusively provided to Corinthian students.
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29.

Corinthian provided financial advisory services to students and

prospective students regarding the payment of tuition and fees required to enroll in and
attend Corinthian's schools. Corinthian, through its financial aid staff, provided
substantial advice and assistance regarding private student loans and federal financial
aid to students enrolling in its schools. This included advising students on wh at
financial aid and loan programs were available to them to pay for school, assisting
students in completing the necessary applications and paperwork, and ens uring that
such applications and paperwork were completed to ensure receipt of funds.
30.

Because Corinthian engages in offering or providing consumer financial

products and services as described above, Corinthian is a "covered person" under the
CFPA, 12 U.S.C. § 5481(6).

FACTUAL BACKGROUND
3 1.

Corinthian depends upon tuition and fees to generate r evenue.

32.

The amount of tuition and fees Corinthian charged varied among

Corinthian's schools and educational programs . In 2013, tuition and fees to earn a
diploma from a Corinthian school, typically a n 8 to 12 month program, were between
$13 ,100 and $21,338. In the same year, the tuition and fees for an associate's degree,
which is a 24 month program, were between $ 33,120 and $42,820. The tuition and fees
for a bachelor's degree for the same time period were between $60,096 and $ 75,384.
33.

Most students attending Corinthia n's schools are low-income, or the first

in their families to seek an education beyond a high school diploma. Many Corinthian
students struggle economically. In 2012, Corinthian reported that approximately 85%
percent of its students had family incomes of less than $45,000 a year. A 2011 survey of
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its campus operations indicated that over 57% of Corinthian's stude nt population had a
household income of $19,000 or less, a nd 35% of Corinthian's student population had a
household income of less than $10,000.
34.

Students attending Corinthian's schools could very rarely pay for the

school's tuition out-of-pocket. Students relied on private loans and aid provided by the
federal government under Title IV to pay Corinthian's tuition a nd fees.
35.

In its Annual Report Form 10-K for fiscal year 2013, filed with the United

States Securities and Exchange Commission, Corinthian reported that its operations in
the United States derived 84.8% of net revenue from Title IV aid programs.
36.

Under Title IV, a for-profit company that owns a school receiving federal

student aid funds is s ubject to the "90/10 rule," 34 C.F.R. § 668.14(b)(16). Under this
rule, a for-profit college must not receive more than 90% of its net revenue from Title IV
aid. A minimum of 10% of such an entity's revenue must come from non-Title IV aid,
such non-Title IV federal aid, state aid, ordin ary tuition payments from students, or as
private student loans. Non-Title IV federal aid, which is not counted toward the 90%
limit, includes educational benefits available to service members and veterans from the
U.S. Department of Defen se or the U.S. Department of Veterans Affairs. Schools that do
not comply with the "90/10" rule risk losing their eligibility to participate in federal
student aid programs.
37.

To be eligible for Title IV aid, a for-profit company that owns a school

must be accredited by an accrediting agency recognized by the U.S. Department of
Education. 34 C.F.R. § 600.5.
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38.

In order to m aintain its accreditation , Corinthian must meet any

accrediting agency's minimum stand ards in several areas including j ob placement a nd
graduation rates. Corinthian must report these rates to both its accreditors and its
prospective students.

Corinthian Created an Artificial "Funding Gap" to Increase Students'
Need for Private Student Loans.
39.

In order to comply with the 90/10 rule, Corinthian made sure that the cost

of attending its schools was high enough that students would not be able to pay solely
through using Title IV aid.
40.

In September 201 1, Corinthian's CEO distributed a presentation to his

executive team, describing efforts by Corinthian to meet the requirements of the 90/10
rule by ins tituting "above market price increases to create 'funding gaps ."' By increasing
tuition, Corinthian caused students, who otherwise would have been able to pay for the
entire cost of tuition through Title IV aid, to take out private stude nt loan s in order to
maintain 90/10 compliance. Regardless of wheth er students were able to repay the
private student loans, Corinthian would profit from the increased availability of Title IV
momes.
41.

In or about Spring 2011, for example, Corinthian increased tuition at

Heald College by 14% to ensure that the school received additional non-Title IV funds in
order to meet 90/10 r equirements.
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Corinthian Used Misrepresentations About Likely Student Outcomes
to Induce Students to Incur Debt and Enroll.
42.

Corinthian induced students to take out private student loans to enable

them to enroll at its schools through a series of misrepresentations about the likely
employment outcomes for Corinthian students.
43.

Internally, Corinthian emphasized that its admissions representatives

were salespeople. A training manual for Corinthian's Directors of Admission s instructed
them to look for "sales" experience when hiring admissions representatives. A March
2012 training for admissions representatives trained them on "closing the sale" and
instructed them that "all interactions with a customer are sales interactions."
44.

Rather than instructing Corinthian's admissions representatives to help

prospective students find appropriate educational options, this training advised
admissions representatives: "As our customer seeks to learn more about our college,
your role will be more to bring about agreeme nt that Everest is the right choice for him
or h er."
45.

Corinthian trained its admission s representatives to pressure prospective

students who were parents by telling them that enrolling in a program was their best or
only ch ance to help their children.
46.

Corinthian also recruited students by falsely implying urgency in the

e nrollment process by, for example, training admissions representatives to falsely tell
prospective students that seats might not be available in the future.
47.

Corinthian admissions representatives put prospective students under

constant pr essure. At the Everest College in Melrose Park, Illinois, Corinthian trained
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admissions representatives not to let prospective students leave their offices until they
had enrolled in a Corinthian program.
48.

At the Everest College Burr Ridge, Illinois campus, managers instructed

admissions representatives to keep calling the same prospective student until that
prospective student explicitly told them not to call back again.
Corinthian Promised a Career, But at Best, Only Helped
Graduates Find Temporary Employment.
49.

While Corinthian promoted its schools to consumers as providing a

"career-focused" education, Corinthian and its schools deliberately overstated the
likelihood that students would be able to find a job that would enable them to pay off
their loans. Corinthian and its schools promised "career training" and promoted
Corinthian's "lifetime career services" and s uccessful "career placement" rate.
50.

For example, in promoting Heald College, Corinthian advertised, "[y ]our

education might mean the difference between a rewarding career or just another job."
Similarly, Everest Colleges, Universities, and Institutes advertised on its websites that it
provided students "[a] better career, a better life, a better way to get there."
51.

But while Corinthian promoted "career" opportunities, its placement

policies reflected a definition of "career" that does not correspond with that of a
reasonable consumer. The "career" Corinthian schools promised is in fact jus t any job
that a Corinthian graduate worked at for at least one day.
52.

Corinthian's Policy on Graduate Employment, effective since at least

January 2010, states, "a graduate shall be counted as employed only if.. . The
employment is for a reasonable period of time, is based on program objectives, and can
be considered sustainable (e.g., not a single day of employment)."
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53.

Corinthian m aintain ed a di stinct policy for graduates who became

employed by an "employment agency that finds employees to fill short-term temporary
jobs." As Corinthian's policy explained, these agencies may offer "positions wh ere the
position starts out as a temporary job, but, could become permanent if the employer
decides to hire the candidate." For a n age ncy employment to be counted for reporting
purposes, Corinthian required that "a graduate must have actually worked on an
assignment (e.g., a paid orientation does not count as a n employment unless the
graduate works for an additional day in an actual assignment)."
54.

Corinthian's written policy contained a broad exception to the two-day

employment requirement. In bold-faced type, Corinthian's employment policy states,
"In the event a graduate is hired for an ongoin g (sustainable) position and does not
return after one (l) day, this employment can remain in the system."
55.

So when Corinthian advertises on its website,

www.mycareercounts.org/outcomes, "In 2012, over 69 percent of our 38,721 graduates
found careers in their field of study," this really meant that 69 percent of Corinthian
graduates found a job that lasted as little as one day.
56.

In contrast to Corinthian's definition, a reasonable consumer would

understand the promise of a career-consistent with its dictionary definition- to mean
"a job or profession that someone does for a long time."
57.

Corinthian's promise of a "career" was material to consumers' decision to

enroll in Corinthian and to take out a private s tudent loan.
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Corinthian Falsified its Job Placement Rate.

58.

In order to maintain accreditation and eligibility for Title IV aid,

Corinthian must meet any accrediting agency's job placement minimum standards and
report these rates to its accreditors and to prosp ective students.
59.

In addition to its misleading promotion of career opportunity, Corinthian

has a history of falsely representing its job placement rate in its marketing m aterials and
disclosures provided to consumers, and in documents submitted to accreditors .
60.

Corinthian promoted its career-focused education and job placement rate

to induce students to enroll at its schools and take out Genesis loans. Corinthian
attempted to bolster the credibility of its job placement claims by trumpeting, "In 2006,
we formed a corporate verification team that confirms the accuracy of our job placement
statistics ... " Yet Corinthian continued to misrepresent its job placement rates.
61.

At Everest College's Decatur, Georgia campus, school employees created

fictitious employers and reported students as having been placed with those fake
employers. The school employees then had friends falsely verify the employment. This
resulted in increasing placement rates by as much as 37% per program on reports that
Corinthian gave to accr editors in 2009 and 2010.
62.

In another example, at Everest Institute's Mid-Cities, Texas campus in

2010, two career services employees coordinated with employers to improperly verify
25 1 placements, only 7 of which were confirmed upon later review.
63.

At the Everest Institute's Hialeah , Florida campus in 2010, Corinthian had

to lower the campu s-wide placement rate that it had reported to its accreditor by 6.6

14
ED00016409

CL_Review002323

Case: 1:14-cv-07194 Document #: 1 Filed : 09/16/14 Page 15 of 39 PagelD #:15

percentage points because it had falsely reported that graduates had been placed when,
in fact, they remained unemployed.
64.

In April 2011, Corinthian management instructed an employee at the

Everest Institute's Jonesboro, Georgia campus to list 70 unemployed graduates as
employed for a report that Corinthian sent to its accreditor. Days later, after the report
was sent, that employee was directed to change those 70 graduates' status back to
unemployed.
65.

In the spring of 2012, a manager at WyoTech 's Long Beach, California

campus reported 366 self-employm ent placements after graduation, while most other
WyoTech campuses had only three or four s uch placements during the same time
p eriod.
66.

Corinthian's employees reported inaccurate job placements so often that

when, in May 2012, a senior employee told the West Division President that the Everest
College's Renton, Washington campus would fail an audit for inaccurate placement
records, the West Division President argued that the campus was being unfairly singled
out. She wrote, "[I]f this is going to be how stringent we are, there's going to be a ton of
failures. These people [Corinthian's employees responsible for verifying placements]
don't know what they are doing."
67.

Corinthian's senior management knew that Corinthian's job placement

representations were inaccurate.
68.

In September 201 1, for example, Corinthian's chief executive officer

acknowledged, "we have placement a compliance problem [sic] now and n eed to get
back into compliance."
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69.

Yet, despite the recognition of non-compliance, a March 2012 internal

audit at Everest College's San Francisco, California campus found that Corinthian could
not verify 53% of its reported placements.
70.

Also in March 2012, the former director of career services at Everest

College's Milwaukee, Wisconsin campus, in an email titled "The Integrity of Career
Services Management," informed Everest College's corporate office that the Milwaukee
campus was "fudging the numbers, with the approval of [the] Director of Career
Services." When the former employee raised questions after the placement rate
increased from 6% to 33% in a short period of time, Corinthian terminated her
employment.
71.

In August 2012, when an accreditor conducted a sample review of job

placement rates for Everest College's Reseda, California campus, it found Corinthian
was unable to verify 30% of its reported placements.

To Inflate its Placement Statistics, Corinthian Falsely Classified
Graduates as Unemployable.

72.

Not only did Corinthian falsely inflate the number of graduates it placed, it

also deflated the number of graduates who were "available for employment."
73.

A graduate was considered unavailable for employment, and therefore

removed from the employment rate calculation, for reason of death, incarceration,
active military service deployment, the onset of a medical condition that prevents
employment, continuing education, or because the student was an international student
who returned to his or her country of origin.
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74 .

According to Corinthi an 's Policy on Gr aduate Emp loyme nt, a gr aduate's

incarceration could b e documented with publicly-available docume nts such as "a cop y of
the arrest record, p olice report or b ookin g/intake docume ntation ... [or ] a warrant tha t
could lead to p ossible incarceration would be con sidered acceptable documenta tion ."
75.

This verification policy e n abled Corinthia n e mployees to search the

Internet for gr adua tes' na mes for a ny purported evidence of incarcer ation. Whe n
Corinthian e mployees were able to m atch a gr adua te's n am e to som e evide nce of
p ossible incarceration - irresp ective of wh ether the name match was, in fact, an identity
match - in some cases, Cor inthian removed th a t graduate from the employment rate
calculation.
Corinthian Inflate d its Job Plac eme nt Statistics by Paying
Employers to Temporarily Hire its Graduates.

76.

Cor inthian further in flated th e j ob placement rate that it promoted to

con sumers and on which its accr editation was based by p aying employer s to te mpor arily
hire its graduates.
77.

In 20 11, at Ever est Institute' s Brighton , Massachusetts campus, the

Campus President and Director of Career Services organized a scheme to p ay a comp any
to e mploy gr adua tes for two days at a health fair. The sch ool then counted those
stude nts as "placed ," which inflated placem ent rates by 8 and 15 p ercentage p oints for
the relevant p rogram s.
78.

To further inflate the placement num bers it r eported to consumer s an d

accreditor s, Corinthian engaged in a "pay to place" sch em e exemplified by its "Calvary
Initia tive" ("Initiative") . In or ab out June 20 11, Ever est Institute's Decatur, Georgia
cam p us, which risked losing its accr edita tion due t o low placemen t rates, started the
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Initiative to improve its placement rates. Under the Initiative, Corinthian paid
employers $2,000 for each graduate that the employer hired if the employer promised
to keep the graduate employed for 30 days .
79.

Corinthian did not inform graduates that their employment was

subsidized or that it was temporary.
80.

According to the terms of the Initiative, and consistent with Corinthian's

written policy, a graduate was counted as placed if the graduate worked one day and
returned to work for a second d ay of work. Corinthian counted these jobs as placements,
provided that information to accreditors, and included the placements in rates
subsequently provided to prospective students .
8 1.

Corinthian management credited the Initiative and its implementers with

placing 307 Decatur graduates, which raised the campus's placement rate sufficiently to
allow it to mee t accreditation standards.
82.

Due to the success of the Initiative in improving placement rates,

Corinthian implemented similar programs at other campuses, including Everest
Institute's Jonesboro, Georgia campus.
83.

Corinthian management also considered implementing this Initiative at

schools in Florida, including its Jackson ville, Miami, Kendall, Hialeah, South Orlando,
and North Orlando campuses. Corinthian's Executive Vice President opposed
implementing the Initiative at these Florida campuses, stating that "the potential for
negative press in Florida is much higher than it is in Atlanta and while [Corinthian has]
put as much positive spin on the approach as we can the detractors will s till u se the
program to detract."
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Corinthian Deceptively Promoted the Utility of its Career
Services.
84.

While marketing and promoting its programs to prospective s tudents,

Corinthian falsely promised prosp ective students that they would receive career
assistance while enrolled, and lifetime career assistance after graduation. Corinthian
promoted "career-focused education" and career services that were available "whenever
you need help finding a job, or want some advice on improving your resume or
interviewing skills." Corinthian further promotes that it "not only help[s] you find a job
after you graduate, we help you find a job any time you need one, throughout your
career... From graduation to retirement, we'll help you advance your career whenever
you need it."
85.

Contrary to Corinthian's r epresentations that it would provide "career

assistance for life," Corinthian schools did not provide meaningful car eer assistance
while students were in school or after gradua tion.
86.

Corinthian's limited career services included distributing job postings

from Craigslist. Students often had trouble contacting anyone in the career services
office or getting any meaningful support.
87.

Once a student was initially placed, and Corinthian could report the

placement to its accreditors, Corinthian refused to provide further career ass istance to
graduates. This was partic ularly problematic in light of Corinthian's policy of finding
students temporary employment to pad its placement statistics.
88.

The career services Corinthian promised to provide were an important

selling point for the school, which emphasized its nationwide network of employers and
lifetime support for graduates . For prospective students inc urring significant debt,

19
ED00016414

CL_Review002328

Case: 1:14-cv-07194 Document #: 1 Filed : 09/16/14 Page 20 of 39 PagelD #:20

including Genesis loans, for the promise of a career, Corinthian's representations about
its career services were material.

Corinthian Implemented the Genesis Loan Program to Fill the
"Funding Gap" That Corinthian Created.
89.

Before 2008, third-party providers of private education loans offered

Corinthian students the opportunity to apply for loans to fund their educational
expenses.
90.

In or about January 2008, these third-party lenders ceased making private

student loans available to students who presented high credits risks (i.e. subprime
borrowers), such as those enrolled at institutions owned by Corinthian.
91.

Rather than reduce tuition in response to the decision of these third-party

lenders not to make funds available to subprime student borrowers, Corinthian
launched its own institutional loan program - the Genesis Loan Program - which it
developed together with a third-party entity ("Company A") already engaged in
financing and servicing "funding gap" loans for other educational institutions .
92.

Under the Genesis loan program , purs uant to written agreements,

Corinthian marketed the loan and a partner bank acted as the originator for each
Genesis loan, disbursing the loan funds to Corinthian after each student' s loan
application was approved. Shortly after a student's loan funds were disbursed to
Corinthian on the student's behalf, Company A purchased the loans from the bank.
Corinthian then paid a "discount fee" to Company A equal to 50% of the face value of the
loans that Company A purchased from the bank.
93.

Under the agreement with Company A, typically within two weeks after

Company A purchased the loans from the bank, Corinthian purchased all of the loans
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from Company A. Corinthian paid Company A the face value of the loans minus any
discount fee that it had already paid and Company A operated as the servicer of the
loans.
94.

Accordingly, from in or about 2008 through approximately July 2 011,

Corinthian knew that it would own all Genesis loans that its students took out within a
period of approximately two weeks after the loan funds were disbursed.
95.

The lending criteria applicable to Corinthian students' applications for

Genesis loans were developed jointly by Corinthian, Company A, and the originating
bank.
96.

In 2011, the third-party lenders who had previously made loans to

Corinthian's students that were considered prime borrowers ceased lending to
Corinthian students altogether.
97.

In June 2011, Corinthian entered into an agreement with a private lending

group (Company B) and ch anged the Genesis Loan program. Corinthian launch ed this
version of the loan program in or about August 2011. Company B assumed the role of
intermediary between Corinthian and the bank. As in the original version of the
program, Corinthian marketed the loan and a partner bank originated loans to
Corinthian students and disbursed the loan funds to Corinthian on behalf of the student
borrower. Company B then purchased the loans from the bank, and Corinthian was then
required to pay Company B a "discount fee" equal to 50% of the face value of each loan
that Company B bought from the bank. Company A continued to service the loans.
98.

Unlike the prior version of the Genesis loan program , where Corinthian

was then obligated to purchase all loans from Company A, the 2011 agreement r equired
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Corinthian to purchase from Company B only the Genesis loans that were more than 90
days delinquent.
99.

From in or about 2011 through the present, Corinthian knew that it would

own all Genesis loans that were more than 90 days delinquent in repayment, including
those 90 days delinquent on required in-school p ayments .
100.

In or about 2013, Corinthian replaced the Genesis loan program with the

EducationPlus loan program. The EducationPlus loan program is similar to the Genesis
loan program in that, under the E ducationPlus program, Corinthian markets the loan, a
partner bank originates the loan, Company A services the loans , and Corinthian buys
from Company B all of the loans that are more tha n 90 days delinquent. Corinthian
management and staff often referred to the EducationPlus loan program as the Gen esis
loan program.
101.

In February 2014 , after Company B withdrew from the program,

Corinthian reinstate d the first iteration of the Genesis loan program, under which
Corinthian is obligated to purchase all loans originated.
102.

In or about July 20 14, Corinthian ceased offering the Genesis loan

program to it- students . In September 2014, Corinthian intends to resume offering
Genesis loans to its students .
103.

From July 2011 through March 2014, Corinthian induced nearly 130 ,000

students to take private student loans through these programs, which are collectively
referred to as "Genesis loans." The total outstanding balance of these loans is in excess
of $ 568.7 million.
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Corinthian's Financial Aid Staff Promote d Genesis Loans.
104.

During the times relevant to this complaint, Corinthian gave its financial

aid planners a training instructing them to make "students believe you are operating
with their best interest at heard [sic]." In truth, however, Corinthian's overriding goal
was to enroll students. The s am e m anual instructed s taff to "build trust" with students
so that they can "influence [students'] decisions and help them make the right choice for
a better life by enrollin g in our college."
105.

At the Everest College's Burr Ridge, Illinois campus, through the spring of

2012 , it was "all about numbers ." Corinthian pressured staff to "close" the deal and
enroll as many students as possible.
106.

Corinthian's current and prospective students were encouraged to, and

did, rely on Corinthian's financial aid staff to act in their interests in connection with the
financial aid they applied for and received.
107.

Beginning in approximately March 2008, Corinthian actively marketed,

promoted, and offered Genesis loans to its prospective and current students to pay
tuition and fees that were not covered by federal aid or other sources. Corinthian's
financial aid staff promoted the loan by introducing the loan to prospective and current
students, and by encouraging them to apply for the loan to pay for tuition and fees that
were not covered by federal financial aid.
108.

Corinthian staff was actively involved in the Genesis application process

with its students. Once the student entered personal information in the electronic
application, Corinthian's financial aid staff filled out the remaining information
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including the requested loan amount, verified the information entered by the student,
and submitted an application for a credit check on behalf of the borrower.
109.

During the time period material to this complaint, Corinthian also

promoted the Genesis loan program through its "Preferred Lender List," which it
published on each of its schools' websites . In the case of H eald College, for example, this
"Preferred Lender List "advised Corinthian's prospective and current students that "[a]s
a result of current conditions in the credit market, many lenders have ceased making
private education loans, or have tightened their credit criteria such that fewer borrowers
are qualifyin g for such loans. The le nder listed below [Genesis loan program's
originating bank] has expressed a willingness to make private education loan s available
to Heald students who meet its eligibility and credit criteria."
110.

The "Preferred Lender List" for each Corinthian school also stated that

"[w ]hile we do not promote or endorse this lender, we expect this lender to provide
satisfactory customer service and representatives who can assist borrowers to make
informed decisions. The lender listed below will work within our processing system and
disburse funds to the student's account quickly u sing Electronic Funds Transfer."
111.

During the time period material to this complaint, Corinthian's "Preferred

Lender List" did not inform consumers that Corinthian h ad an agreement to buy all of
the Ge nesis loans and, consequently, that the stude nt borrowers would shortly owe their
debt to Corinthian.
112.

Moreover, Corinthian management misled even its own student finan ce

planners to believe that Corinthian was not involved in funding the Genesis loan
program. Management told planners that the Genes is loan was a private loan funded by
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a third-party bank. Student finance planners in turn passed thi s inform ation on to
students .
113.

During the time material to this complaint, the Application/Enrollment

Agreements provided to students at WyoTech, Heald College, Everest University Online,
a nd Everest College Online did not include any mention of Corinthian 's involvement in
the Genesis loan.
114.

Students attending Everest University, Everest College Phoenix, and

Everest Institute schools, however, typically received a six-page Application/Enrollment
Agreement, which stated:
Third parties who m ay make private loan s to me to
finance my education may subseq uently sell such
loans and related receivables to The School or to an
affiliate of The Sch ool.. .. [I]fl fail to comply with the
terms of any financial assistance made available to me
through The School or any other source or any cash
payment plan offered to me, in addition to any other
remedies available to The Sch ool by contract, or under
law, the School m ay take action with respect to m y
continued enrollment, up to and including
suspen sions or termination of my enrollment.
115.

Corinthian staff did not review the terms of the Application/Em·ollment

Agreement with prospective students. Corinthian's practice of failing to review the terms
with the prospective students left the students unaware that their relationship with
Corinthian would be n ot just student-educator, but also borrower-debt collector.
116.

Under the Genesis loan program, nearly all student borrowers were

required to make monthly loan payments while attending school. The most common
payment plan was called "Plan A," which required a monthly loan payment while the
student was attending school. The interest began accruing after the student left school.
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A second plan, known as "P lan B," did not allow in-sch ool p ayme nts , a nd interest began
accruing while the student was enrolled in sch ool. The school's campus president had to
approve any Pla n B p ayment plan s .
117.

The interest rates for Genesis loan s were typically substantially h igh er

than the inter est r ate for feder al loans. In or abo ut July 20 11, the Ge nesis loan interest
r ate was 14.9% with a n origination fee of 6%. M ean while, the inter est rate for feder al
student loans during this time p eriod was 3.4% to 6 .8% with an origination fee of 1%.
118.

When the Gen esis loa n program began u sing Company B in June 20 11,

Corinthian continued the practice of concealin g from s tudents and most of its finan cial
a id planne rs that Corinthian h ad an obliga tion to buy Ge nesis loans, in this case, that
were m ore than 90 d ays delinquent.

Corinthian Used Unfair Harassing Tac tics to Collect Past
Due Loan Payments.
119.

Pursua nt to the terms of the Ge nesis loan s , a loan was de linq ue nt

immediately after a borrower was late on a p ayme nt for the fir st time.
120 .

Because of its own ership interest in certa in Gen esis loan s, and because of

its obligation to purch ase other Genesis loan s in the event they becam e m ore than 90
days delinque nt, Corinthian h ad a financial incentive to collect p ast-due Genesis loans.
Corinthian harassed students to collect p ast-due loan p ayme nts .
121.

Corinthian m ade it a practice of identifying and tracking those students

who wer e behind in their Gen esis loan p ayments .
122.

At least since 2 0 10 through p art of 20 13, Compan y A routin ely provided

Corinthian with monthly status reports con cerning the status of the Genesis loan
accounts, including the accounts that wer e p ast-due.
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123 .

Corinthian's collection policy required school campuses to start the

collection process as soon as a Genesis loan account became past-due.
124.

It was Corinthian's practice to take action to collect loans that were less

than 90 days delinquent. Corinthian took aggressive steps to collect these loans on
Company B's behalf so that it would not be required to buy the loans from Company B.
125.

Corinthian prevented student borrowers from attending classes they were

currently enrolled in by informing instructors and other staff that these students were
past-due on their Genesis loan accounts.
126.

For example, in June 2013, a financial aid assistant instructed staff at

Heald College's San Francisco campus not to allow a student who was over 38 days pastdue on a Genesis loan to "sit in class until she provides a written authorization
(Admission Slip) from the Business Office indicating that her [Genesis] account is up to
date ... "
127.

Similarly, in June 2013, a Director of Student Accounts at Everest

College's Ontario, California campus informed instructors that those s tudents with pastdue Genesis loan accounts were not allowed to attend class: "[B]elow are students with
their Genesis accounts being in delinquent [sic]. Student in RED or 40+ days are
BLOCK.ED from attending class until payment is made ... "
128.

This collection practice also was also carried out at WyoTech. In an email

dated January 10, 2013, the Director of Student Accounts at WyoTech's Long Beach
campus stated that the campus's Genesis collection practice included a "Director
[meeting] with students who are not compliant and have not made their payments as
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promised. Give them a deadline and do not allow them back to class until they get
current and we have confirmation by Genes is."
129.

Corinthian also carried out its collection activities at inconvenient times or

places for its students. Corinthian routinely pulled students out of class to address pastdue Genesis loan payments .
130.

For example, in an email dated March 11, 2013, the President of Heald

College's Stockton campus was informed of the number of students who were
delinquent on their Genesis loan and notified that "All of the unpaid students will be
pulled from class this week ..."
131.

Similarly, in an email dated October 1, 2011, the President of Everest

College's San Bernardino, California campus instructed the Director of Student
Accounts to "en sure that EVERY time a student is pulled ... add value as to why this is
occun-ing during class time."
132.

Pulling students out of class for past-due Genesis loans was such a

constant and routine practice at Everest College's Decatur, Georgia campus during the
Spring of 2011 that students and employees referred to one financial aid staff member as
the "Grim Reaper."
133.

Corinthian encouraged staff to continue these collection practices despite

students' concerns . For example, in an email dated November 27, 2012, the President of
Heald College's Modesto, California stated "I understand that instructors and other
students do not like the inten-uptions. But until both departments come up with a better
plan that works, we will support the plan we have known."
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134.

A federal work-study student at the Everest College's City oflndustry,

California campus reported that she pulled one to five students per classroom per day
out of class because they were behind on their Genesis loan payments.
135.

In January 2013, Corinthian employees at Everest College's Gardena and

Alhambra campuses in California both noted in an e-mail that that their best practices
for Genesis collections included "pulling student from class ."
136.

Corinthian also prevented students who were past due on their Genesis

loan payments from registering for any new classes at Corinthian. For example, Heald
College's Best Practice Manual-Genesis Private Loans, attached to an email dated March
23, 2013 from Heald College's VP Controller, s tated that, in the event of a past-due
Genesis account, the staff must take the following action:
l. 31 Days Delinquent- Request to IT to turn off Student's Computer
Access

2 . 61 Days Delinquent-The student must meet with Campus President to
discuss seriousness of past due status and next steps.
3. 91 Days Delinquent-A letter stating student will not be allowed to
register for classes for the next quarter until the account is made
current. The student must reaffirm their commitment to pay in writing
with a letter to the President.
137.

In addition, Corinthian students who fell behind on their Genes is in-

school loan payments often were locked out of the school's computer system and unable
to log onto it.
138.

Corinthian also would prevent students who were overdue on their in-

school payments for a certain period of time from receiving their books for the next class
or module until they became current on their Genesis loans.
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139.

Corinthian a lso informed stude nts that they could n ot participate in the

graduation ceremon y or would have their certificate withheld if they were not c urrent on
their Genesis loan in- school payments.
140.

Corinthian pulled students out of class 20 days before graduation and

financial aid staff threatened that if students did not become curre nt on their Genesis
loan s, they could n ot graduate or start their externships . Some former students stated
that Corinthian continues to withhold their certificates because they are unable to make
payments on their Genesis loans.
141.

The collection of past-due Genesis in-school loan payments was so

important to Corinthian management that Corinthian imposed Genesis collection goals
for each school campus.
142.

In or about July 2010, Corinthian also launched an employee bonus plan

tied to Genesis loan program collection efforts.
143.

Corinthian's Senior Director for Credit Risk Man agement, in an e -mail

dated April 5, 2011 to a Student Accounts Collector, explained Corinthian's focus on
collecting the in-school payments from students: "In FYll, the company has changed the
focus of Genesis activities. In FYI 1, each campus is measured on Genesis Collection
Metric of in-school activities. The collecting from the students should be a priority over
offering forbearances."
144.

Corinthian management pressured campus level staff to meet the Genesis

Collection Metric. For example, the president of Everest College's Reseda, California
campus told the financial aid staff in an e-mail dated May 21, 2012,
We all know that we are well off our normal Genesis
cash collection for the month of May. This is the worst
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month we have ever had. With that I need everyone to
pull out the stops . This means that if you do not h ave
a student in front of you I expect you to b e getting
ahold of students who have not made their
payments ... This will require you to use social media
efforts ... ; running to classrooms to see if the student is
in class; following up with the teacher directly; pulling
emergency numbers from the FA files .
145.

Corinthian caused substantial con sumer injury with its aggressive

collection efforts, including disclosing students' debt to peers and persons of a uthority,
jeopardizing students' academic experience, and coercing students into making
payments they could not afford.
Corinthian Knew its Students Were Likely to Default on Genesis
Loans.
146.

Despite Corinthian's aggressive collection efforts, the default rate on

Genesis loans was consistently extremely high. Corinthian charged off a Genesis loan
when the student borrower was more than 270 days delinquent in making required loan
payments. Using the period in which Corinthian would charge off a Genesis loan and
calculating the default rate based upon the number of student loans, the default rate on
Genesis loans was typically greater than 50% for all loans more than two years old, and
above 60% for all loans more than three years old.
147.

Corinthian knew of the high default rates for its Genesis loans, and at all

times during operation of the Genesis loan program, Corinthian anticipated that the
default rates would remain at these high levels.
148.

Moreover, Corinthian knew the characteristics of s tudents who were most

likely to default. Corinthian required that "Schools should gather information to discern
who is defaulting and why ... Internal data includes key information such as high school
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attended, program of study, demographics, grades, etc." Corinthia n used this
information to identify its highest risk borrowers to target its debt collection efforts.
149.

Student borrowers who defaulted on Genesis loan s s uffered negative

consequences including negative credit reporting, ineligibility for other forms of
financing, or eligibility only on less favorable terms than would otherwise h ave been
available.

COUNTI
CORINTHIAN'S REPRESENTATIONS AND OMISSIONS REGARDING
PROSPECTIVE STUDENTS' CAREER OPPORTUNITIES VIOLA TED THE
CFPA'S PROHIBITION OF DECEPTIVE PRACTICES
150.

The allegation s in paragraphs 1 through 149 ar e incorporated h ere by

reference.
151.

Section 1036(a)(l)(B) of the CFPA, 12 U.S.C. § 5536(a)(l)(B), makes it

unlawful for a covered person to engage "in any unfair deceptive, or abusive act or
practice." An act or practice is deceptive under the CFPA if (1) there is a
misrepresentation or omission of information that is likely to mislead consumers acting
reasonably under the circumstances, and (2) that information is material to consumers.
152.

The Genesis loans issued to Corinthian students were consumer financial

products .
153.

Corinthian is a "covered person" under the CFPA, 12 U.S.C. § 5481(6).

154.

From at least July 21, 2011 to the present, Corinthian made material

misrepresentations or omissions to consumers directly or indirectly, expressly or by
implication, regarding its graduates' career opportunities, including the assistance
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Corinthian would provide stude nts to help them find a job, the likelihood a student
would receive a job, and the likelihood that job would last for more than one day.
155.

Corinthian made these misrepresentations to induce consumers to incur

the private debt necessary to pay Corinthian's tuition and fees.
156.

Corinthian 's misrepresentation s or omissio ns misled , or were like ly to

mislead, consumers.
157.

Therefore, Corinthian violated the CFPA's prohibition on deceptive

practices, 12 U.S.C. § 5536(a)(l)(B).

COUNT II
CORINTHIAN'S DEBT COLLECTION PRACTICES VIOLATED THE CFPA'S
PROHIBITION OF UNFAIR PRACTICES
158.

The allegations set forth in paragraphs 1 through 149 are incorporated

here by reference.
159.

An act or practice is unfair under the CFPA where "(A) the act or practice

causes or is likely to cause substantial injury to consumers which is not reasonably
avoidable by consumers; and (B) such substantial injury is not outweighed by
countervailing benefits to consumers or to competition." 12 U .S.C. § 553 l(c)(l).
160.

From at least July 21, 2011 through the present, Corinthian made

misrepresentations or omissions to consumers, directly or indirectly, expressly or by
implication, that the Genesis loan program was an independent third-party loan
program in which Corinthian did not have a financial interest and upon which
Corinthian could not collect.
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161 .

From at least July 21, 2011 to the present, Corinthian prevented e nrolled

students from attending class, pulled students o ut of class, denied students access to
computers, and otherwise prevented enrolled students from completing their course of
study, in an effort to collect past-due in-school Genesis loan payments from students.
162.

These practices caused or were likely to cause substantial injury to

students because, as a res ult of Corinthian's unfair practices, students were d enied
access to aspects of educational programs for which they already h ad paid, through
loans and other aid, incurring substantial debt in the process.
163.

These practices caused, or were likely to cause, substantial injury to

students because Corinthian's unfair practices, including publicly disclosing debts to
fellow students and ins tructors, caused students to suffer reputational harm and
emotional distress.
164.

Consumers could not reasonably avoid the injury caused by Corinthian's

unfair practices.
165.

Cons umers' injury was not outweighed by countervailing benefits to

consumers or competition.
166.

Therefore, Corinthian violated the CFPA by engaging in unfair practices,

12 U.S.C. § 5536(a)(l)(B).

COUNT III
CORINTHIAN'S DEBT COLLECTION PRACTICES
VIOLATED SECTION 806 OF THE FDCPA
167.

The allegations set forth in paragraphs 1 through 149 are incorporated

here by reference.
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168.

Th e Fair Debt Collection Practices Act ("FDCPA"), 15 U.S .C. §§ 1692a et

seq., prohibits debt collectors from "engag[ing] in any conduct the natural consequence
of which is to h arass, oppress, or abuse any person in connection with the collection of a
debt." 15 U.S.C. § 1692d.
I69.

The FDCPA's definition of "debt collector" includes any perso n "wh o

regularly collects or attempts to collect, directly or indirectly, debts owed or due or
asserted to be owed or due another." 15 U.S.C. § 1692a.
170.

Under the second iteration of the Genesis loan program, from in or about

August 2011 through at least 2013, Company B purchased the loans from the originator
a nd sold those loans that became more than 90 days past-due to Corinthian.
171.

Corinthian attempted to collect Company B's debts even before Corinthian

was obligated to, or did, purchase those loans from Company B.
172.

Because it collected debt of another creditor, Company B, or debt that it

purchased in default, Corinthian is a "debt collector" within the m eaning of the FDCPA.
173.

Corinthian's collection practices included pulling s tudents o ut of class,

preventing students from attending class, preventing students from registering for class,
blocking students' computer access through school computers, and preventing students
from obtaining course materials.
174.

The natural and intended conseque nce of these practices was to h arass,

oppress, and abuse students in connection with the collection of debts owed to Company
B or to Corinthian.
175.

Therefore, Corinthian's collection practices violated the FDCPA, 15 U.S.C.

§ 1692d.
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COUNT IV
CORINTHIAN'S DEBT COLLECTION PRACTICES
VIOLATED SECTION 805 OF THE FDCPA
176.

The allegations set forth in paragraphs 1 through 149 are incorporated

here by reference.
177.

Section 805 of the FDCPA, 15 U .S.C. § 1692c, governs communications in

connection with debt collection. Section 805(a) prohibits, without the prior consent of
the consumer or the express permission of a court of competent jurisdiction, debt
collectors from communicating with a consumer in connection with the collection of any
debt at any unusual time or place or a time or place known or which should be known to
be inconvenient to the consumer. 15 U.S.C. § 1692c(a)(l).
178.

In connection with the collection of debts, Corinthian communicated with

student consumers during class time. Corinthian knew interrupting class could
jeopardize the student' s academic performance and disrupt the learning environment,
thus inconveniencing the student, and did so without the student consumer's prior
consent, in violation of Section 805(a)(l) of the FDCPA, 15 U.S.C. § 1692c(a)(l).

COUNTV
CORINTHIAN'S DEBT COLLECTION PRACTICES
VIOLATED SECTION 805 OF THE FDCPA
179.

The allegations set forth in paragraphs 1 through 149 are incorporated

here by reference.
180.

Section 805(b) of the FDCPA prohibits, without the prior consent of the

consumer or the express p ermission of a court of competent jurisdiction, debt collectors
from communicating with a consumer in connection with the collection of any debt,
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with any person other than a consumer, his attorney, a consumer reporting agency if
otherwise permitted by law, the creditor, the attorney of the creditor, or the attorney of
the debt collector.
181.

Students and employees observed Corinthian's aggressive collection

efforts of preventing students from attending class, pulling students from class, and
blocking their computer access, and were aware these efforts were used to collect other
students' past-due loan payments. Corinthian's collections efforts disclosed the
existence of debts to instructors, classmates and other third parties in violation of
Section 805(b) of the FDCPA, 15 U.S.C. § 1692c(b).
182.

Therefore, Corinthian's collection practices violated section 805 of the

FDCPA, 15 U.S.C. § 1692c.

PRAYER FOR RELIEF
Wherefore, the Bureau, pursuant to Sections 1054 and 1055 of the CFPA,
12 U.S.C. §§ 5564 and 5565, and the Court's power to grant legal or equitable relief,
requests that the Court:
a. permanently enjoin Corinthian from committing future violations of the
CFPA and the FDCPA;
b. declare that Corinthian engaged in deceptive conduct that induced its
students to take out private student loans;
c. order Corinthian to pay restitution to consumers harmed by their unlawful
conduct;
d. order Corinthian to pay damages to consumers harmed by their unlawful
conduct;
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e. order Corinthian to disgorge all ill-gotten profits;
f.

order the rescission of all Genesis and EducationPlus loans originated since
July 21, 2011;

g. impose civil money penalties against Corinthian;
h. order Corinthian to pay the Bureau's costs incurred in connection with
bringing this action; and
1.

award such other and additional relief as the Court may determine to be just
and proper.
Respectfully submitted,

Dated: September 16, 2014

Anthony Alexis (DC Bar #384545)
Acting Enforcement Director
Ori Lev (DC Bar #452565)
Deputy Enforcement Director
Laurel Loomis Rimon (CA Bar #166148)
Assistant Deputy Enforcement
Director

I sl Rina Tucker Harris
Rina Tucker Harris (DC Bar #444550)
Jonathan B. Engel (MA Bar #664518)
Chandana Kolavala (CA Bar #268355)
Enforcement Attorneys
Consumer Financial Protection Bureau
1700 G Street, NW
Washington, DC 20552
Telephone: (202) 435-9196
Facsimile: (202) 435-7329
E-mail: RinaTucker.harris@cfpb.gov
Thomas Ward (IL Bar# 6291011)
Consumer Financial Protection Bureau
230 South Dearborn Street
Chicago, IL 60604
Telephone: (3 12) 610-8966
Facsimile: (312) 610-8971
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Case: 1:14-cv-07194 Document #: 1 Filed : 09/16/14 Page 39 of 39 PagelD #:39

E-mail: Th omas.Ward@cfpb.gov

Attorneys for the Consumer Financial
Protection Bureau
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From:

Sent:
To:

CC:

Subject:
Attachments:

Quentin Dean <EXCHANGELABS/EXCHANGE ADMINISTRATIVE GROUP
(FYDIBOHF23SPDL T)/RECIPIENTS/A57FC35FDB2B409982AEED3C044ED95
D-QDEAN>
2/7/2014 5:10:44 PM -0500
Albert C. Gray <Exchangelabs/Exchange Administrative Group
(FYDIBOH F23SPDLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e0-agray>;
Joseph Gurubatham <Exchangel abs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/2839eec7707f4128a4de87103ed162f4JGurubatham>
Anthony Bieda <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDL T)/Recipients/3625966aa21b477ea17337561576fd9fABieda>
RE: CCi Placement Issues
COCO_ News_2014_2_5_ Corinthian_Colleges '.pdf

Al and Joseph:

FYI, further to the inquiry into CCi by Senator Durbin, please find attached a press
release from CCi, released on Feb. 5, 2014, regarding their financial results for the
second quarter ending December 31 2013. In the press release CCi provides a
regulatory update and discloses the fol lowing information about the letter they
received from the Department of Education:

Department of Education - In January 2014, the Company received a letter from the Department of
Education (ED) regarding

several matters. The letter indicated that ED had provisionally approved several of the Company's
institutions due for
recertification and approved a merger of institutions (OPEIDs) in Florida. However, ED denied many
of the Company's pending
new program applications and mandated that all of the Company's institutions request and receive
ED's prior approval for any
new locations and programs. ED also requested additional information from the Company for the
purpose of ascertaining that
the Company and its institutions have the administrative capability to comply with Title IV
requirements. The letter stated that ED
is taking the above-referenced actions as a result of concerns about on-going government
investigations of the Company and
certain instances when the Company had "admitted falsifying" placement, attendance and/or grade
information. The Company
disputes ED's characterization that the Company admitted wrongdoing, but plans to cooperate with
ED in its review. The
Company believes ED is referencing isolated instances over a four-year period when the Company
detected erroneous
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information, took corrective action and reported its findings to regulatory authorities.

Quentin

Quentin Dean

Senior Regulatory Affairs Coordinator
Accrediting Council for Independent Colleges and Schools

750 First Street, NE I Suite 980 I Washington, DC 20002
www.acics.org I 202.336.6782 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits
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CONFIDENTIALITY

◊TICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privileged in some way. Distribution or copying of this communication or the
information contained herein is nol ex pressly authorized. ACICS reserves the rig ht to d isclose th is communication as required
by law without the consent of the persons or entities to which this communication is addressed.

From: Anthony Bieda
Sent: Monday, February 03, 2014 3:25 PM
To: Quentin Dean
Cc: Albert C. Gray
Subject: FW: CCi Placement Issues

Dear Quentin:
Could you put this on letterhead for Al's signature (wet or electronic) and send me a
scanned version so that I can get it to Durbin's office? Thanks!

Anthony S. Bieda
Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools
750 First Street, NE I Suite 980 I Washington, DC 20002
www.acics.org 1202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits
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CONFIDENTIA LITY NOTICE:

This communication is only
intended for the persons or
entities to which it is addressed
or copied and may contain
infonnation that is confidential
and/or privileged in some way.
Distribution or copying of this
communication or the
infonnatio n contained herein is
not expressly authorized.
ACI CS reserves the right to
disclose this communication as
required by law without the
consent of the persons or
entities to which this
communication is addressed.
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From: Albert C. Gray
Sent: Monday, February 03, 2014 3:00 PM
To: Anthony Bieda
Subject: RE: CCi Placement Issues

The letter looks fine. Thank you.

From: Anthony Bieda
Sent: Monday, February 03, 2014 1:36 PM
To: Albert C. Gray
Subject: RE: CCi Placement Issues

With you revis ions inc lude d ...

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE I Suite 980 I Washington, DC 20002
www.acics.org I 202.336.678 1 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaceredits
Like us on Facebook - http://facebook.com/acicsaccredits

CONFIDENTIA LITY NOTICE:

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _This communication is o nly
intended for the persons or entities to which it is addressed or copied and may contain information that is confidential and/or
privileged in some way. Distribution or copying of this communication or the infonnation contained herein is not expressly
authorized. ACICS reserves the right to disclose this communication as required by law without the consent of the persons or
entities to which this communication is addressed.
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From: Albert C. Gray
Sent: Friday, January 31, 2014 4:41 PM
To: Anthony Bieda
Subject: RE: CO Placement Issues

Since the Council is going to have the employer incentives discussion at the policy
meeting the remuneration prohibition statement on the attestation form instruction
sheet may not stand, and it didn't exist at the t ime of the Everest agreements. Also
it was never authorized by Council, it just appeared during the PVP work-up. So I
don't th ink we should make that a major point with Durbin. Possibly we should
emphasize the "continuing and sustainable" requ irement under our placement
definition. The fact that new hires have been released after 30 days or less seems
to be a major concern.

From: Anthony Bieda
Sent: Friday, January 31, 2014 3:58 PM
To: Albert C. Gray
Subject: FW: CO Placement Issues

Because the Durbin letter went to you, the response requested by his staffer - Brad
Middleton (below) - should come from you.
Let me know your edits and we will finalize and deliver it on Capitol Hill.

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE I Suite 980 I Washington, DC 20002
www.acics.org 1202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.eom/aciesaccredits
Like us on Facebook - http://facebook.com/acicsaccredits
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CONFIDENTIA LITY NOTICE:

This communication is only
intended for the persons or
entities to which it is addressed
or copied and may contain
infonnation that is confidential
and/or privileged in some way.
Distribution or copying of this
communication or the
infonnatio n contained herein is
not expressly authorized.
ACI CS reserves the right to
disclose this communication as
required by law without the
consent of the persons or
entities to which this
communication is addressed.

From: Middleton, Brad
(Durbin)
[ mailto:Brad Middleton
@durbin.senate.gov]
Sent: Monday, January 27, 2014 5:53 PM

To: Anthony Bieda
Subject: RE: CCi Placement Issues
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Many thanks

From: Anthony Bieda (mailto:ABieda@acics.org1
Sent: Monday, January 27, 2014 4:20 PM
To: Middleton, Brad (Durbin)
Subject: RE: CCi Placement Issues

Of course. We will prepare one promptly.

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE I Suite 980 I Washington, DC 20002
www.acics.org I 202.336.678 1 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits
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CONFIDENTIA LITY NOTICE:

This communication is only
intended for the persons or
entities to which it is addressed
or copied and may contain
infonnation that is confidential
and/or privileged in some way.
Distribution or copying of this
communication or the
infonnatio n contained herein is
not expressly authorized.
ACI CS reserves the right to
disclose this communication as
required by law without the
consent of the persons or
entities to which this
communication is addressed.
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From: Middleton, Brad (Durbin) [mailto:Brad Middleton@durbin.senate.gov]
Sent: Monday, January 27, 2014 4:07 PM
To: Anthony Bieda; Varela, Kate (Durbin)
Cc: Albert C. Gray
Subject: RE: CCi Placement Issues

Anthony - would it be possible to receive a formal response to the Senator's letter?

From: Anthony Bieda [mailto:ABieda@acics.org1
Sent: Friday, January 10, 2014 12:01 PM
To: Middleton, Brad (Durbin); Varela, Kate (Durbin)
Cc: Albert C. Gray
Subject: CCi Placement Issues

Dear Brad and Kate:
We appreciate the courtesy of your time and attention during our meeting
yesterday; we understand the Senator's concern with this issue and will keep your
office informed of the progress of our adverse inquiry.
To summarize our discussion:
Below are the new, more robust definitions of "placement" used by ACICS to
evaluate placement events reported by member institutions. Please let me know if
you have questions about how these requirements are applied to individual
graduates/completers and institutions.
Letter of response from CCi to Sen. Durbin. Your office should be hearing from Paul
DeGiusti, CCi's Washington-based liaison, to provide a copy of the letter we
discussed.
Audit of Everest site team reports. We are reviewing the team reports for all
Everest campuses accredited by ACICS for the past three years to determine how
frequently issues were cited regarding veracity of placements; once that review is
completed, I will be in touch .
Process for reviewing responses to adverse from CCi: We will notify you when our
next inquiry letter is conveyed to CCi and the timeframe for their response; it will
provide CCi sufficient advance notice to prepare a response for review by the
Accrediting Council in April.
After Council reviews the CCi response and determines what actions to take, your
office will receive a follow-up communique summarizing the action.
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Please let me know if you need more information at this time.
Regards,

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE I Suite 980 I Washington, DC 20002
www.acics.org I 202.336.678 1 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook .com/acicsaccredi ts

CONFIDENTIA LITY NOTICE:

This communication is only
intended for the persons or
entities to which it is addressed
or copied and may contain
information that is confidential
and/or privi leged in some way.
Distribution or copying of this
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communicalion or lhe informalion conlained herein is nol expressly aulhorized. ACICS reserves lhe right lo disclose lhis
communication as required by law without the consent of the persons or entities to which this communication is addressed.

Source: January 2013 Memo t o t he Fie ld, available online at
ACICS.org > Council Actions> Memorandum to the Field

PLACEMENT DEFINITIONS

Based upon a review of member comments, the Council made changes to
the proposed definitions for placement. Additions are underlined and
deletions are struck out in these definitions, which were approved as
final.
1. Relation to Program of Study :

Definition of Placement - The position is either included on the list of job
t itles published by the institution for which the program prepares
students, and it requires the use of the skills learned in the student's
program as a predominant component of the job, or the
student attests to the benefit of the training received as a catalyst in
obtaining or maintaining the position .
This definition of placement is intended to replace both the In-field and
Related-Field placement definitions, since this distinction is not used in
calculating placement rates. In 2013, the categories for question #11 on
the program form would include:
l l a Placed
llb Employed, not placed (used to be called "placed, out of field")
llc Not ava ilable for placement due to pregnancy, death or other health related situations
lld Not available for placement due to continuing education
lle Not available for placement due to active military service
1 lf International students not available due to visa restrictions
llg Enrolled in a stand-alone English as a Second Language {ESL)
program
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llh Not ava ilable for placement due to incarceration
lli Not working

2. Length of Employment: For graduates placed in traditional jobs, the
intention is that employment will be continuing and/or sustainable.
3. Non-Traditional Employment: Nont raditional employment includes
self-employment, contract work, temporary employment, temporary
employment agency work and international students in paid practical
training . Documentation for self-employment, contract work, temporary
employment and temporary employment agency work must may include
business licenses, lists of clients or contracts, statements or attestations
from graduates that such work meets their employment goals or was
disclosed as employment for which the program prepares students.
Business cards and stationary by themselves are not sufficient
documentation.
4. Payment: Acceptable placements must involve paid employment.
Internships or volunteer work are not acceptable, but international
students in paid practica l training are acceptable as placement.
5. Evidence of placement requirements:
New Placement: I f a placement involves a new job or promotion to a new
position, evidence of the placement in the form of statements made or
signed by employers or graduates is required .
Possible Promotion: If the graduate is already employed in a field and
completes a program because the credential is required for possible
future promotion, documentation should include an attestation by the
graduate or a copy of the company policy regarding the credential.

6. Other Professional Development: If graduates are already
employed in a field and complete a program to improve their job skills,
documentation should include an attestation of this goal by the graduate
or a copy of the company policy regarding professional development
requirements for maintaining a job, for a change or potential change in
job duties, compensation, or title, and/or for professiona l enhancement.
7. Waivers for Grads/Completers not available for placement:
Current requirements would be retained for documentation that
graduates are unavailable for placement due to (1) pregnancy, death or
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other health-related situations, (2) continuing education, (3) active
military service, ( 4) visa restrictions for international students, (5)
enrolled in a stand- alone ESL program, or (6) incarceration.

ED00016448

CL_Review002362

W'."CCi
iiii

CO RTNTIIJAN
COLLEGE . IN C

February 5, 2014

Corinthian Colleges Reports FY 14 Second Quarter Results
SANTA ANA, Calif., Feb. 5, 2014 (GLOBE NEWSWIRE) -- Corinthian Colleges,lnc. (Nasdaq:COCO) reported financial results
today for the second quarter ended December 31, 2013. The results for the quarter were above the Company's previous
guidance range for diluted earnings per share, and fell below guidance for new student enrollment and revenue. (Guidance is
for continuing operations only and excludes impairment, facility closing and severance charges. In the second quarter the
Company recorded $1.9 million in severance charges.)
"During the second quarter we continued to focus on student outcomes and initiatives to improve operational efficiency," said
Jack Massimino, Corinthian's chairman and chief executive officer. "Student retention trends are stable-to-improving , and
graduate placement trends are tracking closely with last year for the majority of programs. In operations, we further reduced our
expense structure to align with our current and anticipated student population."
"New student enrollment remains challenging, reflecting general market conditions as well as internal factors," Massimino said.
"Our total new student enrollment declined more than expected in the second quarter compared with the same quarter last year,
primarily driven by a higher-than-expected decline in new online students," Massimino said.
"To help strengthen enrollment processes for online programs, we implemented new workforce management technology and
made numerous other business process improvements. We continue to implement a new academic model for online students,
and it has already begun to improve student engagement and retention. In addition, we are in the process of optimizing
marketing and admissions expenditures to reflect current online student population trends. This initiative is expected to further
reduce new enrollments in our online programs in the second half of the fiscal year, but we believe the reduction in revenue will
be more than offset by cost savings.
"During the second quarter we completed the transition to an in-house system for certain lead-management functions, and we
are seeing a gradual improvement in the timeliness of prospective student inquiries delivered to our ground and online
programs. When the full benefits of the in-house system are realized, we believe it will be more efficient and effective than the
outside vendor used previously.
"In the third quarter we expect total new enrollments to decline, primarily due to reductions in marketing and admissions
expenditures for online programs and general market conditions," Massimino said. "In the ground schools, we expect new
enrollment growth to be flat."
Comparing the second quarter of fiscal 2014 with the same quarter of the prior year: (Note: results are for continuing
operations only, and exclude impairment, facility closing and severance charges unless otherwise stated .)
• Net revenue was $369.9 million versus $406.1 million, a decrease of 8.9%.
• Total student population at December 31 , 2013 was 77,584 versus 87,250 at December 31 , 2012, a decrease of 11.1%.
• New student enrollments totaled 19,760 versus 23,074, a decrease of 14.4%.
• Operating income was $14.1 million, compared with operating income of $17.8 million, which excludes $1.9 million in
severance charges in 02 14.
• Income from continuing operations (after tax) was $4.6 million, compared with income from continuing operations of $6.6
million, excluding severance charges in 02 14.
• Net income was $0.2 million, which includes a $1 .1 million severance charge, and a loss from discontinued operations of
$3.3 million, compared with a net loss of $0.1 million, which included a loss from discontinued operations of $6.6 million.
• Earnings per share from continuing operations were $0.05, versus diluted earnings per share of $0.08, excluding a
severance charge of $0.01 per share in 02 14.
Financial Review
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Impairment, facility closing and severance charges - During 02 14 we recorded a charge of $1 .9 million. The charge was
primarily related to severance expenses associated with workforce reductions.
Educational services expenses were 60.0% of revenue in 02 14 versus 60.6% in 02 13. The decrease was primarily due to
a decrease in bad debt and compensation, partially offset by lower facility utilization. Bad debt was 3.6% of revenue in 02 14
versus 4.2% of revenue in 02 13.
Marketing and admissi ons expenses were 27.0% of revenue in 02 14 versus 24.6% in 02 13. The increase is primarily due
to incremental costs associated with bringing certain lead management services in-house and lower conversion rates.
General and administrative expenses were 9.3% of revenue in 02 14 versus 10.4% in 02 13. The decrease was primarily
due to continued cost savings measures.
The operating margin was 3.8% in 02 14 versus 4.4% in 02 13, excluding severance charges in 02 14.

Cash and cash equivalents totaled $32.8 million at December 31, 2013, compared with $46.6 million at June 30, 2013.
Debt and capital leases (including current portion) totaled $76.6 million at December 31, 2013, compared with $139.1 million
at June 30, 2013 .
Cash flow from operating activities was $74.0 million in the first half of FY 14, versus $102.1 million in the same period of
the prior year. The decrease is primarily due to a decrease in income before depreciation and amortization and a decrease in
cash provided by working capital.
Capital expenditures were $25.8 million in the first half of FY 14, versus $18.1 million in the same period last year.
Regulatory Update

Multi-state AG Inquiry - As previously reported in a Form 8-K, the Company was notified by the Iowa Attorney General's office
that it is leading an investigation by thirteen Attorneys General into the Company's business practices. The Company has
received Civil Investigative Demands ("CIDs") from most of those states that are substantially similar. The Iowa Attorney
General's office indicated that it will be the primary point of contact with the Company on behalf of all of the states involved in
the investigation. The CIDs seek documents and answers to interrogatories related to the students recruited from the various
states; organizational information; tuition , loan and scholarship information; lead generation activities; enrollment qualifications
for students ; complaints ; accreditation; completion and placement statistics; graduate certification and licensing results; and
student lending activities, among other matters. The Company is aware that three other companies in the for-profit education
sector have received similar CIDs. The Company intends to cooperate with the investigation.
Department of Education - In January 2014, the Company received a letter from the Department of Education (ED) regarding
several matters. The letter indicated that ED had provisionally approved several of the Company's institutions due for
recertification and approved a merger of institutions (OPEIDs) in Florida. However, ED denied many of the Company's pending
new program applications and mandated that all of the Company's institutions request and receive ED's prior approval for any
new locations and programs. ED also requested additional information from the Company for the purpose of ascertaining that
the Company and its institutions have the administrative capability to comply with Title IV requirements. The letter stated that ED
is taking the above-referenced actions as a result of concerns about on-going government investigations of the Company and
certain instances when the Company had "admitted falsifying" placement, attendance and/or grade information. The Company
disputes ED's characterization that the Company admitted wrongdoing, but plans to cooperate with ED in its review. The
Company believes ED is referencing isolated instances over a four-year period when the Company detected erroneous
information, took corrective action and reported its findings to regulatory authorities.
CFPB - As previously reported in an 8-K, the company received a "Notice and Opportunity to Respond and Advise" (NORA)
letter from the Consumer Financial Protection Bureau (CFPB) in December 2013. The NORA letter states that the CFPB Office
of Enforcement is "considering recommending" that the CFPB take legal action against the Company. If such action is brought,
the Office of Enforcement expects to allege that the Company violated the Consumer Financial Protection Act of 2010, 12
U.S.C. §5536, as it relates to the student lending programs offered to Corinthian students. The NORA process allows the
company to submit a written statement setting forth any reasons of law or policy why the Company believes the CFPB should
not take legal action against it. The Company submitted its response to the NORA letter on January 13, 2014. We continue to
believe that our acts and practices relating to student loans are lawful. A fact sheet relating to the Company's lending program
can be found on the company website at http://investors.cci.edu.

California Attorney General Complaint - As previously disclosed in a Report on Form 8-K, on October 10, 2013 the
California Attorney General (CAG) filed a civil complaint against the company. The Company is vigorously defending itself
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against this lawsuit, and filed its response to the CAG's allegations in the San Francisco Superior Court of California on
November 12, 2013. A copy of the court filing and a summary can be found on the company website at http://investors.cci.edu.
Student Lending Update

Over the past several quarters, we have been taking steps to reduce our reliance on third-party gap financing, which is
currently used by approximately 40% of our students. Toward that end, we are expanding the use of short-term, cash pay
programs in our ground schools and we have developed a price reduction plan for select programs and markets. In addition, we
have been in discussions with ASFG, LLC ("ASFG", which has since been renamed Campus Student Funding, LLC), our thirdparty student lender, to structure a new non-recourse lending program. We have been unable to reach agreement with ASFG
on terms acceptable to both parties, and ASFG has indicated that it intends to stop funding loans for our students under the
current program. We have begun to solicit other prospective lenders through a request-for-proposal (RFP) process, and to
date three potential lenders have expressed interest in receiving the RFP, including ASFG. Once ASFG stops funding loans for
our students under the current program, we plan to reinstitute our company-financed Genesis loan program until a replacement
program can be implemented. We expect the RFP process to take 60-90 days.
Guidance

The following guidance is for continuing operations and excludes any one-time charges.

Time Period

0 3 14

Revenue

------

Diluted EPS

$350 - $360 million $0.04 - $0.06

FY 14

n/a

$0.10 -$0.12

Total New Student
Growth

(9)% - (11)%
n/a

Conference Call Toda y

We will host a conference call today at 12:00 pm Eastern Time, to discuss second quarter results. The call will be open to all
interested investors through a live audio web cast at www.cci.edu (Investors/ Events & Presentations.) The call will be archived
on www.cci.edu after the call. A telephonic playback of the conference call will also be available through February 12, 2014. The
playback can be reached by dialing (800) 585-8367 and using passcode 31059952.
About Corinthian

Corinthian is one of the largest post-secondary education companies in North America. Our mission is to change students' lives.
We offer diploma and degree programs that prepare students for careers in demand or for advancement in their chosen fields.
Our program areas include health care, business, criminal justice, transportation technology and maintenance, construction
trades and information technology. We have 107 Everest, Heald and Wyo Tech campuses, and also offer degrees online. For
more information, go to http://www.cci.edu.
Certain statements in this press release may be deemed to be forward-looking statements under the Private Securities
Litigation Reform Act of 1995. The company intends that all such statements be subject to the "safe-harbor" provisions of that
Act. Such statements include, but are not limited to, those regarding our initiatives to improve performance of our online
programs, including the optimization of marketing and admissions expenditures; our expectation regarding our new in-house
system for certain lead management services; our ability to align expenses with our current and anticipated student population;
our ability to find a new third-party lender{s] to provide gap financing for our students; and the statements under the heading
"Guidance" above. Many factors may cause the company's actual results to differ materially from those discussed in any such
forward-looking statements or elsewhere, including: the company's effectiveness in its regulatory and accreditation compliance
efforts; the outcome of ongoing reviews and inquiries by accrediting, state and federal agencies, including ED, various attorneys
general, and the CFPB; the outcome of pending litigation against the company, including the civil complaint filed by the
California Attorney General; the CFPB's determination regarding enforcement action against the company; risks associated with
variability in the expense and effectiveness of the company's advertising and promotional efforts; increased competition;
changes in general macroeconomic and market conditions (including credit and labor market conditions, the unemployment
rate, and the rates of change of each such item); and the other risks and uncertainties described in the company's filings with
the U.S. Securities and Exchange Commission. The historical results achieved by the company are not necessarily indicative of
its future prospects. The company undertakes no obligation to publicly update or revise any forward-looking statements,
whether as a result of new information, future events or otherwise.
Corinthian Colleges, Inc.
(In thousands, except per sha re data)
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Consolidated Statements of Operations (Unaudited)
For the three months ended For the six months ended
December 31,
2013

Net revenues

December 31,

2012

2013

2012

$369,905

$406,070

$734,863

$808,107

Operating expenses:
Educational services

221 ,880

245,981

448,978

489,372

General and administrative

34,232

42,284

76,603

85,233

Marketing and admissions

99,704

99,960

200,904

197,666

5,516

760

Impairment, facility closing, and severance charges
Total operating expenses

Income from operations

1,862
357,678

388,225

732,00 1

773,031

12,227

17,845

2,862

35,076

Interest income

111

158

22 1

355

Interest expense

(654)

(1,213)

(2,460)

(2,505)

(5,806)

(6,163)

(11,843)

(10,407)

Pre-tax income (loss) from continuing operations

5,878

10,627

(11,220)

22,519

Provision (benefit) for income taxes

2,367

4,070

(4,628)

8,654

Income (loss) from continuing operations

3,511

6,557

(6,592)

13,865

(3,319)

Other expense, net

(6,625)

(8,170)

(12,354)

$192

$ (68)

$ (14,762)

$ 1,511

Income (loss) from continuing operations

$ 0.04

$ 0.08

$ (0.08)

$ 0.16

Loss from discontinued operations

(0.04)

(0.08)

(0.09)

(0.14)

$ --

$ --

$ (0.17)

$ 0.02

Income (loss) from continuing operations

$ 0.04

$ 0.08

$ (0.08)

$ 0.16

Loss from discontinued operations

(0.04)

(0.08)

(0.09)

(0.14)

$ --

$ --

$ (0.17)

$ 0.02

Basic

87,135

85,797

86,863

85,641

Diluted

88,162

86,548

86,863

86,363

Loss from discontinued operations, net of tax
Net income (loss)

Income (loss) per common share -- Basic:

Net (loss) income

Income (loss) per common share -- Diluted:

Net (loss) income

Weighted average number of common shares outstanding:

Cash and cash equivalents
Receivables, net (including long term notes receivable)
Current assets
Total assets
Current liabilities

December 31,

June 30,

2013

2013

$32,823

$46,596

$150,174

$167,141

$236,245

$288,604

$ 1,003,586 $1,028,745
$299,466
ED00016452
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Total debt and capital leases

$ 76,574

$139,085

Total liabilities

$445,080

$457,903

Total stockholders equity

$ 558,506

$ 570,842

CONTACT : I nve stors :
Anna Mari e Du nlap
SVP I nvestor Re lations
714-424 - 2678

Med ia :
Kent J enki ns
VP Pub lic Affairs Commu n i cations
2 02-682-9494
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From:

Sent:
To:

Subject:

Anthony Bieda <EXCHANGELABS/EXCHANGE ADMINISTRATIVE GROUP
(FYDIBOHF23SPDLT)/RECIPIENTS/3625966M218477EA17337561576FD9
F-ABIEDA>
4/30/2015 2:00:41 PM -0400
Ian Harazduk <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/653bda8a64144114820bfcbf53b7514e1Harazduk>; Albert C. Gray <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e0agray>; Joseph Gurubatham <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/2839eec7707f4128a4de87103ed 162f4JGurubatham>; Susan Greer <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/c539aa149ae54c71a8d2bc2d86525db6sgreer>
RE: Corinthian - Withdrawal by Suspension

I get all that but. .. when we began moving t oward revocation of schools in TX, it was
another CHEA accreditor (OT) that appealed to the THECB and ACICS not to pull the
plug before their OT students in their last semester were provided for.
I'm suggesting phone calls to BPPE and Title IV in real t ime so that we don't have to
retract the w ithdrawal letter 11 days from now.

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Faccbook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privileged in some way . Distribution or copy ing of this communication or the
information contained here in is not express ly authorized. ACIC S reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.

From: I an Harazduk
Sent: Thursday, April 30, 2015 1:55 PM
To: Anthony Bieda; Albert C. Gray; Joseph Gurubatham; Susan Greer
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Subject: RE: Corinthian - Withdrawal by Suspension

Tony,

We could check to find out if they had that information (I'm not sure if they do).
However, the institution since the closure has made no effort to inform us in anyway
about the activities at their campus or the students remaining. I certainly don't want
to hurt the students at the campuses, but it does not appear that there would be
anyone at Corinthian to oversee the education of these students if we held off on the
revocation. The more plausible situation that seems to unfolding for the students
that have almost graduated is that we waive the 25% transfer rule and allow them
to graduate with a credential from the transfer institution. We now have two cases
of our campuses being interested in this situation: Sumner College and Bristol
University.

Plus for this summary suspension, we gave them two days to tell us anything about
what's going on-so I'm not sure we can wait to take an action when we have
evidence that they're closed and when they are not responding to our request.

Ia n Harazduk

Manager, Compliance
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6795 - p 202.842.2593 - f

From: Anthony Bieda
Sent: Thursday, April 30, 2015 1:45 PM
To: Albert C. Gray; Ian Harazduk; Joseph Gurubatham; Susan Greer
Subject: RE: Corinthian - Withdrawal by Suspension

Notwithstanding CCi's silence, and before we order a final withdrawal, would Title IV
or BPPE be able to tell us how many students are enrolled that are supposed to
graduate this semester who are in danger of completing with a credentials from an
unaccredited institution?
Other than that...

Anthony S. Bieda
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Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
infonnation that is confidential and/or privileged in some way. Distribution or copying of this communication or the
information contained herein is not expressly authorized. ACICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.

From: Albert C. Gray
Sent: Thursday, April 30, 2015 1:03 PM
To: Ian Harazduk; Joseph Gurubatham; Susan Greer; Anthony Bieda
Subject: RE: Corinthian - Withdrawal by Suspension

Ian,

Thank you for drafting the letter. It looks fine; I have no comments or edits.

Al

From: Ian Harazduk
Sent: Thursday, April 30, 2015 12:30 PM
To: Albert C. Gray; Joseph Gurubatham; Susan Greer; Anthony Bieda
Subject: Corinthian - Withdrawal by Suspension

All,

I have drafted up the Withdrawal by (summary) Suspension notice for the Corinthian
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schools. This letter has simi lar information as the "Request for Information" sent on
Monday; however, in this letter, we are technically withdrawing the campuses by
suspension and giving them 10 days to petition this action. This letter will also be
copied to the DOE, Title IV, and States.

Let me know if you have any questions/edits on the letter- otherwise I'll have it
prepared for Al's signature.

Ian Harazduk

Manager, Compliance
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6795 - p 202.842.2593 - f

VEGAS
2015
THE ACICS ANNUAL CONFERENCE AND BUSINESS MEETING
May 27 - 29, 2015
Las Vegas, Nevada
REGISTER HERE Today!
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From:

Sent:
To:

Subject:

Ian Harazduk <EXCHANGELABS/EXCHANGE ADMINISTRATIVE GROUP
(FYDIBOHF23SPDLT)/RECIPIENTS/653BDA8A64144114820BFCBF53B7514E
-IHARAZDUK>
4/30/2015 1:55:19 PM -0400
Anthony Bieda <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/3625966aa21b477ea17337561576fd9fABieda>; Albert C. Gray <Exchangelabs/Exchange Administrative Group
(FYD IBOHF23SPDLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e0agray>; Joseph Gurubatham <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/2839eec7707f4128a4de87103ed 162f4JGurubatham>; Susan Greer <Exchangelabs/Exchange Administrative Group
(FYD IBOHF23SPDLT)/Recipients/c539aa 149ae54c71a8d2bc2d86525db6sgreer>
RE: Corinthian - Withdrawal by Suspension

Tony,

We could check to find out if they had that information (I'm not sure if t hey do) .
However, the institution since the closure has made no effort to inform us in anyway
about the activities at their campus or the st udents remaining. I certainly don't want
to hurt the students at the campuses, but it does not appear that there wou ld be
anyone at Corinthian to oversee the education of these students if we held off on the
revocation. The more plausible situation that seems to unfolding for the students
that have almost graduated is that we waive the 25% transfer rule and allow them
to graduate with a credential from the transfer institution. We now have two cases
of our campuses being interested in th is situation : Sumner College and Bristol
University.

Plus for this summary suspension, we gave them two days to tell us anything about
what's going on - so I'm not sure we can wait to take an action when we have
evidence that they're closed and when t hey are not responding to our request.

Ian Harazduk

Manager, Compliance
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 Washington, DC 20002
www.aeies.org 202.336.6795 - p 202.842.2593 - f

From: Ant hony Bieda

Sent: Thursday, April 30, 2015 1:45 PM
To: Albert C. Gray; Ian Harazduk; Joseph Gurubatham; Susan Greer
Subject: RE: Corinthian - Withdrawal by Suspension
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Notwithstanding CCi's silence, and before we order a final withdrawa l, would Title IV
or BPPE be able to tel l us how many students are enrolled that are supposed to
graduate this semester who are in danger of completing with a credentia ls from an
unaccredited institut ion?
Other than that...

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 Washington, DC 20002
www.acics.org 202.336.678 1 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
infonnation that is confidential and/or privi leged in some way. Distribution or copying of this communication or the
information contained herein is not expressly authorized. ACI CS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.

From: Albert C. Gray

Sent: Thursday, April 30, 2015 1:03 PM
To: Ian Harazduk; Joseph Gurubatham; Susan Greer; Anthony Bieda

Subject: RE: Corinthian - Withdrawal by Suspension

Ian,

Thank you for drafting the letter. It looks fine; I have no comments or edits.

Al
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From: Ian Harazduk

Sent: Thursday, April 30, 2015 12:30 PM
To: Albert C. Gray; Joseph Gurubatham; Susan Greer; Anthony Bieda
Subject: Corinthian - Withdrawal by Suspension

All,

I have drafted up the Withdrawal by (summary) Suspension notice for the Corinthian
schools. This letter has similar information as the "Request for Information" sent on
Monday; however, in this letter, we are technically withd rawing the campuses by
suspension and giving them 10 days to petition this action. This letter will also be
copied to the DOE, Title IV, and States.

Let me know if you have any questions/edits on the letter-otherwise I'll have it
prepared for Al's signature.

Ian Harazduk

Manager, Compliance
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 Washington, DC 20002
www.acics.org 202.336.6795 - p 202.842.2593 - f

VEGAS
2015
THE ACICS ANNUAL CONFERENCE AND BUSINESS MEETING
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May 27 - 29, 2015
Las Vegas, Nevada
REGISTER HERE Today!
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From:

Sent:
To:

Subject:

Anthony Bieda <EXCHANGELABS/EXCHANGE ADMINISTRATIVE GROUP
(FYDIBOHF23SPDLT)/RECIPIENTS/3625966M218477EA17337561576FD9
F-ABIEDA>
4/30/2015 1:44:38 PM -0400
Albert C. Gray <Exchangelabs/Exchange Administrative Group
(FYDIBOH F23S POLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e0ag ray>; Ian Harazduk <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/653bda8a64144114820bfcbf53b7514e1Harazduk>; Joseph Gurubatham <Exchangelabs/Exchange Administrative
Group
(FYDIBOHF23SPDLT)/Recipients/2839eec7707f4128a4de87103ed162f4JGurubatham>; Susan Greer <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/c539aa149ae54c71 a8d2bc2d86525db6sgreer>
RE: Corinthian - Withdrawal by Suspension

Notwithstanding CCi's silence, and before we order a final w ithdrawal, wou ld Title IV
or BPPE be able to tell us how m any students are enrolled that are supposed to
graduate this semester who a re in danger of completing with a credentials from an
unaccredited institution?
Other than that...

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain
information that is confidential and/or privileged in some way. Distribution or copying of this communication or the
information contained herein is not express ly authorized. A C ICS reserves the right to disclose this communication as required
by law without the consent of the persons or entities to which this communication is addressed.

From: Albert C. Gray
Sent: Thursday, April 30, 2015 1:03 PM
To: Ian Harazduk; Joseph Gurubatham; Susan Greer; Anthony Bieda
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Subject: RE: Corinthian - Withdrawal by Suspension

I an,

Thank you for drafting the letter. It looks fine; I have no comments or edits.

Al

From: Ian Harazduk
Sent: Thursday, April 30, 2015 12:30 PM
To: Albert C. Gray; Joseph Gurubatham; Susan Greer; Anthony Bieda
Subject: Corinthian - Withdrawal by Suspension

All,

I have drafted up the Withdrawal by (summary) Suspension notice for the Corinthian
schools. This letter has simi lar information as the "Request for Information" sent on
Monday; however, in this letter, we are technically withdrawing the campuses by
suspension and giving them 10 days to petition this action. This letter will also be
copied to the DOE, Title IV, and States.

Let me know if you have any questions/edits on the letter- otherwise I'll have it
prepared for Al's signature.

Ian Harazduk

Manager, Compliance
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6795 - p 202.842.2593 - f
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VEGAS
2015
THE ACICS ANNUAL CONFERENCE AND BUSINESS MEETING
May 27 - 29, 2015
Las Vegas, Nevada
REGISTER HERE Today!
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From:

Sent:
To:

Subject:

Ian Harazduk <EXCHANGELABS/EXCHANGE ADMINISTRATIVE GROUP
(FYDIBOHF23SPDLT)/RECIPIENTS/653BDA8A64144114820BFCBF53B7514E
-IHARAZDUK>
4/30/2015 1:30:34 PM -0400
Albert C. Gray <Exchangelabs/Exchange Administrative Group
(FYD IBOHF23SPDLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e0agray>
RE: Corinthian - Withdrawal by Suspension

Al,

I have placed the letter in the "I n" folder on the N :/d rive. It is down towards the
bottom.

Thanks.

Ian Harazduk

Manager, Compliance
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 Washington, DC 20002
www.acics.org 202.336.6795 - p 202.842.2593 - f

From: Albert C. Gray
Sent: Thursday, April 30, 2015 1:03 PM
To: Ian Harazduk; Joseph Gurubatham; Susan Greer; Anthony Bieda
Subject: RE: Corinthian - Withdrawal by Suspension

Ian,

Thank you for drafting the letter. It looks fine; I have no comments o r edits.

Al

From: Ian Harazduk

Sent: Thursday, April 30, 2015 12:30 PM
To: Albert C. Gray; Joseph Gurubatham; Susan Greer; Anthony Bieda
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Subject: Corinthian - Withdrawal by Suspension

All,

I have drafted up the Withdrawal by (summary) Suspension notice for the Corinthian
schools. This let ter has similar information as the "Request for I nformation" sent on
Monday; however, in this letter, we are t echnically withd rawing the campuses by
suspension and giving them 10 days to petition this action. This letter will also be
copied to the DOE, Title IV, and States.

Let me know if you have any questions/edits on the letter-otherwise I'll have it
prepared for Al's signature.

Ian Harazduk

Manager, Compliance
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 Washington, DC 20002
www.acics.org 202.336.6795 - p 202.842.2593 - f

VEGAS
2015
THE ACICS ANNUAL CONFERENCE AND BUSINESS MEETING

May 27 - 29, 2015
Las Vegas, Nevada
REGISTER HERE Today!
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From:

Sent:
To:

Subject:

Joseph Gurubatham <EXCHANGELABS/EXCHANGE ADMINISTRATIVE
GROUP
(FYDIBOHF23SPDLT)/RECIPIENTS/2839EEC7707F4128A4DE87103ED162F
4-JGURUBATHAM>
4/30/201512:37:28 PM -0400
Ian Harazduk <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/653bda8a641441 14820bfcbf53b7514e1Harazduk>; Albert C. Gray <Exchangelabs/Exchange Administrative Group
(FYDI BOH F23SPDLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e0agray>; Susan Greer <Exchangelabs/Exchange Administrative Group
(FYDI BOHF23SPDLT)/Recipients/c539aa149ae54c71 a8d2bc2d86525db6sgreer>; Anthony Bieda <Exchangelabs/Exchange Administrative Group
(FYDI BOHF23SPDLT)/Recipients/3625966aa21b477ea 17337561576fd9fABieda>
RE: Corinthian - Withdrawal by Suspension

Dear Ian:

I have no comments or edit s to the letter. T his is a standard template. T hanks.

Joseph

Joseph E. Gurubatham, Ed.D.
Executive Vice President, Accreditation and Institutional Development
Accrediting Council for Independent Colleges and Schools

750 First Street, NE I Suite 980 I Washington, DC 20002
www.acics.org I 202.336.6797 - p I 202.842.2593 - f

From: Ian Harazduk

Sent: Thursday, April 30, 2015 12:30 PM
To: Albert C. Gray; Joseph Gurubatham; Susan Greer; Anthony Bieda
Subject: Corinthian - Withdrawal by Suspension

All,

I have drafted up the Withdrawa l by (summary) Suspension notice for the Corinthian
schools. This letter has similar information as the "Request for Information" sent on
Monday; however, in this letter, we are technica lly withdrawing the campuses by
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suspension and giving them 10 days to petition this action. This letter will also be
copied to the DOE, Title IV, and States.

Let me know if you have any questions/edits on the letter- otherwise I'll have it
prepared for Al's signature.

Ian Harazduk

Manager, Compliance
Accrediting Council for Independent Colleges and Schools

750 First Street, NE I Suite 980 I Washington, DC 20002
www.acics.org I 202.336.6795 - p I 202.842.2593 - f

VEGAS
2015
THE ACICS ANNUAL CONFERENCE AND BUSINESS MEETING

May 27 - 29, 2015
Las Vegas, Nevada
REGISTER HERE Today!
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From:
Sent:
To:

CC:

Subject:
Attachments:

"Andrews, John" <JAndrews@cci.edu>
2/3/2015 12:43:50 PM -0500
Michale Mccomis <mccomis@accsc.org>; Albert C. Gray
<Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e
0-agray>
Christopher Lambert (clambert@accsc.org); Anthony Bieda
<Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/3625966aa21b477ea17337561576fd9
f-ABieda>
RE: Corinthian Colleges Filing of 8-K
Zenith Press Release.pdf; February 3, 2015 8-K.pdf

Gentlemen:

In addition to the 8-K that I just sent you, I wanted you to have a copy of the Press
Release that Zenith Education Group released this morning. It announces the
appointment of our new Interim President Troy Stovall and outlines many of the very
positive changes that Zenith will be making. We look forwa rd to setting up a time to
meet with each of you to outline our plan of action and to solicit your guidance and
counsel as we move forward in an exciting new direction.

John

Joftn 'W. .'Anarews
Vice President, Accreditation and Licensing
Zenith Education Group

5 Hutton Centre Drive, Suite 500
Santa Ana, California 92707
Office: (7 14) 825-79 I 8
Cell: (7 14) 791-8946
Fax: (7 14)427-5116

" Everything will be alright in the cnd ...so if it is not alright, it is not yet the end."
from " The Best Exotic Marigold Hotel"

From: Andrews, John
Sent: Tuesday, February 03, 2015 9:30 AM
To: 'Michale Mccomis'; 'Albert C. Gray'
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Subject: Corinthian Colleges Filing of 8-K

Dear Dr. Gray and Dr. Mccomis:

Attached you will find a copy of the 8-K that Corinthian Colleges filed this morning
regarding the closing of the transaction between Zenith Education Group/ECMC and
CCi.

As you may be aware, I will be transitioning to Zenith Education Group and will
continue to serve as Vice President of Accreditation and Licensing. I welcome the
opportunity for a new day.

I look forward to working closely with you and your staff as we begin this new
endeavor-- an endeavor that hopefully will include the establishment of a renewed
level of trust and confidence. I am strongly committed to t he new vision that Zenith
offers our students and communities.

Thanks for your continued support and counsel.

John

Jolin )\I. .'Anarews
Vice President, Accreditation and Licensing
Zenith Education Group
5 Hutton Centre Drive, Suite 500
Santa Ana, California 92707
Office: (7 14) 825-7918
Cell: (7 14) 79 1-8946
Fax: (7 14) 427-5116

"Everything will be alright in the end ... so if it is not alright, lt is not yet the end."
from "The Best Exotic Marigold Hotel"
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This e-mail and any files transmitted with it contains information from Corinthian Colleges, Inc.
that is confidential. Employees are reminded of their obligations regarding confidentiality and
trade secrets as stated in the Employee Handbook and CCi policies. If you are not the intended
recipient, you must not disseminate, distribute or copy this e-mail. We respectfully demand that
you notify the sender immediately by e-mail if you have received this e-mail in error and
permanently delete this e-mail from your system. If you are not the intended recipient, you are
notified that disclosing, copying, distributing or taking any action in reliance on the contents of this
information is strictly prohibited , will cause damage to CCi and may result in legal liability.
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, DC 20549

FORM8-K

CURRENT REPORT

Pursuant to Sec tion 13 or 15(d) of the Securities Exchange A ct of 1934

Date of Report (Date of earliest event reported): February 2, 2015

CORINTHIAN COLLEGES, INC.
(Exact name of Registrant as specified in its charter)

Delaware
(State or Other Jurisdiction
of Incorporation)

0-25283
(Commission File Number)

6 Hutton Centre Drive, Suite 400, Santa Ana, California
(Address of Principal Executive Offices)

33-0717312
(I.R.S. Employer
Identification Number)

92707
(Zip Code)

(714) 427-3000
(Registrant's telephone number, including area code)
NIA
(Former Name or Fom1er Address, if Changed Since Last Report)

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of
the following provisions:
□

Written communications pursuant to Rule 425 under the Securities Act ( 17 CFR 230.425)

□

Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)

□

Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))

□

Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))
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Item 1.01.

Entry Into a Material Definitive Agreement.

On February 2, 2015, in connection with the completion of the asset sale described below, Corinthian Colleges, Inc. (the "Company") entered
into a Transition Services Agreement (the "Transition Services Agreement") with Zenith Education Group, Inc., a nonprofit Delaware
corporation ("Purchaser"). Pursuant to the Transition Services Agreement, Purchaser has agreed to provide certain support services (the
"Transition Services") to the Company (and any future purchasers of the Company's post-secondary educational institutions) in order to allow
the Company (and any future purchasers of the Company's post-secondary educational institutions) to continue to operate the Company's postsecondary educational institutions that have not been purchased by Purchaser. Purchaser will provide the Transition Services for twelve months
with the option of month-to-month renewals thereafter (for up to six additional months total) with both parties' consent.
The Transition Services include: (1) cohort default prevention services, (2) student account services, (3) financial aid services, (4) information
management systems services, (5) information management systems migration, (6) certain finance services, (7) certain human resources
services, (8) certain administrative services, (9) accreditation and licensing services, and (10) certain other services, including records functions.
The Transition Services Agreement also provides for certain assistance by Purchaser in obtaining marketing and lead generation services for the
Company's post-secondary educational institutio ns that have not been purchased by Purchaser on the terms set forth in the Transition Services
Agreement, and the sharing of certain other expenses, including contract expenses and expenses relating to certain locations.
As consideration for the Transition Services, Purchaser will invoice the Company at Purchaser's actual cost plus (i) a markup of 5% for the first
six months and 10% for the next six months, plus an additional 1% for each one month renewal of the term of the Transition Services
Agreement, (ii) any bona fide increases in the cost of services from vendors, servicers, or partners, and (iii) reasonable out-of-pocket expenses
associated with delivery of the Transition Services. The Company must also fund and maintain certain advance accounts in order to support its
payment obligations under the Transition Services Agreement. Initially, the Company expects to incur approximately $3 million per month for
services provided by Purchaser under the Transition Services Agreement.
The Company may elect to opt out of receiving all or a portion of the Transition Services by providing at least 30 days if possible (but in all
cases not fewer than 15 business days) written notice to Purchaser, if and to the extent such portion of the Transition Services may be terminated
or segregated from the remaining Transition Services without undue expense or burden to Purchaser.
The Transition Services Agreement does not grant the Company any exclusive right to the Transition Services, and Purchaser may subcontract
any of its obligations under the Transition Services Agreement to third-party service providers. The Company and Purchaser each agree to
indemnify the other against certain claims or damages relating to the provision of the Transition Services.
The foregoing description of the Transition Services Agreement does not purport to be complete and is qualified in its entirety by reference to
the full text of the Transition Services Agreement.
Item 2.01.

Completion of Acquisition or Disposition of' Assets.

On February 2, 2015, the Company and various of the Company's direct and indirect subsidiaries (together with the Company, the "Sellers")
completed the previously-announced asset sale to Purchaser, whose sole member is ECMC Group, Inc., a nonprofit Delaware corporation
("ECMC"), pursuant to the Asset Purchase Agreement, dated November 19, 2014 (as amended, the " Purchase Agreement"), by and between
Purchaser, the Sellers, and ECMC, as a guarantor of Purchaser's obligations under the Purchase Agreement.
Pursuant to the tenns of the Purchase Agreement, Purchaser pur chased certain assets (the "Purchased Assets") used in the Everest Plus Business
(as such term is defined in the Purchase Agreement) and assumed certain liabilities (the "Assumed Liabilities") for total cash consideration of
$24 million, subject to certain closing adjustments, including for working capital and deferred revenue .
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Of the total purchase price, (1) $8 .0 million was placed in escrow in order to secure potential indemnification obligations of the Sellers to
Purchaser, (2) $0.5 million was placed in escrow in order to secure potential working capital adjustment obligations of the Sellers to Purchaser,
(3) $7.5 million was paid to the owner of certain private student loans, and (4) $4.5 million was paid to the U.S. Department of Education
("ED"). In addition, the purchase price was adjusted for an estimated working capital adjustment of $7.3 million and reduced by an estimated
deferred revenue adjustment of$ l0.8 million, both of which are subject to revision once the closing balance sheet is finalized. After g iving effect
to the payments and adjustments described in this paragraph, the net payment by Purchaser to the Company at the closing was $0.
The Purchased Assets include, subject to certain limitations, all of the Sellers' right, title and interest in and to all of the assets, properties, and
rights of the Sellers that are used in the operation of 53 of the Sellers' Everest and WyoTech campuses as well as Everest online programs.
Additionally, Purchaser has agreed to continue and conclude the teach-out process at the 12 schools that are in the process of being taught out
and closed pursuant to the Operating Agreement ("Operating Agreement") with ED that became effective on July 8, 2014. Three of the Sellers'
campuses, located in Rochester, New York and Phoenix and Mesa, Arizona, are anticipated to be acquired by Purchaser at a second closing
subject to receipt by the parties of the applicable pre-closing educational consents for those schools. Excluded from the Purchased Assets, among
other things, are the Everest and WyoTech schools operated by the Sellers in the state of California and the Everest schools operated by the
Sellers in Canada, as well as the Company's Heald College campuses.
The Assumed Liabilities include, subject to certain limitations, the current liabilities of the Sellers to the extent included in the working capital
adjustment referenced above, as well as obligations to be performed after the closing under leases and other contracts assumed by Purchaser.
Excluded from the Assumed Liabilities, among other things, are the Sellers' liabilities relating to private student loans, existing litigation, and
indebtedness.
The foregoing description of the acquisition does not purport to be complete and is qualified in its entirety by reference to, and should be read in
conjunction with, the complete text of the Purchase Agreement, including the related side letters and amendments, which are filed as Exhibits 2. l
through 2.5 hereto and incorporated herein by reference.
The Purchase Agreement, which has been included to provide investors with information regarding its terms and is not intended to provide any
other factual information about the Company, Purchaser, ECMC or the Sellers, contains representations and warranties of each of the Company,
Purchaser and the Sellers. The assertions embodied in those representations and wananties were made for purposes of the Purchase Agreement
and are subject to qualifications and limitations agreed to by the respective parties in connection with negotiating the terms of the Purchase
Agreement, including information contained in confidential disclosure schedules that the pa1ties exchanged in connection with signing the
Purchase Agreement. Accordingly, the representations and warranties may not reflect the actual state of facts or circumstances since they were
only made as of a specific date, are modified in important part by the underlying disclosure schedules, may be subject to a contractual standard
of materiality different from what might be viewed as material to stockholders, and may have been used for purposes of allocating risk between
the respective parties rather than establishing matters of fact. Moreover, information concerning the subject matter of the representations and
warranties may have changed after the date of the Purchase Agreement, which subsequent information may not be fully reflected in the
Company's public disclosures.

Item 2.06.

Material Impairments.

As a result of the completion of the asset sale described in Item 2.01 above (which disclosure is incorporated by reference into this Item 2.06),
the Company expects to record a non-cash impairment charge of approximately $90 million to $95 million, resulting primarily from the write-off
of certain fixed and intangible assets related to the operations sold, partially offset by the assumption of certain liabilities by the Purchaser.

ED00016476

CL_Review002390

Item 9.01.

Financial Statements and Exhibits.

(b) Pro Forma Financial Information
As previously disclosed by the Company, the efforts required to comply with the terms of the Operating Agreement have put significant
constraints on the Company's resources, preventing it from obtaining and compiling the infonnation required to complete and file its Annual
Report on Form 10-K for the fiscal year ended June 30, 2014, or its Quarterly Report on Fom1 10-Q for the three months ended September 30,
2014. 1n addition, unce1tainty regarding the Company's future has caused significant turnover of employees, including those in the accounting,
finance and internal audit functions. Because of the loss of these personnel, the Company is currently unable to prepare pro fonna financial
information reflecting the transactions described in Item 2.01 of this Current Report without unreasonable effort and expense , and therefore such
infonnation is not reasonably available to the Company within the meaning of Rule 12b-21 under the Securities Exchange Act of 1934, as
amended.
(d) Exhibits
Exhibit No.
2.1

Description
Asset Purchase Agreement, dated as of November 19, 2014, by and between Zenith Education Group, Inc., Corinthian Colleges,
Inc., Corinthian Schools, Inc., Everest College Phoenix, Inc., Rhodes Colleges, Inc., Titan Schools, Inc., MJB Acquisition
Corporation, Florida Metropolitan University, Inc., Eton Education, Inc., Ashmead Education, Inc., Grand Rapids Educational
Center, Inc., Rhodes Business Group, Inc., Pegasus Education, Inc., Sode Education, Inc., and ECMC Group, Inc., as guarantor.*

2.2

Letter Agreement, dated as of December 17, 2014, by and between Zenith Education Group, Inc. and Corinthian Colleges, Inc. in
its capacity as the "Seller Representative" of the other seller parties named in the Asset Purchase Agreement.

2.3

Letter Agreement, dated as of January 5, 2015, by and between Zenith Education Group, Inc. and Corinthian Colleges, Inc. in its
capacity as the "Seller Representative" of the other seller parties named in the Asset Purchase Agreement.

2.4

Third Amendment to Asset Purchase Agreement, dated as of February 2, 2015, by and between Zenith Education Group, Inc. and
Corinthian Colleges, Inc.

2.5

Fourth Amendment to Asset Purchase Agreement, dated as of February 2, 2015, by and between Zenith Education Group, Inc.
and Corinthian Colleges, Inc.

* Schedules and exhibits have been omitted pursuant to Item 60l(b)(2) of Regulation S-K. The Company agrees to supplementaily furnish
copies of any of the omitted schedules and exhibits upon request by the Securities and Exchange Commission.

ED00016477

CL_Review002391

SIGNATURE
Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, the Registrant has duly caused this repo1t to be
signed on its behalf by the undersigned hereunto duly authorized.

CORINTHIAN COLLEGES, IN C.

Date: February 3, 2015

By: Isl Stan A. Mortensen
Stan A. M ortensen
Executive Vice President and
General Counsel
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Exhibit 2.1

ASSET PURCHASE AGREEMENT
by and between
ZENITH EDUCATION GROUP, INC.,
CORINTHIAN COLLEGES, INC.,
CORINTHIAN SCHOOLS, INC.,
EVEREST COLLEGE PHOENIX, INC.,
RHODES COLLEGES, INC.,
TITAN SCHOOLS, INC.,
MJB ACQUISITION CORPORATION,
FLORIDA METROPOLITAN UNIVERSITY, INC.,
ETON EDUCATION, INC.,
ASHMEAD EDUCATION, INC.,
GRAND RAPIDS EDUCATIONAL CENTER, INC.,
RHODES BUSINESS GROUP, INC.,
PEGASUS EDUCATION, INC.,
SOCLE EDUCATION, INC.
and
ECMC GROUP, INC., as Guarantor

Dated as of November 19, 2014
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ASSET PURCHASE AGREEMENT
THIS ASSET PURCHASE AGREEMENT, dated as of November 19, 2014 (this" Agreement"), is entered into by and between Zenith
Education Group, Inc., a Delaware nonprofit corporation (" Purchaser "), whose sole member is ECMC Group, Inc., a Delaware nonprofit
corporation (" ECMC "); Corinthian Colleges, Inc., a Delaware corporation (" Parent "); Corinthian Schools, Inc., a Delaware corporation (" CST
"); Everest College Phoenix, Inc., an Arizona corporation (" ECP "); Rhodes Colleges, Inc., a Delaware corporation (" Rhodes "); Titan Schools,
Inc., a Delaware corporation (" Titan "); MJB Acquisition Corporation, a Wyoming corporation (" MJB "); Florida Metropolitan University,
Inc., a Florida corporation (" FMU "); Eton Education, Inc., a Washington corporation (" Eton "); Ashmead Education, Inc., a Washington
corporation (" Ashmead "); Grand Rapids Educational Center, Inc., a Michigan corporation (" GREC "); Rhodes Business Group, Inc., a
Delaware corporation (" RBG "); Pegasus Education, Inc., a Delaware corporation (" Pegasus "); and Socle Education, Inc., a Delaware
corporation (" Socle" and, together with Parent, CSI, ECP, Rhodes, Titan, MJB, FMU, Eton, Ashmead, GREC, RBG and Pegasus, the" Sellers
"); and ECMC, in its capacity as the guarantor of the obligations of Purchaser under this Agreement. Capitalized terms used in this Agreement
but not otherwise defined shall have the meanings set forth in Annex A to this Agreement.

RECITALS
A.

The Sellers operate the Everest Plus Business.

B. Purchaser desires to purchase and assume from the Sellers, and the Sellers desire to sell and assign to Purchaser, all of the
Purchased Assets, free and clear of all Encumbrances (other than Pe1mitted Encumbrances) except solely with respect to Assumed Liabilities,
and in connection therewith, Purchaser desires to assume the Assumed Liabilities, all on the terms and subject to the conditions set forth herein
and in the other Transaction Documents (the " Transactions ").
C. As a condition and material inducement to their willingness to enter into this Agreement, at the Closing, the Sellers will execute
and enter into the other Transaction Documents to which the Sellers are a party and Purchaser will execute and enter into the other Transaction
Documents to which Purchaser is a party.

D. In consideration of the foregoing and the representations, warranties, covenants and agreements contained herein, and intending to
be legally bound hereby, the parties agree as follows:

ARTICLE I
THE TRANSACTION
Section 1.1
Purchased Assets . Upon the terms and subject to the conditions contained in this Agreement, at the Closing, the Sellers
shall sell, convey, transfer, assign and deliver to Purchaser and Purchaser shall purchase, acquire and accept from the Sellers, free and clear of all
Encumbrances (other than Permitted Encumbrances), all of the Sellers' right, title and interest in and to all of the assets, properties, and rights of
the Sellers that are used in the operation of the Everest Plus Business (other than the Excluded Assets), including the following assets, properties
and rights (collectively, the "Purchased Assets"), subject to Section 1.13 , Section 4.3, and Section 6.4, as applicable:
(a) all accounts receivable (including tuition receivables) of the Everest Plus Business to the extent included in the Final
Closing Working Capital, and any security, claim, remedy or other right related to any of the foregoing(" Accounts Receivable");

ED00016486

CL_Review002400

(b)

all textbooks and instructional materials that are used for the Everest Plus Business;

(c)

the Everest Plus IP (to the extent owned by the Sellers) and all of the Sellers' other rights and interests in the Curriculum;

(d)

the leases set forth on Schedule l . l(d) (the" Assumed Leases") and all rights thereunder;

(e) the Contracts set forth on Schedule l. l(e) but excluding any Contract not assumed pursuant to and in compliance with
Section 4.3 (the" Assumed Contracts");
(t) all furniture, fixtures, equipment, machinery, tools, vehicles, telephones, computers, supplies and other personal property
of the Sellers listed on Schedule 1.1 (f) ;

(g) all inventory, finished goods, raw materials, work in progress, packaging, supplies, parts and other inventories of the
Everest Plus Business (" Inventory ");
(h) all Approvals and Pennits held by Sellers for the conduct of the Everest Plus Business as currently conducted or for the
ownership or use o f the Purchased Assets, in each case to the extent transferable;
(i) subject to Section I .2(d) and Section l .2(h) . all rights, defenses, claims, demands, Actions or causes of action available
to or being pursued by the Sellers to the extent related to the Everest Plus Business, the Purchased Assets, or the Assumed Liabilities, whether
arising by way of counterclaim or otherwise;

U) subject to Section l.2(d) and Section l.2(h) . all of the Sellers' rights under warranties, indemnities, and all similar rights
against third parties to the extent related to the Everest Plus Business, the Purchased Assets, or the Assumed Liabilities;
(k) all systems of the Sellers used in the Everest Plus Business as currently conducted or for the use of the Purchased Assets,
including financial aid administration and processing systems, online enrollment systems, and student administration systems;
(I) all prepaid expenses, cred its, advance payments and deposits of the Sellers related to the Everest Plus Business or any
other Purchased Asset to the extent included in the Final Closing Working Capital ;

2
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(m) all Books and Records (whether in paper or electronic fonn) used or held for use in the Everest Plus Business (other
than Excluded Records), to the extent the Sellers are not prohibited by Applicable Laws, Educational Laws, or any Order from providing;
(n)

the capitalized leases set forth on Schedule 1.l(n) ;

(o)

all assets set forth on Schedule 1.1 (o) : and

(p)

the portion of the assets in the Parent Trust transferred to the Purchaser Trust pursuant to Section 5.3(e) .

For clarity, the Sellers and their representatives shall be entitled, at their sole expense, to make and retain a copy of all Books and Records
included in the Purchased Assets, and to provide copies of such materials to third parties as may be required by or for (i) accounting, audit and
compliance purposes, (ii) legal process, (iii) defending against or preparing for ongoing or anticipated litigat.ion, and (iv) inspections,
examinations or inquiries by Governmental Entities or Educational Agencies. All such Books and Records so provided to the Sellers shall be
subject to the NDA.
Section 1.2
Excluded Assets . Other than the Purchased Assets, the parties expressly understand and agree that Purchaser is not
purchasing or acquiring, and the Sellers are not selling or assigning, any other assets or properties of the Sellers or any of their Subsidiaries, and
all such other assets and properties (collectively, the " Excluded Assets ") shall be excluded from the Purchased Assets and will remain the
property of the Sellers and their Subsidiaries after the Closing. Excluded Assets include the following assets and properties of the Sellers:
(a)

all Cash, bank accounts and publicly traded or liquid securities held by the Sellers or any of their Subsidiaries;

(b)

all Contracts other than the Assumed Contracts;

(c)

all Intellectual Property rights and Intellectual Property other than the Everest Plus IP;

(d) all rights, defenses, claims, demands, Actions or causes of action related to or arising at any time from any Retained
Liability or any Excluded Asset, all rights, defenses, claims, demands, Actions or causes of action (including all claims of attorney-client and
work product privilege) arising prior to the Closing other than to the extent expressly included in the Purchased Assets, and all prepaid expenses,
credits, advance payments and deposits of the Sellers related to or arising at any time from any Retained Liability or any Excluded Asset;
(e) all losses, loss carryforwards and rights to receive refunds, credits and loss carryforwards with respect to any and all
Taxes of the Sellers that are not included as assets in the Final Closing Working Capital;
(t)

the Excluded Records;

3
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(g)

all assets, employees and operations (including related corporate functions) set forth on Schedule 1.2(g) ;

(h) all insurance policies of the Sellers or any of their Subsidiaries (including the Insurance Policies) and all rights to
applicable claims and proceeds thereunder;
(i) all assets and Contracts relating to any Benefit Plan (other than a portion of the assets in the Parent Trust transferred to
the Purchaser Trust pursuant to Section 5.3(e) );

U) all assets, properties and rights used by the Sellers or any of their Subsidiaries in their businesses that are not used in the
operation of the Everest Plus Business, except for the assets set forth on Schedule 1.1 (o) ;
(k)

any Owned Real Estate;

(1)

the equity interests of any Seller held by another Seller and the shares of capital stock of the Sellers held in treasury;

(m)
(n)
(o)
forth in Section 1.9 ;

all goodwill of the Everest Plus Business except for the goodwill associated with the Everest Plus IP;
all non-transferable Approvals and Permits held by Sellers;
all Non-Transferable Assets until such time as they may be transferred to Purchaser in accordance with the process set

(p) subject to Section 1.13 , the real property leases of the Sellers set forth on Schedule 1.2(p) for locations at which the
Sellers operate Teach Out Schools (the " Teach Out Leases ") and the Tangible Personal Property of the Sellers used in the operations of, and
located at the premises of, the respective Teach Out Schools;
(q) subject to Section 1.13 , the real property leases of the Sellers located in the state of Illinois that are set forth on Schedule
Ll(gl_(the " lllinois Leases ") and the Tangible Personal Property of the Sellers used in the operations of, and located at the premises of, the
respective Everest Plus Schools associated with the Illinois Leases;
(r)

the Contracts of the Sellers not assumed by Purchaser pursuant to and in compliance with Section 4.3 ;

(s) all assets of the Sellers (including, without limitation, employees) relating exclusively to the locations at which the
Sellers operate any Everest Plus School that is excluded from acquisition at the Initial Closing pursuant to Section 6.4; and
(t)

the rights that accrue or will accrue to the Sellers under the Transaction Documents.

4
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To the extent required by or for (i) accounting, audit and compliance purposes, (ii) legal process, (iii) defending against or preparing for ongoing
or anticipated litigation, and (iv) inspections, examinations or inquiries by Governmental Entities or Educational Agencies, Purchaser and its
Representatives shall be entitled to obtain, and the Sellers shall provide to Purchaser, at Purchaser's sole expense, a copy of all Books and
Records included in the Excluded Assets (except to the extent prohibited by Law or Educational Law or protected by privilege). All such Books
and Records so provided to Purchaser shall be subject to the NDA, the term of which is hereby extended for five years from the Closing Date
with respect to all such Books and Records so provided to Purchaser.
For the avoidance of doubt, the Transactions (excluding the services to be provided by Purchaser under the Transition Services Agreement) and
the Everest Plus Business and Everest Plus Schools shall not include any postsecondary educational institutions operated by the Sellers in the
State of California.
Section 1.3
Assumed Liabilities . At the Closing, on the terms and subject to the conditions set forth in this Agreement, subject to
Section 1.13 , Section 4.3 , and Section 6.4 , as applicable, Purchaser shall assume and agree to satisfy, pay, perform and discharge when due
only the following liabilities of the Sellers that relate to operation of the Everest Plus Business (collectively the" Assumed Liabilities") and no
other liabilities:
(a)

the Final Closing Defen-ed Revenue;

(b) all accounts payable, including lease payables, of the Sellers or any of their Subsidiaries to third parties in connection
with the Everest Plus Business that remain unpaid as of the Closing Date to the extent included in the Final Closing Working Capital;
(c) subject to Section 4.3, all liabilities associated with the Assumed Contracts but only to the extent that such liabilities are
required to be pe1formed after the Closing Date, were incurred in the ordinary course of business, and do not relate to any failure to perform,
improper perfotmance, wrui-anty or other breach, default, or violation by the Sellers on or prior to the Closing;
(d) all liabilities associated with the Assumed Leases but only to the extent that such liabilities are required to be performed
after the Closing Date, were incmTed in the ordinary course of business, and do not relate to any failure to perform, improper performance,
warranty or other breach, default, or violation by the Sellers on or prior to the Closing;
(e) all accruals for salary, wages and unpaid vacation days, sick days, expense reimbursements and workers compensation
claims of the Transferred Employees hired by Purchaser to the extent included in the Final Closing Working Capital;
(f) all liabilities for Taxes imposed with respect to, or arising out of or relating to, the Purchased Assets, the Assumed
Liabilities or the Everest Plus Business, in each case to the extent included as a c1ment liability in the Final Closing Working Capital;

(g) except as otherwise limited by Section l.3(c) or Section l.3(d) , all liabilities arising from or related to Purchaser's
ownership or use of the Purchased Assets or the operation of the Everest Plus Business on or after the Closing;
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(h)

the DCP Liabilities as set forth in Section 5.3(e) ;

(i)

the liabilities associated with the capitalized leases set forth on Schedule l. l(n) ; and

U)

all liabilities set forth on Schedule l.3(j) .

Section 1.4
Retained Liabilities . Notwithstanding the provisions of Section 1.3 or any other provision in this Agreement to the
contrary, Purchaser shall not assume and shall not be responsible to pay, perform or discharge any of the Retained Liabilities. T he Sellers and
their Subsidiaries shall, and shall cause each of their Affiliates to, retain, pay, perform, discharge, and remain solely responsible (but without
waiving or releasing any claims, rights or defenses that the Sellers may have against any third party) for the Retained Liabilities from and after
the Closing to the same extent as such entities are responsible for such Retained Liabilities immediately before the Closing. " Retained
Liabilities " means, other than the Assumed Liabilities, any and all liabilities or obligations of the Sellers or any of their Subsidiaries, of any
kind, character or description, whether known or unknown, absolute or contingent, accrued or unaccrued, disputed or undisputed, liquidated or
unliquidated, secured or unsecured, joint or several, due or to become due, vested or unvested, executory, determined, determinable or otherwise,
whether or not the same is required to be accrued on the financial statements of the Sellers, and whether or not the same is included on a
Schedule to this Agreement. For the avoidance of doubt, Retained Liabilities shall include, without limitation, all liabilities associated with,
arising from, related to or involving:
(a)

the Seller Private Educational Loans (other than refund obligations as provided in Section 5.9(c) );

(b)

the Actions set forth on Section 2.11 (a) of the Seller Disclosure Schedule;

(c) all Indebtedness other than Indebtedness in respect of (i) the capitalized leases set forth on Schedule .I . I(n) and (ii) the
letters of credit of the Sellers to be assumed, replaced or maintained by Purchaser at Closing as contemplated by Schedule 4.10 ;
(d)

all liabilities of the Sellers related to assets of the Sellers excluded from acquisition pursuant to Section 1.13 , Section

l i, or Section 6.4 , as applicable; and
(e) all liabilities reflected or required to be reflected on any Schedule hereto without giving effect to any qualifications as to
materiality or words of similar effect, excluding only the liabilities expressly assumed under Section 1.3 .
Section 1.5
Consideration . As consideration for the Purchased Assets and execution of the Transaction Documents, Purchaser shall
pay to the Seller Representative, subject to the adjustments described herein and to be distributed in the manner set forth in Section 1.7 , an
aggregate cash payment equal to (i) Twenty-Four Million Dollars ($24,000,000), plus (ii) the Final Closing Working Capital Adjustment (which
for the avoidance of doubt may be a positive or negative amount), minus (iii) the Final Closing Deferred Revenue Adjustment, minus (iv) the
Title IV Advance Amount (collectively, the" Purchase Ptice ") and assume the Assumed Liabilities.
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Section 1.6

Working Capital Adjustment .

(a)
Determination of Initial Adjustment . At least three (3) Business Days prior to the Closing Date, the Seller
Representative shall deliver to Purchaser a closing statement setting forth (i) the Sellers' good faith estimate of Working Capital as of 12:01 a.m.
Pacific Time on the Closing Date prepared in accordance with GAAP and the policies and procedures set forth on Schedule I .6(a) (the "
Estimated Closing Working Capital ") and (ii) the Sellers' good faith estimate of Defened Revenue as of 12:01 a.m. Pacific Time on the Closing
Date prepared in accordance with GAAP and the policies and procedures set forth on Schedule 1.6(a) (the " Estimated Closing Deferred
Revenue").
(b)

Disputed Adjustment.

(i) No later than forty-five (45) days following the Closing Date, Purchaser shall prepare and deliver to the Seller
Representative (A) an unaudited balance sheet for the Everest Plus Business as of 12:01 a.m. Pacific Time on the Closing Date (the " Closing
Balance Sheet "), and (B) a special report (the " Closing Working Capital and Closing Deferred Revenue Statement ") setting forth ( l)
Purchaser's calculation of Working Capital as of 12:01 a.m. Pacific Time on the Closing Date (the " Closing Working Capital ") and (2)
Purchaser's calculation of Deferred Revenue as of 12:01 a.m. Pacific Time on the Closing Date (the" Closing Deferred Revenue "). The Closing
Balance Sheet shall be prepared in accordance with GAAP and the policies and procedures set forth on Schedule 1.6(a) . The Closing Working
Capital set forth on the Closing Working Capital and Closing Deferred Revenue Statement shall be derived from the Closing Balance Sheet and
prepared in accordance with the definition of Working Capital. The Closing Deferred Revenue set forth on the Closing Working Capital and
Closing Deferred Revenue Statement shall be derived from the Closing Balance Sheet and prepared in accordance with the definition of
Deferred Revenue. During the thirty (30) days following delivery of the Closing Balance Sheet and Closing Working Capital and Closing
Deferred Revenue Statement and during any period of dispute with respect thereto thereafter, each party, at its own cost, shall cooperate with and
provide the other party and its Representatives with reasonable access during normal business hours to the books, records (including work
papers, schedules, memoranda and other documents to the extent such mate1ials are in the possession of such party), supporting data, facilities
and employees of such party and its Subsidiaries to the extent necessary for purposes of the analysis of the Closing Balance Sheet and the
Closing Working Capital and Closing Deferred Revenue Statement.
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(ii) If the Sellers dispute the accuracy of the Closing Working Capital or Closing Deferred Revenue set forth on the
Closing Working Capital and Closing Deferred Revenue Statement (it being understood and agreed that the Sellers may dispute the underlying
items on the Closing Balance Sheet from which the Closing Working Capital and Closing Deferred Revenue is derived and not solely the
derivation thereat), the Seller Representative shall provide written notice of such dispute to Purchaser no later than thirty (30) days following
delivery of the Closing Working Capital and Closing Deferred Revenue Statement (the " Dispute Notice "), which notice shall set forth in
reasonable detail those items that the Sellers dispute, and the amounts of any adjustments that are necessary in the Sellers' judgment for the
computations contained in the Closing Working Capital and Closing Deferred Revenue Statement to conform to the requirements of this
Agreement, and the basis for the Sellers' adjustments. During the thirty (30) day period following delivery of a Dispute Notice, Purchaser and
the Sellers shall negotiate in good faith with a view to resolving their disagreements over the disputed items, and the provisions of Rule 408 of
the Federal Rules of Evidence and any applicable similar state mle regarding inadmissibility of offers to compromise and of statements made in
compromise negotiations when offered to prove liability for, invalidity of, or amount of a claim that was disputed as to validity or amount shall
apply to all such negotiations (unless otherwise agreed in writing by Purchaser and the Seller Representative (on behalf of the Sellers). If
Purchaser and the Sellers resolve thei.r differences over the disputed items in accordance with the foregoing procedure, (A) the Final Closing
Working Capital shall be deemed to be the amount agreed upon by them and reflected in a written statement setting forth the amount of the Final
Closing Working Capital signed by Purchaser and the Seller Representative (on behalf of the Sellers), and (B) the Final Closing Deferred
Revenue shall be deemed to be the amount agreed upon by them and reflected in a written statement setting forth the amount of the Final Closing
Deferred Revenue signed by Purchaser and the Seller Representative (on behalf of the Sellers). If the parties fail to resolve their differences over
all of the disputed items within such thirty (30) day period, then ( l) each of Purchaser and the Seller Representative shall, within five (5)
Business Days, deliver to the other a statement (the " Closing Working Capital and Closing Deferred Revenue Final Proposal ") setting forth
Purchaser's or the Sellers', as applicable, final proposal with respect to the Closing Working Capital and Closing Deferred Revenue, which shall
be binding on such party for purposes of the expense allocation set forth in Section l .6(b)(iii) (it being understood and agreed that Purchaser may
not propose an amount for any line item indicating lower Closing Working Capital or greater Closing Deferred Revenue than the amount for
such line item in the Closing Working Capital and Closing Defened Revenue Statement, and the Sellers may not propose an amount for any line
item indicating higher Closing Working Capital or lower Closing Deferred Revenue than the amount for such line item (if any) in the Dispute
Notice), and (2) upon the written request of either Purchaser or the Seller Representative after delivery of the Closing Working Capital and
Closing Deferred Revenue Final Proposals, both Purchaser and the Seller Representative shall, within ten (10) Business Days after the receipt of
such request, submit all unresolved disputed items (and only such unresolved disputed items, which for the avoidance of doubt shall include all
unresolved disputed items existing in the Closing Working Capital and Closing Deferred Revenue Final Proposals) to Grant Thornton LLP (the"
Accounting Arbitrator ") to make a binding determination as to such unresolved disputed items in accordance with this Agreement.
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(iii) The Accounting Arbitrator will be requested, as a term of its engagement, to render its written decision with
respect to all disputed items (and only with respect to any unresolved disputed items) submitted to it as soon as practicable but in no event more
than sixty (60) days from the date of referral. Such written decision (A) shall be delivered to both Purchaser and the Seller Representative, (B)
shall set forth the Accounting Arbitrator's determination of the unresolved items submitted to it, including a statement in reasonable detail of the
basis for its decision, and (C) shall be final and binding upon the parties and enforceable by any court of competent jurisdiction. Purchaser and
the Seller Representative are each entitled to submit to the Accounting Arbitrator a statement and supporting mate1ials setting forth such pmty 's
position with respect to the unresolved items submitted to the Accounting Arbitrator. The Accounting Arbitrator shall review such submissions
and shall render its determination based solely on such submissions (and not on the basis of an independent review) and in accordance with
GAAP and the policies and procedures set forth on Schedule 1.6(a) . In resolving any disputed item, the Accounting Arbitrator may not
determine any disputed matter of law or assign a value to any item greater than the greatest value for such item claimed by either Purchaser or
the Sellers or less than the least value for such item claimed by either Purchaser or the Sellers. The Closing Working Capital set forth on the
Closing Working Capital and Closing Deferred Revenue Statement, as adjusted to ret1ect the negotiated resolution of disputed items by
Purchaser and the Sellers and the resolution of all other disputed items by the Accounting Arbitrator shall be deemed to be the Final Closing
Working Capital. The Closing Deferred Revenue set forth on the Closing Working Capital and Closing Deferred Revenue Statement, as adjusted
to ret1ect the negotiated resolution of disputed items by Purchaser and the Sellers and the resolution of all other disputed items by the
Accounting Arbitrator shall be deemed to be the Final Closing Deferred Revenue. Each party shall bear its own costs in preparing and reviewing
the Closing Balance Sheet and the Closing Working Capital and Closing Deferred Revenue Statement. The fees and expenses of the Accounting
Arbitrator will be apportioned between Purchaser, on the one hand, and the Sellers, on the other, by the Accounting Arbitrator based on the
inverse proportion of the disputed amounts resolved in favor of such party (i.e., so that the prevailing party bears a lesser amount of such fees).
(c)
Payment to Purchaser . If the Estimated Closing Working Capital is greater than the Final Closing Working Capital,
then an amount equal to (i) the Estimated Closing Working Capital, less (ii) the Final Closing Working Capital (the" Working Capital Shortfall
") shall be due to Purchaser from the Sellers by a distribution from the Adjustment Escrow Fund. In addition, if the Estimated Closing Deferred
Revenue is less than the Final Closing Deferred Revenue, then an amount equal to fifteen and o ne-half percent (15.5%) of the difference
between (A) the Final Closing Deferred Revenue and (B) the Estimated Closing Deferred Revenue (the " Deferred Revenue Shortfall") shall be
due to Purchaser from the Sellers by a distribution from the Adjustment Escrow Fund. Accordingly, within three (3) Business Days after the
determination of the Final Closing Working Capital and Final Closing Deferred Revenue in accordance with Section l .6(b) , Purchaser and the
Seller Representative shall jointly instruct the Escrow Agent to make payment from the Adjustment Escrow Fund by wire transfer of
immediately available funds to Purchaser in the amount equal to the Working Capital Shortfall and Deferred Revenue Shortfall, as applicable
(and subject to Section l.6(e) ), and release the balance of the Adjustment Escrow Fund, if any, by wire transfer of immediately available funds
to the Seller Representative; provided that if the Working Capital Shortfall and Deferred Revenue Shortfall, if applicable, exceeds the
Adjustment Escrow Fund, then the Sellers shall jointly and severally be responsible for paying such excess to Purchaser by wire transfer of
immediately available funds to an account designated in writing by Purchaser to the Seller Representative, and if that payment is not made
within three (3) Business Days after the final determination of Final Closing Working Capital and Final Closing Deferred Revenue, Purchaser
may, at its sole discretion (i) pursue any and all claims, rights or remedies available to Purchaser at law or in equity to obtain payment of the
excess shortfall due to Purchaser bearing interest at the annual rate of 12.5%, (ii) require the Sellers to issue a demand promissory note to
Purchaser on terms reasonably acceptable to Purchaser but bearing interest at an annual rate of not more than 12.5%, (iii) proceed against the
Indemnification Escrow Fund for such excess shortfall, provided, however, that any such distribution from the Indemnification Escrow Fund
shall not relieve the Sellers of their obligation to pay the amount due to Purchaser by replenishing the Indemnification Escrow Fund in the
amount of such excess shortfall, or (iv) set off the amount of such excess shortfall against any amounts owed by Purchaser to any Seller.
Purchaser and the Sellers acknowledge and agree that the working capital adjustment provided for in this Section 1.6 , and the dispute resolution
provisions provided for in this Section 1.6 , shall be the sole and exclusive remedies for the matters addressed herein. No claim for
indemnification pursuant to ARTICLE VIII may be asserted by Purchaser to the extent such claim relates to the accuracy of the Estimated
Closing Working Capital or Estimated Closing Deferred Revenue or was otherwise taken into account in determining the Final Closing Working
Capital or Final Closing Deferred Revenue. Notwithstanding the foregoing, a determination that the Final Closing Working Capital or Final
Closing Deferred Revenue shall have become final and binding will not preclude a party from recovering for an overpayment under this Section
.L.fil.£l_that is attributable to a breach of a representation or warranty, subject to the limitations set forth in Article VIII. Notwithstanding anything
contained in this Agreement, any amounts payable pursuant to the indemnification obligations under ARTICLE VITI shall be paid without
duplication, and no Indemnitee shall be entitled to recover more than once for any Loss.
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(d)
Payment by Purchaser . If the Final Closing Working Capital is greater than the Estimated Closing Working Capital,
then Purchaser shall, within three (3) Business Days after the determination of the Final Closing Working Capital in accordance with Section 1.6
iliL pay an amount of cash in the aggregate equal to (i) the Final Closing Working Capital, less (ii) the Estimated Closing Working Capital, by
wire transfer of immediately available funds, to the Seller Representative. In addition, if the Estimated Closing Deferred Revenue is greater than
the Final C losing Deferred Revenue, then Purchaser shall , within three (3) Business Days after the determination of the Final C losing Deferred
Revenue in accordance w ith Section l .6(b), pay an amount of cash equal to fifteen and one-half percent (15.5%) of the difference between (A)
the Estimated Closing Defen-ed Revenue and (B) the Final Closing DefeJTed Revenue, by wire transfer of immediately available funds, to the
Seller Representative. Purchaser and the Seller Representative shall jointly instruct the Escrow Agent to release the entire Adjustment Escrow
Fund (or such lesser amount, as applicable in the event of a netting pursuant to Sectio n l .6(e) ), by wire transfer of immediately available funds
to the Seller Representative. If any payment to be made pursuant to this Section l.6(d) is not made within three (3) Business Days after the final
determination of Final Closing Working Capital and Final Closing Deferred Revenue, the Sellers may pursue any and all claims, rights or
remedies available to the Sellers at law or in equity to obtain payment of the excess shortfall due to the Sellers bearing interest at the annual rate
of 12.5%.
(e)
Netting of Adjustments . Any payments to be made pursuant to Section l.6(c) and Section l.6(d) shall be aggregated
(and, if applicable, netted) so that only one payment shall be made to the Sellers or Purchaser, as applicable.
(t)
the Purchase Price.

Section 1.7

Adjustment Payments . Any payment pursuant to Section l .6(c) or Section l .6(d) shall be deemed to be an adjustment to

Payment of Purchase Price . The Purchase Price shall be distributed as follows:

Estimated P ayment . At the Initial Closing, Purchaser shall pay to the Seller Representative by wire transfer of
(a)
immediately available funds to an account to be specified in a written notice delivered by the Seller Representative to Purchaser at least three (3)
Business Days prior to the Closing Date an aggregate amount in cash equal to the result of: (i) Twenty-Four Million Dollars ($24,000,000), plus
(ii) the Estimated Closing Working Capital Adjustment (which for the avoidance of doubt may be a positive or negative amount), minus (iii) the
Estimated Closing Deferred Revenue Adjustment, minus (iv) the Indemnification Escrow Amount, minus (v) the Adjustment Escrow Amount,
minus (vi) the Title IV Advance Amount, and minus (vii) the ED Payment.
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(b)
Escrow Amounts . At the Initial Closing, Purchaser shall deposit with the Escrow Agent (i) an amount in cash equal to
the Indemnification Escrow Amount, as collateral for certain indemnification obligations of the Sellers pursuant to ARTICLE VIII , and (ii) an
amount in cash equal to the Adjustment Escrow Amount. The Indemnification Escrow Amount shall be held by the Escrow Agent in a separate
escrow account (the " Indemnification Escrow Fund "), and the Adjustment Escrow Amount shall be held by the Escrow Agent in a separate
escrow account (the" Adjustment Escrow Fund"), in each case established pursuant to the Escrow Agreement. Purchaser, on the one hand, and
the Sellers, on the other hand, shall share equally all fees of the Escrow Agent in connection with the Escrow Agreement and the administration
of the Escrow Funds, as provided in the Escrow Agreement.
(c)
ED Payment . At the Initial Closing, on behalf of the Sellers, Purchaser shall wire the ED Payment to an account of ED
to be specified in a written notice delivered by the Seller Representative to Purchaser at least three (3) Business Days prior to the Closing Date.
In the event that the ED Payment is less than Twelve Million Dollars ($12,000,000), the Sellers shall fund any such shortfall directly to ED at the
Initial Closing.
Section 1.8
Allocation of Purchase Price. The consideration payable pursuant to this Agreement (which shall include the assumption
of the Assumed Liabilities) shall be allocated by the parties among the Purchased Assets, as set forth in Schedule 1.8 (the " Allocation "). The
allocation of such consideration among the Purchased Assets shall be in accordance with Section 1060 of the Code and the regulations
promulgated thereunder. The Allocation shall be revised as necessary to reflect any adjustment to the value of any Purchased Asset or Assumed
Liability, as reasonably determined in good faith by the parties. Except as may be required by a "determination" (within the meaning of Section
1313(a) of the Code or any similar state or local Tax Law), neither the Sellers nor Purchaser (or any of their respective Affiliates) shall file any
Tax Return (including IRS Form 8594) or, without the consent of the other (such consent not to be unreasonably withheld, conditioned or
delayed), take any position in any Tax Return, refund claim, litigation or otherwise that is inconsistent with the Allocation. If such Allocation is
disputed by any Taxing Authority, the party receiving notice of such dispute shall promptly notify the other party hereto. The Sellers and
Purchaser agree to cooperate in good faith in responding to any such challenge to preserve the effectiveness of such Allocation. Any amounts
treated as an adjustment to the Purchase Price after the Agreement Date shall be allocated to the Purchased Assets to which they relate.
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Section 1.9
Non-Transferable Assets . Notwithstanding anything to the contrary in this Agreement, if any Purchased Asset is not
assignable or transferable (each, a" Non-Transferable. Asset") without a Consent, then to the extent that such Consent is not obtained on or prior
to the Closing Date or if any attempted assignment would be ineffective or would impair Purchaser's rights under the Purchased Asset in
question so that Purchaser would not in effect acquire the benefit of all such rights, this Agreement and the related instruments of transfer shall
not constitute an assignment or transfer of such Non-Transferable Assets. Subject to Applicable Law, the Sellers and Purchaser shall use their
respective commercially reasonable efforts to establish arrangements that, from and after the applicable Closing, result in Purchaser receiving all
the benefits and bearing the costs, liabilities and burdens that arise on or after the applicable Closing and that do not arise from any failure to
perform, improper performance, warranty or other breach, default, or violation by the Sellers on or prior to the applicable Closing, with respect
to the Non-Transferable Assets. The Sellers and Purchaser shall cooperate in good faith using commercially reasonable efforts prior to the
Closing Date to implement such arrangements as either party reasonably may request of the other party to ensure that, to the greatest extent
permitted by Applicable Law, from and after the applicable Closing, the economic benefits and burdens of the Non-Transferable Assets are held
and borne by Purchaser, subject to the limitations set forth in the prior sentence. Notwithstanding any provision in this Section 1.9 to the
contrary, Purchaser shall not be deemed to have waived its rights under Section 6.2(c) unless and until Purchaser either provides written waivers
thereof or elects to proceed to consummate the Transactions at the applicable Closing. The Seilers shall use their commercially reasonable efforts
for a period of up to one (1) year after the Closing Date to obtain as soon as practicable after the Closing Date the relevant Consent with respect
to such Non-Transferable Asset or, alternatively, written confirmation from such parties reasonably satisfactory to the Sellers and Purchaser that
such Consent is not required. The Sellers shall promptly provide Purchaser with updates and information on the status of any Consent with
respect to any such Non-Transferable Asset. The Sellers shall be responsible for all fees, costs and expenses associated with making any NonTransferable Asset available to Purchaser and otherwise performing their obligations under this Section 1.9 . Purchaser shall be responsible for
all costs and expenses attributable to its use of any Non-Transferable Asset made available to it as of or after the applicable Closing as
contemplated in this Section 1.9 . In no event, however, shall the Sellers be obligated or required to (i) pay any money to any Person or to offer
or grant other financial or other accommodations to any Person in connection with obtaining any Consent with respect to any Non-Transferable
Asset (except for fees, costs and expenses for which the Sellers are responsible as set forth in this Section 1.9 ); (ii) take any action to renew or
otherwise extend the term of any Non-Transferable Asset unless Purchaser shall have obtained a written release of the Sellers from all liabilities
relating to such Non-Transferable Asset, in form and substance reasonably satisfactory to the Sellers; (iii) take any action or fail to take any
action that is in violation of or conflict with any Applicable Law, Permit, or the terms of any Contract; or (iv) pay any amounts (that are the
responsibility of Purchaser as set forth in this Section 1.9 ) to any party with respect to a Non-Transferable Asset after the applicable Closing
unless and until it has been advanced such amounts by Purchaser. Upon obtaining the requisite Consent thereto, the Sellers shall, and shall cause
each applicable Subsidiary to, promptly sell, convey, assign, transfer and deliver to Purchaser such Non-Transferable Assets for no additional
consideration.
Section 1.10
Certain Transfers of Purchased Assets; Assumption of Liabilities . The Purchased Assets will be sold, conveyed,
transferred, assigned and delivered, and the Assumed Liabilities will be assumed, pursuant to transfer and assumption agreements and such other
instruments in such form as may be necessary or appropriate to effect a conveyance of the Purchased Assets, and an assumption of the Assumed
Liabilities, in the jurisdictions in which such transfers are to be made. Such transfer and assumption agreements will be prepared by the Sellers,
subject to Purchaser's reasonable acceptance, and will include:
(a)

a bill of sale in substantially the form appended hereto as Exhibit A (the " Bill of Sale ");
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(b) a general assignment and assumption of liabilities m substantially the form appended hereto as Exhibit B (the "
Assignment and Assumption Agreement");
(c) for each of the Assumed Leases, an Assignment and Assumption of Lease in substantially the form appended hereto as
Exhibit C or such other appropriate document or instrument of transfer, as the case may require, in form acceptable to Purchaser; and
(d) such other instruments and agreements as may be reasonably required to effect the purchase and assignment and
assumption of the Purchased Assets and the Assumed Liabilities;
and will be executed no later than at or as of the Closing by the Sellers and/or any of their Subsidiaries, as appropriate, and Purchaser and/or any
of its Subsidiaries, as appropriate.
Section 1.11
Withholding Tax . Purchaser shall be entitled to deduct and withhold from the Purchase Price all T axes, if any, that
Purchaser may be requi1·ed to deduct and withhold under any provision of Tax Law. All such withheld amounts shall be treated as delivered to
the Sellers hereunder.
Section 1.12

Seller Representative .

(a) Each Seller hereby designates Parent as its representative (the " Seller Representative ") for all purposes of this
Agreement, the other Transaction Documents and the Transactions. The Sellers and their respective successors shall be bound by any and all
actions taken by the Seller Representative on their behalf under or otherwise relating to this Agreement, the other Transaction Documents and
the Transactions as if such actions were expressly ratified and confirmed by each of them (including with respect to the settlement of any claims
for indemnification pursuant to ARTICLE VITI of this Agreement). The Seller Representative shall not be liable to the Sellers for any act done or
omitted to be done as Seller Representative absent bad faith or gross negligence. In the event the Seller Representative is unable or unwilling to
serve or shall resign, a successor Seller Representative shall be selected by the Sellers. Each successor Seller Representative shall have all the
power, rights, authority and privileges hereby conferred upon the original Seller Representative.
(b) Purchaser and the Escrow Agent shall be entitled to rely upon any communication or writings given or executed by the
Seller Representative on behalf of the Sellers. All communications or writings to be sent to the Sellers pursuant to this Agreement may be
addressed to the Seller Representative, and any communication or writing so sent shall be deemed notice to all of the Sellers hereunder. The
execution and delivery of this Agreement by the Sellers shall constitute the consent and agreement of each Seller that the Seller Representative is
authorized to accept payments and deliveries, including any notice, on behalf of each Seller pursuant hereto.

13

ED00016498

CL_Review00241 2

(c) The Seller Representative is hereby appointed and constituted the true and lawful attorney-in-fact of each Seller, with
full power in its name and on its behalf to act according to the terms of this Agreement and the Transaction Documents in the absolute discretion
of the Seller Representative; and in general to do all things and to perform all acts including, without limitation, executing and delivering all
agreements, certificates, receipts, instructions, notices and other instruments contemplated by or deemed advisable in connection with this
Agreement and the Transaction Documents. This power of attorney and all authority hereby conferred is granted subject to the interest of the
Sellers hereunder and in consideration of the mutual covenants and agreements made herein, and shall be irrevocable and shall not be terminated
by any act of any Seller, by operation of law, whether by the death or disability of such Seller, or by any other event.
Section l.1 3

Teach Out. Tllinois Schools and Real Estate Matters .

(a) Purchaser has agreed to conduct a "teach out" of the Everest Plus Schools set forth on Schedule l. I 3(a) (the" Teach Out
Schools"). These teach outs are expected to be completed on or before August 31, 2015.
(i) The Sellers shall sublease the real property associated with the Teach Out Leases (the " Teach Out Locations ") to
Purchaser in each case for a term not to extend beyond August 31, 2015 (the " Teach Out Subleases "). The amounts payable under each Teach
Out Sublease shall be the amounts payable to the owner of the Teach Out Location plus One Dollar ($ 1.00) per month for the lease by the Sellers
to Purchaser of the Tangible Personal Property used at that Teach Out Location. In all other respects, each Teach Out Sublease shall be in form
and substance reasonably satisfactory to each of the Seller Representative and Purchaser, and prior to the date of the Initial Closing, Purchaser
and the Seller Representative shall negotiate in good faith the remaining terms of the Teach Out Subleases and the leases of the associated
Tangible Personal Property.
Upon notice given to the Seller Representative within ninety (90) days after the Initial Closing, Purchaser may elect
to acquire any or all Teach Out Leases and/or any or all of the associated Tangible Personal Property, in which event the Sellers shall convey to
Purchaser and Purchaser shall acquire from the Sellers the Teach Out Leases and the associated Tangible Personal Property desired to be
acquired by Purchaser on the same terms and conditions as would have been applicable under this Agreement to the acquisition of such real
property leases and associated Tangible Personal Property by Purchaser at the Closing Date, in exchange for the additional consideration of One
Dollar ($1.00) per transaction.
(ii)

(b)

(i) The Sellers shall sublease the lllinois Leases to Purchaser in each case for a term not to extend beyond August 3 1,
20 15 (the " Illinois Subleases "). The amounts payable under each Illinois Sublease shall be the amounts payable to the owner of the real
property subject to such lease plus One Dollar ($1.00) per month for the lease by the Sellers to Purchaser of the Tangible Personal Property used
at the location of the applicable Illinois Sublease. In all other respects, each Illinois Sublease shall be in form and substance reasonably
satisfactory to each of the Seller Representative and Purchaser, and prior to the date of the Initial Closing, Purchaser and the Seller
Representative shall negotiate in good faith the remaining terms of the Illinois Subleases and the leases of the associated Tangible Personal
Property.
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(ii) Upon notice given to the Seller Representative within ninety (90) days after the Initial Closing, Purchaser may elect
to acquire any or all Illinois Leases and/or any or all of the associated Tangible Personal Property, in which event the Sellers shall convey to
Purchaser and Purchaser shall acquire from the Sellers the Illinois Leases and the associated Tangible Personal Property desired to be acquired
by Purchaser on the same terms and conditions as would have been applicable under this Agreement to the acquisition of such real property
leases and associated Tangible Personal Property by Purchaser at the Closing Date, in exchange for the additional consideration of One Dollar
($1.00) per transaction.
(c) The Sellers shall lease the Owned Real Property of the Sellers set forth on Schedule l.13(c) to Purchaser on such
commercially reasonable terms as are agreed upon by the parties prior to the Initial Closing.
(d)
(i) The Sellers shall sublease the lease set forth on Schedule l.13(d) (the " l.13(d) Lease") to Purchaser for a term not
to extend beyond August 31, 2015 (the" l.l3(d) Sublease"). The amounts payable under the l.13(d) Sublease shall be the amounts payable to
the owner of the real property subject to such lease plus One Dollar ($1.00) per month for the lease by the Sellers to Purchaser of the Tangible
Personal Prope,ty used at the location of the l.13(d) Sublease. In all other respects, the l.13(d) Sublease shall be in form and substance
reasonably satisfactory to each of the Seller Representative and Purchaser, and prior to the date of the Initial Closing, Purchaser and the Seller
Representative shall negotiate in good faith the remaining terms of the l.l 3(d) Sublease and the lease of the associated Tangible Personal
Property.

(ii) Upon notice given to the Seller Representative within ninety (90) days after the Initial Closing, Purchaser may elect
to acquire the l.13(d) Lease and/or any or all of the associated Tangible Personal Property, in which event the Sellers shall convey to Purchaser
and Purchaser shall acquire from the Sellers the l.13(d) Lease and the associated Tangible Personal Prope11y desired to be acquired by Purchaser
on the same terms and conditions as would have been applicable under this Agreement to the acquisition of such real property leases and
associated Tangible Personal Property by Purchaser at the Closing Date, in exchange for the additional consideration of One Dollar ($ 1.00) per
transaction.
(e)

(i) The Sellers shall sublease the leases set forth on Schedule l.l 3(e) (the " l.l 3(e) Leases ") to Purchaser for a term
not to extend beyond December 31, 2015 (the" l.13(e) Subleases"). The amounts payable under each l.l3(e) Sublease shall be the amounts
payable to the owner of the real property subject to such lease plus One Dollar ($ I .00) per month for the lease by the Sellers to Purchaser of the
Tangible Personal Property used at the location of the applicable l.l3(e) Sublease. In all other respects, each l.13(e) Sublease shall be in form
and substance reasonably satisfactory to each of the Seller Representative and Purchaser, and prior to the date of the Initial Closing, Purchaser
and the Seller Representative shall negotiate in good faith the remaining terms of the l.13(e) Subleases and the leases of the associated Tangible
Personal Property.
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(ii) Upon notice given to the Seller Representative within ninety (90) days after the Initial Closing, Purchaser may elect
to acquire any or all l.13(e) Leases and/or any or all of the associated Tangible Personal Property, in which event the Sellers shall convey to
Purchaser and Purchaser shall acquire from the Sellers the l.13(e) Leases and the associated Tangible Personal Property desired to be acquired
by Purchaser on the same terms and conditions as would have been applicable under this Agreement to the acquisition of such real property
leases and associated Tangible Personal Property by Purchaser at the Closing Date, in exchange for the additional consideration of One Dollar
($1.00) per transaction.
(f)
(i) The Sellers shall sublease the lease set forth on Schedule l. I 3(f) (the " l. J 3(f) Lease ") to Purchaser for a term not
to extend beyond December 31 , 2016 (the" l.13(f) Sublease"). The amounts payable under the 1.13(1) Sublease shall be the amounts payable to
the owner of the real property subject to such lease plus One Dollar ($1.00) per month for the lease by the Sellers to Purchaser of the Tangible
Personal Property used at the location of the l.13(f) Sublease. In all other respects, the l.13(t) Sublease shall be in form and substance
reasonably satisfactory to each of the Seller Representative and Purchaser, and prior to the date of the Initial Closing, Purchaser and the Seller
Representative shall negotiate in good faith the remaining tenns of the 1.13(1) Sublease and the lease of the associated Tangible Personal
Property.
(ii) Upon notice given to the Seller Representative within ninety (90) days after the Initial Closing, Purchaser may elect
to acquire the l.13(f) Lease and/or any or all of the associated Tangible Personal Property, in which event the Sellers shall convey to Purchaser
and Purchaser shall acquire from the SeUers the l.13(f) Lease and the associated Tangible Personal Property desired to be acquired by Purchaser
on the same terms and conditions as would have been applicable under this Agreement to the acquisition of such real property leases and
associated Tangible Personal Property by Purchaser at the Closing Date, in exchange for the additional consideration of One Dollar ($1.00) per
transaction.
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ARTICLE Il
REPRESENTATIONS AND WARRANTIES OF THE SELLERS
As an inducement to Purchaser to execute and deliver this Agreement, except (i) as set forth m the corresponding sections or
subsections of the d isclosure schedule attached hereto (each section of which shall be deemed to qualify any other sectjon or subsection of this
Article to which the matter relates, so long as the applicability of such matter to such section is reasonably apparent on the face of the disclosure)
(the" Seller Disclosure Schedule"); or (ii) as disclosed in the Annual Report on Form 10-K of Parent for the year ended June 30, 2013, the
Quarterly Reports o n Form LO-Q for the fiscal quarters ended September 30, 2013, December 31, 2013 and March 31, 2014, and the Current
Reports on Form 8-K filed from the date of the filing of the Parent Form 10-K for the year ended June 30, 2013 to the Agreement Date
(excluding any risk factor disclosures contained in such document under the heading "Risk Factors" and any disclosure of risks included in any
"forward-looking statements" disclaimer or other statements that are similarly predictive or forward-looking in nature), the Sellers, jointly and
severally, hereby represent and warrant to Purchaser, as of the Agreement Date and as of the Closing Date, as follows:
Section 2.1

Organization; Authorization .

(a) Each of Parent, CSI, Rhodes, RGB, Socle, Pegasus and Titan is a corporation duly organized, validly existing and in
good stand ing under the laws of the State of Delaware. Each of Eton and Ashmead is a corporation duly organized, valid ly existing and in good
standing under the laws of the State of Washington. GREC is a corporation duly organized, validly existing and in good standing under the laws
of the State of Michigan. ECP is a corporation duly organized, validly existing and in good standing under the laws of the State of Arizona. MJB
is a corporation duly organized, validly existing and in good standing under the laws of the State of Wyoming. FMU is a corporation duly
organized, validly existing and in good standing under the laws of the State of Florida. Each of the Sellers has all requisite corporate power and
authority to own, lease and operate all of the Purchased Assets owned, leased or operated by it and to carry on the Everest Plus Business as and
to the extent now conducted by it. Except as would not prevent the consummation of the Transactions, each of the Sellers is duly qualified or
licensed to do business as a foreign corporation in good standing in each st.ate of the United Stat.es in which the character of the assets owned,
leased or operated by it or the nature of the business conducted by it requires such qualification.
(b) The Se llers have full corporate power and authority to enter into this Agreement and each other Transaction Document
to which any Seller is or, at the Closing, will become a party, and, solely to the extent that the Legal Opinion or the Court Determination is not
obtained or a Foreclosure has not occurred, subject to Parent obtaining the Requisite Stockholder Approval, to carry out the Transactions and to
perform their respective obligations hereunder and thereunder. The execution and delivery of this Agreement and each other Transaction
Document to which any Seller is or, at the C losing, will become a party, and the consummation of the T ransactions, have been duly and validly
authorized by all necessary corporate action on the part of the applicable Seller. T his Agreement and each other Transaction Document to which
any Seller is or, at the Closing, will become a pa1ty are valid and binding obligations of the applicable Seller, enforceable against the applicable
Seller in accordance with the ir respective terms except as the same may be limited by bankruptcy, insolvency, reorganization, moratorium or
similar laws now or hereafter in effect relating to creditors' rights generally. Each of the Sellers has detennined that the Transactions are
advisable and in the best interests of such Seller.
Section 2.2
No Violation . Except for the consents set forth in Section 2.3(b) of the Seller Disclosure Schedule, neither the execution,
delivery and pe1formance by any Seller of this Agreement and each of the Transaction Documents to which any Seller is or will be a party nor
the consummation of the Transactions will (i) vio late, breach or be in conflict with, in any material respect, any provisions of the respective
certificate of incorporation or bylaws or equivalent organizational documents of any Seller, (ii) with or without the g iving of notice or the
passage of time, or both, materially violate, or be in material conflict with or constitute a default (or g ive rise to any right of or automatic
termination, amendment, cancellation, payment or acceleration) under any of the terms, conditions or provisions of any Material Contract or any
Approval to which any Seller is a party or by which any of their respective assets may be bound, (iii) result in the creatio n or imposition of any
material Encumbrance (other than Permitted Encumbrances) upon any of the Purchased Assets, or (iv) subject to obta ining the Governmental
Consents and the Educational Consents set forth on Schedule A-1 , violate any Law to which any Seller is subject.
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Section 2.3

Consents and Approvals .

(a) Except for the consents set forth in Section 2.3(a) of the Seller Disclosure Schedule(" Governmental Consents") and the
Educational Consents set forth on Schedule A-1 , no consent, approval or authorization of, or declaration, filing or registration with, any
Governmental Entity or Educational Agency is required to be made or obtained by the Sellers in connection with the execution, delivery and
performance of this Agreement and each of the Transaction Documents to which any Seller is or will be a party or the consummation of the
Transactions in order to prevent the termination or material modification of any material right, privilege, license or qualification of the Sellers
included in the Purchased Assets or the imposition of any material payment upon Purchaser.
(b) Except for the consents set forth in Section 2.3(b) of the Seller Disclosure Schedule, no consent, approval or
authorization of, or notice to any counterparty to any Material Contract must be made or obtained by the Sellers in connection with the
execution, delivery and perfo1mance of this Agreement and each of the Transaction Documents to which any Seller is or will be a party or the
consummation of the Transactions.
Section 2.4

Financial Statements .

(a)
Section 2.4(a) of the Seller Disclosure Schedule sets forth the pro forma, unaudited balance sheet for the Everest Plus
Business as of June 30, 2014 (such date, the" Balance Sheet Date" and such balance sheet, the" Latest Balance Sheet ") and June 30, 2013 and
the related pro forma, unaudited statements of operations for the fiscal years then ended (collectively, the financial statements described in this
Section 2.4 are refetTed to herein as the " Everest Plus Financial Statements "). Such Everest Plus Financial Statements were prepared in good
faith by the Sellers and were accurately derived from the Books and Records of the Sellers. The Everest Plus Financial Statements do not include
any Private Educational Loans.
(b) The Everest Plus Financial Statements have been prepared in accordance with GAAP, applied on a consistent basis
throughout the periods involved, and in accordance with the critical accounting policies set forth on Section 2.4(b) of the Seller Disclosure
Schedule. No gain contingencies (as defined by Accounting Standards Codification 450, as in effect on the date hereof) have been included in
the Everest Plus Financial Statements in the absence of a legally binding written agreement with the counterparty; and no loss contingencies (as
defined in Accounting Standards Codification 450) have been o mitted from the Everest Plus Financial Statements if required to be included
therein by GAAP. Except as set forth on Section 2.4(b) of the Seller Disclosure Schedule, there are no liabilities of any nature applicable to the
Everest Plus Business except (i) as disclosed on the Latest Balance Sheet, (ii) liabilities that were incu1Ted in the ordinary course of business
since the Balance Sheet Date, and (iii) liabilities that are not individually or in the aggregate, material. Except as set forth on Section 2.4(b) of
the Seller Disclosure Schedule, none of the liabilities referred to in the preceding clauses (i), (ii) and (iii) result from, arise out of or relate to, any
breach of Contract, violation of any Law, or relate to any criminal matter, in each case by the Sellers.
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(c)
Section 2.4(c) of the Seller Disclosure Schedules sets forth a true and con-ect list as of October 3 I, 2014 of the aging of
the accounts payable to be included in the Final Closing Working Capital, assuming the Closing were to be held on October 31, 2014.
Section 2.5
Accounts Receivable . Section 2.5 of the Seller Disclosure Schedule contains a list of Accounts Receivable and an aging
schedule as of the Balance Sheet Date. All such Accounts Receivable are reflected properly in the Books and Records and constitute valid claims
arising from bona fide transactions in the ord inary course of business of the Sellers consistent with past practice with respect to the Everest Plus
Business. Other than as is consistent with any allowance for doubtful accounts set forth on the Latest Balance Sheet or as set forth on Section 2.5
of the Seller Disclosure Schedule, no agreement for deduction, free goods, discounts or other deferred price or quantity adjustment has been
made with respect to any such Accounts Receivable and, to the Knowledge of the Sellers, there is no material contest, right of set-off, or other
claim relating to any such Accounts Receivable. All allowances have been calculated in accordance with GAAP.
Section 2.6
Absence of Changes . Except as set forth on Section 2.6 of the Seller Disclosure Schedule, since the Balance
Sheet Date, there has not been with respect to the Everest Plus Business or Purchased Assets:
(a) any damage, destruction or loss to the Purchased Assets, whether covered by insurance or not, in excess of $ I00,000
individually or $250,000 in the aggregate;
(b) any increase in the compensation, bonus or pension, welfare, severance or other benefits of, payment of any bonus to, or
grant of any new equity awards to any group of Business Employees where the annual effect of such increase would be to increase the prior
year's aggregate compensation expense for the Business Employees by five percent (5%) or more;
(c) any entry into, modification, or termination of any employment, severance or similar contract with, or termination of any
current or former shareholder, director, officer, employee, independent contractor, or consultant entitled to annual compensation in excess of
$100,000;
(d) any sale or other disposition of any assets (other than Excluded Assets) except (i) in the ordinary course of business and
in amounts not in excess of $50,000 individually or $250,000 in the aggregate or (ii) for the disposition in the ordinary course of business of
obsolete, nonfunctioning or damaged items of personal property;
(e)

any incurrence of, or entering into any Contract regarding, capital expenditures in excess of $250,000 in the aggregate;

(f) any acquisition, by merger or consolidation with, or by purchase of all or substantially all of the assets or equity interests
of, or by any other manner, any Person, or any division or line of business thereof, or any other acquisition of material assets or entry into or
continuation of any negotiations with respect to any of the foregoing;
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(g)

any material amendment to, termination of, or material increase in the payments to or benefits under, the Benefits Plans;

(h) any material write-down, write-off or write-up of the value of any Purchased Asset except for write-downs and writeoffs in the ordinary course of business;
(i) any cancellation, waiver or assignment of any claims or rights with a value to the Sellers in excess of one hundred
thousand dollars ($100,000) individually or two hundred fifty thousand dollars ($250,000) in the aggregate;

U) any material liability with respect to Taxes settled or compromised, any material claim or assessment relating to Taxes
consented to, or any waiver of the statute of limitations for any such claim or assessment;
(k) any loan made by the Sellers to any Person or any material Indebtedness incurred or assumed by the Sellers other than (i)
current liabilities incurred in the ordinary course of business of the Sellers consistent with past custom and practice, (ii) borrowings under the
Credit Agreement (including issuance of letters of credit), and (iii) any other debt that has been timely repaid in full prior to or as of the Closing;
any material Encumbrance created, incun·ed, assumed or suffered to exist upon or with respect to any of the Purchased
Assets, other than Permitted Encumbrances or Encumbrances to be discharged at Closing;
(I)

(m)

any material change in the accounting methods used by the Sellers;

(n) any termination of (or consent by any Seller to terminate or receipt of notice of termination of) any Assumed Contract
involving the payment by or to any Seller in excess of one hundred thousand dollars ($100,000);
(o) any action (i) intended to manipulate the working capital of the Sellers, (ii) extending or delaying in any material respect
any due date on any material invoice, bill or other account payable owed by any Seller or (ii) accelerating in any material respect any collection
of any material account receivable payable to the Sellers by changing the terms thereof, directly or indirectly, in writing or orally, by factoring or
otherwise;
(p) any filing for bankruptcy, receivership or insolvency proceedings under any applicable Law or consent to the filing for
bankruptcy, receivership or similar proceedings;
(q)

any agreements or commitments, whether oral or in writing, to take any action desc1ibed in this Section 2.6 .
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Section 2.7

Properties: Encumbrances.

(a)
Section 2.7(a) of the Seller Disclosure Schedule lists all real property that is leased and used or occupied by the Sellers
in connection with the Everest Plus Business (the " Rental Real Estate ") and the leases, subleases and agreements by which such Rental Real
Estate is used and occupied (the " Leases "), true and complete copies of which have been provided to Purchaser. With respect to each of the
Leases and the Rental Real Estate:
(i)

A Seller has leasehold title to the Rental Real Estate, free and clear of any Encumbrance (other than Permitted

Encumbrances);
(ii) There are no leases, subleases, concessions or other agreements to which a Seller is a party granting to any
Person the right to use or occupancy of any portion of the Rental Real Estate;
(iii) None of the Sellers has received any written notice of any default or event that, with notice or lapse of time, or
both, would constitute a default by a Seller that is the lessee under any Lease;
(iv) To the Knowledge of the Sellers, no lessor under any Lease is in default thereunder, nor has any event occurred
that, with notice or lapse of time, or both, would constitute a default by the lessor thereunder;
(v) No lessor under any Lease has notified any Seller that it has applied any security deposit, in whole or in part, on
account of the lessee's obligations, which amount has not been replenished by the applicable Seller;
(vi) The Sellers have provided to Purchaser true and complete copies of any ancillary documents to which any
Seller is a party with respect to any Rental Real Estate (such as a subordination, non-disturbance and attornment agreement with the mortgagee
of any Rental Real Estate);
(vii) There are no brokerage commission agreements between any Seller and any broker in connection with the
Leases, and no commissions are due from the lessee under any of the Leases with respect to the Leases or any renewal, extension, expansion, or
option thereunder; and
(viii) The Sellers are in occupancy of all of the Rental Real Estate, no construction work is required to be
performed by the lessor or the lessee under any Lease as a condition precedent to the occupancy of any of the Rental Real Estate which has not
been completed, and all costs, work allowances and reimbursements required to be paid by the lessor or lessee under any Lease have been paid
in full.
(ix) The aggregate amount of rent due for the Assumed Leases, Illinois Leases and Teach Out Leases for periods
prior to the Agreement Date that has been deferred beyond the Agreement Date is $3,84 1,925. A schedule detailing these amounts is set forth on
Schedule 2.7(a)(ix).

21

ED00016506

CL_Review002420

(b) Except as set fo11h in Section 2.7(b) of the Seller Disclosure Schedule, to the Knowledge of the Sellers, all of the
material buildings and building systems included in the Rental Real Estate are structurally sound with no defects, and in good operating
condition and repair (ordinary wear and tear excepted).
(c) To the Knowledge of the Sellers, the Rental Real Estate is in compliance in all material respects with all applicable
building, zoning, subdivision, health and safety and other land use laws, including The Americans with Disabilities Act of 1990, as amended,
and the Sellers have all Permits necessary for the operation of the Rental Real Estate in connection with the conduct of the Everest Plus Business
and such Permits are included in the Purchased Assets.
Section 2.8

Intellectual Property .

(a) Except as set forth in Section 2.8(a) of the Seller Disclosure Schedule, the Sellers, as applicable, have tjtle, free and clear
of all Encumbrances (other than Permitted Encumbrances), to the Everest Plus IP. Operation of the Everest Plus Business (including all
marketing and promotion in connection therewith) does not and has not interfered with, infringed upon, diluted, misappropriated or violated any
Intellectual Property, right of privacy or right of publicity of any other Person. There have been no proceedings against any Seller or claims in
writing received by any Seller since the date that is twenty four (24) months prior to the Agreement Date, alleging that any of the Sellers or any
product, service or operation thereof (including, without limitation, the Cuniculum) is infringing, misappropriating or violating any Intellectual
Property rights, privacy right or publicity right of a third Person in connection with the Everest Plus Business.
(b) The Sellers have no Knowledge (i) that any third party is infringing any of the Everest Plus IP, or (ii) of any pending
claim against the Sellers contesting the validity, registrability or enforceability of any of the Everest Plus IP, and the Sellers have no Knowledge
of any facts that would support such a claim.
(c)
Section 2.8(c) of the Seller Disclosure Schedule identifies and describes each distinct electronic or other database
containing (in whole or in part) any personally identifiable information and/or financial information of students, prospective students, faculty,
employees, their family members or other constituents of the Everest Plus Business. The collection and use by the Sellers of the student and
other third-party personally identifiable data in the possession of the Sellers, and the transfer thereof to Purchaser hereunder, is not in violation of
any privacy policy of the Sellers or any applicable Law.

(d)
Section 2.8(d) of the Seller Disclosure Schedule identifies all Everest Plus IP used in operation of the Everest Plus
Business (including, without limitation, the Curriculum), and such section details all Intellectual Property owned by the Sellers that has been
registered or for which applications have been filed. All registered Intellectual Property included within the Everest Plus IP that is owned by the
Sellers is in good standing, with all fees paid in full and filings made to date, and the applicable Sellers have taken all necessary action and made
all necessary filings to ensure that registrations and applications have not expired or been canceled or abandoned. Except as set fo1th in Section
~ o f the Seller Disclosure Schedule, the Everest Plus IP constitutes all of the Intellectual Property rights necessary to conduct the Everest
Plus Business as currently conducted (including, without limitation, ownershlp of or adequate licenses to all components of the Curriculum
taught as part of the Everest Plus Business). The consummation of the Transactions will not alter (other than solely with respect to the change of
ownership thereof), limit, impair or otherwise affect any Everest Plus IP.
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(e)
Section 2.8(e) of the Seller Disclosure Schedule identifies under separate headings each Contract: (i) under which the
Sellers use or license a material item of Intellectual Property that any Person besides the Sellers, including, without limitation, any Intellectual
Property related to or incorporated in the Curriculum used in the Everest Plus Business (the " Inbound IP Contracts "); (ii) under which the
Sellers have granted any Person any right or interest or any license to use any Intellectual Property owned by the Sellers included in the Everest
Plus IP (the " Outbound IP Contracts "); and (iii) any other Material Contracts pursuant to which any other Person developed Intellectual
Property on behalf of the Sellers in connection with the Everest Plus Business. Except as expressly provided in the Inbound IP Contracts, the
Sellers do not owe any royalties or payments to any other Person for the use of any Everest Plus IP.
(f) The Sellers have maintained commercially reasonable practices to protect the confidentiality of the Sellers' trade secrets
and other confidential information and the confidential information of the Sellers' students, prospective students, faculty, employees, their family
members or other constituents of the Everest Plus Business. All current and former employees and contractors of the Sellers who contributed to
the development of any material portion of the Everest Plus IP are subject to Contracts that assign to the Sellers each such Person's Intellectual
Property in the work performed for the Sellers.

(g) The Sellers maintain commercially reasonable disaster recovery plans with respect to its information systems supporting
the Everest Plus Business and providing service to faculty, students and prospective students thereof. Except as disclosed in Section 2.8(g) of the
Seller Disclosure Statement, there has been no material failure of such information systems since the date that is twenty-four (24) months prior to
the Agreement Date that caused a material disruption or interruption in the operation of Everest Plus Business.
(h) The Sellers have adopted and maintained commercially reasonable security policies with respect to their information
systems as well as with respect to all collection, storage and transmission of personally identifiable information and financial information. There
has been no material breach or violation of any such security policy and there has been no unauthorized or illegal use of or access to, or
suspected security breach with respect to, any personally identifiable information and financial information held by the Sellers.
Section 2.9
Mate1ial Contracts . Section 2.9 of the Seller Disclosure Schedule lists all of the following Contracts (other than the
Benefit Plans) to which any of the Sellers is a party or is bound used in or relating to the Everest Plus Business (each, a" Material Contract " and
collectively, the" Material Contracts"):
(a) Assumed Contracts that cannot be terminated upon thirty (30) days' or less notice without penalty and have an unexpired
term of six (6) months or more;
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(b) Assumed Contracts that involve annual commitments or payment in excess of $200,000 (but excluding all student
enrollment agreements in customary form);
(c)

Assumed Contracts that constitute an Indebtedness;

(d) Assumed Contracts that constitute a guaranty by any of the Sellers of obligations of any Person other than another Seller
or that require any of the Sellers to indemnify any Person;
(e)

Assumed Contracts providing for the extension of credit by any of the Sellers;

(t)

Assumed Contracts limiting the ability of any of the Sellers to conduct the Everest Plus Business in any material respect;

(g) Assumed Contracts that are collective bargaining agreements, amendments thereto, memorialized past practices or other
agreements with any labor union, employees' association or other employee representative of a group of employees;
(h) Assumed Contracts that restrict any Business Employee's ability to compete against the Everest Plus Business, solicit
employees or customers, or disclose confidential information or that restrict any Business Employee's post-separation professional activities.
(i) Assumed Contracts that are for the employment, severance or retention of any Business Employee providing for annual
compensation in excess of $150,000 or post-separation or severance payments in excess of $50,000, except for separation or severance
obligations arising from the Transactions;

U) Assumed Contracts that are for capital expenditures in an amount exceeding $100,000 in any individual case or
$1,000,000 in the aggregate; and
(k)

the Assumed Leases.

True, accurate and complete copies of all Material Contracts, together with all amendments, waivers, or other changes thereto, have been
provided to Purchaser. Each Material Contract is a valid and binding obligation of each Seller party thereto, enforceable against it in accordance
with its terms, except as the same may be limited by bankruptcy, insolvency, reorganization, moratorium or similar laws now or hereafter in
effect relating to creditors' rights generally. Except as set forth in Section 2.9 of the Seller Disclosure Schedule, there are no defaults by any
Seller under any Material Contract or, to the Knowledge of the Sellers, by any other party thereto.
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Section 2.10
Insurance . Section 2.10 of the Seller Disclosure Schedule sets forth (a) a true and correct list of all policies of insurance
(including policy number, insurer, insured parties, expiration date and type of coverage) maintained by the Sellers or their Affiliates and relating
to the Everest Plus Business, the Purchased Assets or the Assumed Liabilities (collectively, the" Insurance Policies"); and (b) a true and correct
list of all material pending claims and the claims history for the Sellers since the Compliance Date. All such Insurance Policies are in full force
and effect, and none of the Sellers or their Affiliates has received any written notice of cancellation of, material premium increase with respect
to, or material alteration of coverage under, any of the Insurance Policies. There are no material claims related to the Everest Plus Business, the
Purchased Assets or the Assumed Liabilities pending under any Insurance Policies as to which coverage has been denied or disputed or in
respect of which there is an outstanding reservation of rights. All premiums due on the Insurance Policies have either been paid or, if not yet due,
accrued. None of the Sellers or their Affiliates is in default under, or has otherwise failed to comply with, in any material respect, any provision
contained in any such Insurance Policy. True, complete and complete copies of the Insurance Policies have been made available to Purchaser.
Section 2.11

Litigation: Compliance with Laws .

(a) Except as set forth in Section 2.1 l(a) of the Seller Disclosure Schedule, there is no material Action at law or in equity
before any Governmental Entity pending or, to the Knowledge of the Sellers, threatened, against any Seller, the Everest Plus Business or the
Purchased Assets. Except as set forth in Section 2.1 1(a) of the Seller Disclosure Schedule, neither the Sellers nor any of their Subsidiaries are
party to or bound by any currently effective Order that relates to the Everest Plus Business or any Purchased Asset. Except as set forth in Section
2.11 (a) of the Seller Disclosure Schedule, there is no claim of wrongful termination or otherwise relating to employment matters pending or, to
the Knowledge of the Sellers, threatened, against any Seller that is likely to result in an adverse damages award of greater than $100,000,
inclusive of all economic, compensatory, statutory, and other damages, and the Sellers are insured (in excess of a $250,000 self-insured
retention) for all such claims.
(b) Except as set forth in Section 2.11 (b) of the Seller Disclosure Schedule, neither the Sellers nor any of their Subsidiaries
are in violation in any material respect of any Law to which any of them, the Everest Plus Business or the Purchased Assets, is subject.
(c) No transfer of assets or property is being made by the Sellers and no obligation is being incurred by the Sellers in
connection with the Transactions with the intent to hinder, delay or defraud either present or future creditors of Sellers.
(d) Since the Compliance Date, none of the Sellers or any of their Representatives or, to the Knowledge of the Sellers, any
other Person associated with or acting on behalf of any of the Sellers, has directly or indirectly (a) made any contribution, gift, bribe, rebate,
payoff, influence payment, kickback, or other payment to any Person, private or public, regardless of form, whether in money, property, or
services (i) to obtain favorable treatment in securing or maintaining business; (ii) to obtain any license, permit, approval or qualification; or (iii)
to obtain or maintain any other special concessions or treatment for or in respect of any of the Sellers in violation of any Law, or (b) established
or maintained any fund or asset of the Sellers that has not been recorded in the Books and Records of any of the Sellers.
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Section 2. 12

Taxes .

(a) All Tax Returns required to be filed with respect to the Everest Plus Business and the Purchased Assets prior to the
Closing Date have been or will be timely filed (taking into account extensions), and such Tax Returns are or, if not yet filed, will be, complete
and correct in all material respects.
(b) All Taxes (whether or not shown or required to be shown on any Tax Return) required to be paid with respect to the
Everest Plus Business and the Purchased Assets prior to the Closing Date have been paid or will be timely paid by the due date thereof, other
than any such Taxes that are or will be contested in good faith by appropriate proceedings and for which adequate reserves will have been
established.
(c) All Taxes with respect to the Everest Plus Business and the Purchased Assets that were or will be required to be
withheld, deducted or collected prior to the Closing Date have been or will be duly withheld, deducted and collected and, to the extent required,
have been or will be paid to the proper Taxing Authority.
(d)

There are no Encumbrances for Taxes (other than Permitted Encumbrances) upon any of the Purchased Assets.

(e) None of the Purchased Assets (A) is property that is required to be treated as being owned by any other person pursuant
to the so-called safe harbor lease provisions of former Section 168(t)(8) of the Code (B) directly or indirectly secures any debt the interest on
which is tax-exempt under Section I03(a) of the Code, or (C) is "tax-exempt use property" within the meaning of Section 168(h) of the Code.
(t) Except as set forth on Section 2.12 of the Seller Disclosure Schedule, no extensions or waivers of statutes of limitations
have been g iven or requested with respect to any Taxes or Tax Returns with respect to the Everest Plus Business and the Purchased Assets.
(g) All deficiencies asserted, or assessments made, with respect to the Everest Plus Business and the Purchased Assets as a
result of any examinations by any Taxing Authority have been fully paid.
(h) Except as set forth on Section 2.1.2 of the Seller Disclosure Schedule, none of the Sellers is a party to any Action by any
Taxing Auth01ity with respect to the Everest Plus Business or the Purchased Assets.
None of the Sellers is or has been a party to, or a promoter of, a "reportable transaction" within the meaning of Section
6707 A(c)(l) of the Code and Treasury Regulations Section 1.601 l-4(b).
(i)

(j) None of the Sellers has engaged in any operations or activities that are subject to reporting obligations under Section 999
of the Code (relating to international boycotts).
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Section 2.13

Employee Benefit Plans .

(a)
Section 2.13(a) of the Seller Disclosure Schedule sets forth a true and complete list of each material "employee benefit
plan," as defined in Section 3(3) of ERISA, and each and every other material written, unwritten, formal or informal plan, agreement, program,
policy or other arrangement involving direct or indirect compensation (other than workers' compensation, unemployment compensation and
other government programs), employment, severance, consulting, disability benefits, supplemental unemployment benefits, vacation benefits,
retirement benefits, deferred compensation, profit-sharing, bonuses, stock options, stock appreciation rights, other forms of incentive
compensation, post-retirement insurance benefits, or other benefits, entered into, maintained or contributed to by the Sellers or any of their
Subsidiaries or with respect to which the Sellers or any of their Subsidiaries has or may in the future have any liability (contingent or otherwise),
in each case only with respect to which any Business Employee has any present or future rights to benefits. Each plan, agreement, program,
policy or airnngement required to be set forth on the Seller Disclosure Schedule pursuant to the foregoing is referred to herein as a " Benefit
Plan."
(b) The Sellers have made available the following documents to Purchaser with respect to each Benefit Plan: (1) correct and
complete copies of all documents embodying such Benefit Plan, including (without limitation) all amendments thereto, and all related trust
documents, (2) a written description of any Benefit Plan that is not set forth in a written document, (3) the most recent summary plan description
together with the summary or summaries of material modifications thereto, if any, (4) the three most recent annual actuarial valuations, if any,
(5) all IRS or Department of Labor (" DOL ") determination, opinion, notification and advisory letters, (6) the three most recent annual reports
(Form Series 5500 and all schedules and financial statements attached thereto), if any, (7) all matetial correspondence to or from any
Governmental Entity received in the last three years, (8) all discrimination tests for the most recent three plan years, and (9) all material w1itten
agreements and contracts currently in effect, including (without limitation) administrative service agreements, group annuity contracts, and
group insurance contracts.
(c) Each Benefit Plan has been maintained and administered in all material respects in compliance with its tenns and with
the requirements prescribed by any and all statutes, orders, rules and regulations (foreign and domestic), including (without limitation) ERISA
and the Code, that are applicable to such Benefit Plans. Each Benefit Plan intended to be qualified under Section 40l(a) of the Code and each
trust intended to qualify under Section 50I(a) of the Code is so qualified and either: (1) has obtained a currently effective favorable
determination notification, advisory and/or opinion letter, as applicable, as to its qualified status (or the qualified status of the master or
prototype form on which it is established) from the IRS covering the amendments to the Code effected by the Tax Reform Act of 1986 and all
subsequent legislation for which the IRS will cmTently issue such a letter, and, to the Knowledge of the Sellers, no amendment to such Benefit
Plan has been adopted since the date of such letter covering such Benefit Plan that would adversely affect such favorable determination; or (2)
still has a remaining period of time in which to apply for or receive such letter and to make any amendments necessary to obtain a favorable
determination.
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(d) No Benefit Plan currently or in the past six (6) years maintained, sponsored, contributed to or required to be contributed
to by the Sellers, any of their Subsidia1ies, or any of their respective current or fo1mer ERISA Affiliates is or at any time in the past six (6) years
was (1) a "multiemployer plan" as defined in Section 3(37) of ERISA, (2) a plan described in Section 413 of the Code, (3) a plan subject to Title
IV ofERISA, (4) a plan subject to the minimum funding standards of Section 412 of the Code or Section 302 of ERISA, or (5) a plan maintained
in connection with any trust described in Section 501(c)(9) of the Code. The term" ERISA Affiliate" means any Person that, together with the
Sellers or any of their Subsidiaries, would be deemed a "single employer" within the meaning of Section 414(b), (c), (m) or (o) of the Code.
(e) (i) Except as set forth in Section 2.13(e) of the Seller Disclosure Schedule, none of the Sellers is subject to any material
liability or penalty under Sections 4975 through 4980B of the Code or Title I of ERISA; (ii) each of the Sellers has complied in all material
respects with all applicable health care continuation requirements in Section 4980B of the Code and in ERISA; and (iii) no material "Prohibited
Transaction," within the meaning of Section 4975 of the Code or Sections 406 or 407 of ERISA and not otherwise exempt under Section 408 of
ERISA, has occurred with respect to any Benefit Plan.
(f) No material action, suit or claim (excluding claims for benefits incurred in the ordinary course) has been brought or is
pending or, to the Knowledge of the Sellers, threatened against or with respect to any Benefit Plan or the assets or any fiduciary thereof (in that
Person's capacity as a fiduciary of such Benefit Plan). There are no audits, inquiries or proceedings pending or, to the Knowledge of the Sellers,
threatened by the IRS, DOL, or other Governmental Entity with respect to any Benefit Plan.

Section 2.14

Employment Matters .

(a) No Seller is a party to any collective bargaining agreement with respect to the Everest Plus Business and, to the
Knowledge of the Sellers, there are no labor unions or other organizations that have filed a petition with the National Labor Relations Board or
any other Governmental Entity seeking certification as the collective bargaining representative of any Business Employee. Since the Compliance
Date, there has not been any, there is not presently pending or existing any, and there is not, to the Knowledge of the Sellers, any threatened,
(i) strike, lockout, slowdown, picketing, or work stoppage or other concerted employee activity with respect to the Business Employees or
(ii) except as set forth in Section 2.14(a) of the Seller Disclosure Schedule, unfair labor practice charge against any Seller by any Business
Employee or labor organization. Except as set forth in Section 2. l4(a) of the Seller Disclosure Schedule, since the Compliance Date, to the
Knowledge of the Sellers, no labor unions or other organizations have represented, purported to represent or attempted to organize or represent
any Business Employees.
(b)
Section 2. l 4(b) of the Seller Disclosure Schedule lists, as of the Agreement Date, all Business Employees, and for each
such employee: (i) job position; (ii) job location; (iii) the level of base compensation or regular base wage rate, as applicable; (iv) date of hire;
(v) full-time or part-time status; and (vi) Fair Labor Standards Act status (exempt or non-exempt).
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(c) Since the Compliance Date, the Sellers have con-ectly classified Business Employees and former employees as exempt
employees or nonexempt employees under the Fair Labor Standards Act and other Laws, except for any instances of misclassification that would
not reasonably be expected, individually or in the aggregate, to be material. All Business Employees are legally permitted to be employed by the
Sellers in the jurisdiction in which such Business Employee is employed in their current job capacities. Since the Compliance Date, all
independent contractors providing services to the Everest Plus Business have been properly classified as independent contractors for purposes of
federal and applicable state Tax Laws, Laws applicable to employee benefits and other Laws, except for any instances of misclassification that
would not reasonably be expected, individually or in the aggregate, to be material.
(d) Except as set forth in Section 2.14(d) of the Seller Disclosure Schedule, the Sellers are in compliance in all material
respects with all Laws and arbitration awards relating to employment, and employment practices of Business Employees, including but not
limited to Laws and awards addressing equal opportunity, civil rights, non-disc1imination, non-retaliation, whistleblowing, workers'
compensation, immigration, wages, employee exemption status, hours, overtime, benefits, collective bargaining, the payment of social secmity
and similar taxes, income tax withholding, occupational safety and health, and/or privacy rights, and have been in compliance since the
Compliance Date.
(e) Since July 1, 2013, with respect to the Everest Plus Business, no Seller has effectuated (i) a "plant closing" as defined in
the Worker Adjustment and Retraining Notification Act, 29 U.S.C. §§ 2101 et seq. (the" WARN Act") (or any similar state, local or foreign
law) affecting any site of employment or one or more facilities or operating units within any site of employment or facility of a Seller, (ii) a
"mass layoff' as defined in the WARN Act (or any similar state, local or foreign law) affecting any site of employment or facility of the Everest
Plus Business, or (iii) a "Relocation" or "Te1mination" within the meaning of California Labor Code§ 1400 et seq.
(f) Except as set forth in Section 2.14(f) of the Seller Disclosure Schedule, all of the Business Employees are employed on
an "at will" basis and are not employed for any fixed term.

(g) Except as set forth in Section 2.14(g) of the Seller Disclosure Schedule, no Business Employee has been involuntaiily
terminated within 90 days preceding the Agreement Date, and the Sellers shall not involuntarily terminate any Business Employee with a title of
Regional Vice President or above (including campus Presidents) for Business Employees in the field, or Vice President or above for Business
Employees in the campus support group, prior to the Closing Date except with prior written notice to and the approval of Purchaser, which
approval shall not be unreasonably withheld.
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Section 2.15

Environmental Matters . Except as set forth in Section 2.15 of the Seller Disclosw·e Schedule:

(a) With respect to the Everest Plus Business, the Sellers are currently and have been at all times since the Compliance Date,
in material compliance with all applicable Laws in effect relating to the protection of the environment or to the presence, use, production,
generation, handling, transportation, treatment, storage, disposal, distribution, labeling, testing, processing, discharge, release, threatened release,
control or cleanup of any Hazardous Materials in the environment and including, the Comprehensive Environmental Response, Compensation
and Liability Act (42 U.S.C. § 9601 et seq.), the Hazardous Materials Transportation Act (49 U.S.C. App. § 1801 et seq.), the Resource
Conservation and Recovery Act (42 U.S.C. § 6901 et seq.), the Clean Water Act (33 U.S.C. § 1251 et seq.), the Clean Air Act (42 U.S.C. § 7401
et seq.) the Toxic Substances Control Act (15 U.S.C. § 2601 et seq.), and the Federal fnsecticide, Fungicide, and Rodenticide Act (7 U.S.C.
§ 136 et seq.), to the extent each is applicable and as each has been amended and including the regulations promulgated pursuant thereto (the "
Environmental Laws").
(b) The Sellers currently possess and are in material compliance with, and since the Compliance Date, have possessed and
been in material compliance with, all Approvals and Permits required by any Environmental Laws for the operation of the Everest Plus Business.
(c) Except as in material compliance with Environmental Law, the operations of the Everest Plus Business have not caused
any release of Hazardous Materials in violation of any Environmental Laws at (i) the Rental Real Estate, or (ii) to the Knowledge of the Sellers,
any other property at which the Sellers have disposed of or arranged for the disposal of Hazardous Materials.
(d) There are no Actions at law or in equity before any Governmental Entity related to any Environmental Law that are
pending, or to the Knowledge of the Sellers, threatened against the Sellers or any of their Subsidiaries in connection with the Everest Plus
Business.
Section 2. 16

Educational Laws and Educational Approvals .

(a) Except as set forth in Section 2.16(a) of the Seller Disclosure Schedule, each Everest Plus School has been, since the
Compliance Date, in compliance in all material respects with all applicable Educational Laws. Since the Compliance Date, each Everest P lus
School has held and presently holds all Educational Approva]s necessary to conduct the Everest Plus Business, as then or presently conducted,
including approvals required for each campus, additional location, branch, facility or other location where any Everest Plus School has offered
all or any portion of an educational program, and all approvals required for any facility or location from which any Everest Plus School
administers, teaches or otherwise supports programs offered online or through other distance education delivery methods. Except as set forth in
Section 2. I6(a) of the Seller Disclosure Schedule, each Everest Plus School has been, since the Compliance Date, in compliance in all material
respects with the terms and conditions of all such Educational Approvals. Since the Compliance Date, except as set forth in Section 2. I6(a) of
the Seller Disclosure Schedule, each such Educational Approval is in full force and effect, and no proceeding for the suspension, limitation,
revocation, termination or cancellation of any of them is pending. Except as set forth in Section 2. l 6(a) of the Seller D isclosure Schedule, since
the Compliance Date, no application made by any Everest Plus School to any Educational Agency has been denied or materially limited or
conditioned.
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(b) Since the Compliance Date, except as set forth in Section 2.16(b) of the Seller Disclosure Schedule, each Everest Plus
School and each campus or location thereof has been licensed or met the qualifications to be exempt from licensure by the applicable State
Educational Agencies, accredited by the applicable Accrediting Body or Accrediting Bodies, and has been certified by ED as an eligible
institution of higher education and is a party to a Program Participation Agreement with ED. With the exception of the annual financial aid
compliance audits required by 34 C.F.R. § 668.23, and routine reporting that occurs on an annual basis with respect to institutions regulated by
such Educational Agency or renewal-related reviews, and except as set forth in Section 2.16(b) of the Seller Disclosure Schedule, since the
Compliance Date, none of the Sellers or any Everest Plus School has received written notice of (i) any investigation, review, or audit of the
operation of the Title IV Programs of any Everest Plus School; (ii) any review of the Educational Approvals by ED or any other Educational
Agency of any Everest Plus School; or (iii) any complaints by students or employees as filed and currently pending with an Educational Agency
with respect to any Everest Plus School. Except as set forth in Section 2. I 6(b) of the Seller Disclosure Schedule, since the Compliance Date,
none of the Sellers or any Everest Plus School has received written notice of any alleged material violation of any Educational Law related to
maintaining and retaining in full force and effect any Educational Approvals necessary for each Everest Plus School's existing operations.
Except as set forth in Section 2.16(b) of the Seller Disclosure Schedule, to the Knowledge of the Sellers, no fact or circumstance exists that
would be likely to result in the tem1ination, revocation, suspension, resn·iction or failure of any Everest Plus School to obtain renewal of any
Educational Approval or to obtain any Pre-Closing Educational Consent or Post-Closing Educational Consent.
(c) Except as set forth in Section 2. I6(c) of the Seller Disclosure Schedule, each Everest Plus School has since the
Compliance Date been in material compliance with any and all applicable Educational Laws relating to Student Financial Assistance, including,
without limitation, the Title IV program participation, financial responsibility and administrative capability requirements promulgated by ED at
34 C.F.R. §§ 668.14, 668. 16, and 668.171-175, as well as the student eligibility requirements promulgated by ED at 34 C.F.R. § 668.31-39.
Since the Compliance Date, except as set forth in Section 2.16(c) of the Seller Disclosure Schedule, each Everest Plus School has been in
material compliance with the Program Integrity Rules and the Gainful Employment Disclosure Requirements.
Section 2. l 6(d) of the Seller Disclosure Schedule sets fo1th the full address of each Everest Plus School and each
(d)
campus, additional location, branch, facility or other location where any Everest Plus School, at any time since the Compliance Date, has offered
50 percent or more of an educational program for which Title IV Program funds are offered or administered.
(e) Since the Compliance Date, the Sellers and each Everest Plus School have obtained all material Educational Approvals
required to offer each educational program offered by any Everest Plus School for which Title IV Program funds have been provided, and each
such educational program has since the Compliance Date been an "eligible program" in compliance in all material respects with the requirements
of 34 C.F.R. § 668.8.
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(f) Since the Compliance Date, except as set forth in Section 2. 16([) of the Seller Disclostu-e Schedule, the Sellers and each
Everest Plus School have complied in all material respects with the applicable Educational Laws regarding misrepresentation including but not
limited to 34 C.F.R. Part 668 Subpart F.

(g) Since the Compliance Date, each Everest Plus Schoo l has disclosed and timely reported, in compliance in all material
respects with the applicable provisions of 34 C.F.R. Part 600: (i) the addition of any new educational programs or locations; and (ii) the
ownership of each Everest Plus School, including any shifts in ownership or control, including any changes in reported ownership levels or
percentages. Since the Compliance Date, with respect to any location or facility of any Everest Plus School that has closed or at which any
Everest Plus School ceased providing educational programs, the Everest Plus School complied in all material respects with all Educational Laws
related to the closure or cessation of instruction at such location or facility, including witho ut limitation requirements for teaching out students
from such location or facility.
(h) Except as set forth in Section 2.16(h) of the Seller Disclosure Schedule, since the Compliance Date, no Everest Plus
School has p rovided any educational instruction on behalf of any other institution or organization of any sort, and no other institution or
organization of any sort has provided any educational instruction on behalf of any Everest Plus School.
(i) Since the Compliance Date, each Everest Plus School has complied with Title IV Program requirements, as set forth at
20 U.S.C. § l094(a)(20) and implemented at 34 C.F.R. § 668.14(b)(22), regarding the payment of a commission, bonus, or other incentive
payment based directly or indirectly on success in seeming enrollments or financial aid to any person or entity engaged in any student recruiting
or admission activities or in making decisions regarding the awarding of Title IV Program funds.

U)

Except as set forth on Section 2. l 6(j) of the Seller Disclosure Schedule, for any fiscal year ending after the Compliance
Date, no Everest Plus School has received more than ninety percent of its revenues from the Title [V Programs, as set forth in 34 C.F.R.
§§ 668.14 and 668.28.
(k) Except as set forth in Section 2.16(k) of the Seller Disclosure Schedule, since the Compliance Date, no entity or
organization that has a student lending relationship with any Everest Plus School and that provides or originates e ither Educational Loans, Seller
Private Educatio nal Loans or Private Educational Loans has terminated or otherwise significantly modified or reduced the availability of such
loans to students enrolled in any Everest Plus School.
(l) Each Everest Plus School has complied in all material respects with ED's financial responsibility requirements in
accordance with 34 C.F.R. § 668.175 for each of the fiscal years ending since the Compliance Date, including any compliance based on the
posting of an irrevocable letter of credit in favor of ED. Except as set forth in Section 2. 16(1) of the Seller Disclosure Schedule, since the
Compliance Date, no Everest Plus School has received written notice of a request by any Educational Agency requi1ing the Sellers, any of their
Subsidiaries or any Everest Plus School to post a letter of credit or other form of surety for any reason, including any request for a letter of credit
based on late refunds pursuant to 34 C.F.R. § 668.173, or received any request or requirement that any Everest Plus School process Title IV
Program funds under the reimbursement or heightened cash monitoring-level 2 procedures, as those procedures are set forth at 34 C.F.R.
§ 668.162.
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(m) Since the Compliance Date, except as set fo11h in Section 2.16(m) of the Seller Disclosure Schedule, each Everest Plus
School has been in compliance in all material respects w ith all Educational Agency and ED requirements and regulations, including but not
limited to requirements set forth at 34 C.F.R. § 668.22, relating to (i) fair and equitable refunds policy and (ii) the calculation and timely
repayment of federal and nonfederal funds.
(n) Since the Compliance Date, each Everest Plus School has complied in aJI material respects with (i) the requirements
governing preferred lender relationships, Seller Private Educational Loans, Private Educational Loans, and codes of conduct as set forth in 20
U.S.C. § 1094; and (ii) applicable provisions of 20 U.S.C. § 1085(d)(19) and 34 C.F.R. § 682.212 regarding prohibited inducements. Since the
Compliance Date, the Sellers (as related to the Everest Plus Schools) and each Everest Plus School have complied in all material respects with
Applicable Laws and Educational Laws related to the extension of credit or that are otherwise applicable to any educational financing program
offered to students by the Sellers (as related to the Everest Plus Schools) or such Everest Plus School, including, but not limited to, the Truth in
Lending Act, Equal Credit Opportunity Act, and Fair Credit Reporting Act.
(o) Except as set forth in Section 2.16(0) of the Seller Disclosure Schedule, each Everest Plus School has complied in all
material respects with all Educational Agency requirements concerning the proper calculation and timely reporting of student outcomes,
including but not limited to retention, completion or graduation, and placement or employment rates, as applicable, and the methodology for
calculating such rates.
(p)
Section 2.16(p) of the Seller Disclosure Schedule sets forth (i) the published 3 year cohort default rates for each Everest
Plus School calculated by ED under 34 C.F.R. Part 668 Subpart N for fiscal years 2009, 2010 and 2011, and (ii) the published 2 year cohort
default rates for each Everest Plus School for the three most recent federal fiscal years for which such default rates have been calculated and
published by ED.
(q) To the Knowledge of the Sellers , none of the Sellers or any Person that exercises Substantial Control over any of the
Sellers or any Everest Plus School, or member of such Person's family (as the term "family" is defined in 34 C.F.R. § 668. l 74(c)(4)), alone or
together (i) exercises or, since the Compliance Date, exercised Substantial Control over another institution or third-party servicer (as that term is
defined in 34 C.F.R. § 668.2) that owes a liability for a violation of a Title JV Program requirement or (ii) owes a liability for a Title IV Program
violation.
(r) Since the Compliance Date, to the extent that any Everest Plus School has received services from Socle, the agreement
for such services and the performance of services thereunder have complied in all material respects with all applicable Educational Laws
including, without limitation, the requirements of 34 C.F.R. § 668.25.
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(s) To the Knowledge of the Sellers, none of the Sellers (as related to the Everest P lus Schools) or any Everest Plus School
has employed in a capacity involving administration of Title IV Program funds, any individual who has been convicted of, or has pied nolo
contendere or guilty to, a crime involving the acquisition, use or expenditure of funds of a Governmental Entity or Educational Agency, or has
been administratively or judicially determined to have committed fraud or any other violation of Law involving funds of any Governmental
Entity or Educational Agency.
(t) To the Knowledge of the Sellers, none of the Sellers or any Everest Plus School has, since the Compliance Date
contracted with an institution or third-party servicer that has been terminated under Section 432 or 487 of the HEA for a reason involving the
acquisition, use, or expenditure of funds of a Governmental Entity or Educational Agency, or has been administratively or judicially determined
to have committed fraud or any other violation of Law involving funds of any Governmental Entity or Educational Agency.
(u) None of the Sellers or any Everest Plus School, nor any Affiliate of any Everest Plus School or other Person that has the
power, by contract or ownership interest, to direct or cause the direction of management or policies of any Everest Plus School has filed for relief
in bankruptcy or had entered against it an order for relief in bankruptcy.
(v) None of the Sellers or any Everest Plus School, or any chief executive officer thereof, have pied guilty to, pied nolo
contendere , or been found guilty of, a c1ime involving the acquisition, use or expenditure of funds under the Title IV Programs or been
judicially determined to have committed fraud involving funds under the Title TV Programs.
(w) To the Knowledge of the Sellers, since the Compliance Date, none of the Sellers (as related to the Everest Plus Schools)
or any Everest Plus School has contracted with or employed any Person that has been, or whose officers or employees have been, convicted of,
or pied nolo contendere or guilty to, a crime involving the acquisition, use or expenditure of funds of any Governmental Entity or Educational
Agency, or administratively or judicially determined to have committed fraud or any other violation of Law involving funds of any
Governmental Entity or Educational Agency.
(x) The Sellers have provided to Purchaser copies of material correspondence and documents currently in their possession
received from, or sent by or on behalf of any Everest Plus School to ED or any other Educational Agency that were (i) sent or received since the
Compliance Date or relate to any issue that remains pending and (ii) relate to (1) any written notice that any Educational Approval is not in full
force and effect or that an event has occurred that constitutes or, with the giving of notice or the passage of time or both, would be expected to
result in revocation of such Educational Approval; (2) any written notice that the Everest Plus School has violated in any material respect any
Educational Law; (3) any Compliance Review; (4) any written notice of an intent to limit, show cause, suspend, terminate, revoke, cancel, not
renew or condition (includi ng any action placing the Everest Plus School or location thereof on probation) the accreditation of the Everest Plus
School; (5) any written notice of an intent or threatened intent to condition the provision of Title IV Program funds to the Everest Plus School, or
the continued operation of the education programs offered by the Everest Plus School on the posting of a letter of credit or other surety in favor
of ED or any Educational Agency; (6) any w1itten notice of an intent to provisionally certify the eligibility of the Everest Plus School to
participate in the Title IV Programs or (7) the placement or removal of the Everest Plus School on or from the reimbursement or heightened cash
monitoring method of payment under Title TV Programs.
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Section 2.17

Title to Assets; Sufficiency of Assets .

(a) The applicable Sellers have valid title, free and clear of all Encumbrances (other than Permitted Encumbrances and liens
in favor of Bank of America, N .A. as the administrative agent under the Credit Agreement), to all of the Purchased Assets.
(b) Except as set forth in Section 2.17(b) of the Seller Disclosure Schedule, the Purchased Assets (whether owned by the
Sellers or leased or licensed from other Persons as disclosed herein) constitute all of the tangible and intangible property and services, necessary
for the continued conduct of the Everest Plus Business after the Closing and none of the Excluded Assets are used in to the Everest Plus
Business.
Permits . Except as set forth in Section 2. 18 of the Seller Disclosure Schedule, the Sellers (a) own or possess all right,
Section 2. 18
title and interest in and to all of, and are in compliance with all te1ms and conditions of, all material permits, registrations, licenses, franchises,
certifications, approvals, exemptions and other approvals from any Governmental Entity required for the ownership and conduct of the Everest
Plus Business as presently conducted (collectively, the " Approvals "), and (b) are in compliance in all material respects with the terms and
conditions of such Approvals and have not received any written notice that any Seller is in violation in any material respect of any of the terms
or conditions of such Approvals. All Approvals are in full force and effect, and there is no actual or threatened suspension, cancellation, or
invalidation of any Approval.
Section 2.19

Internal Controls.

(a) The Sellers (with respect to the Everest Plus Business) maintain systems of internal accounting controls sufficient to
provide reasonable assurances that: (i) transactions relating to the Everest Plus Business are executed in accordance with management's general
or specific authorization and (ii) transactions relating to the Everest Plus Business are accurately recorded as necessary to permit the preparation
of financial statements and to maintain accountability for its assets.
(b) The Books and Records, true, correct, and complete copies of which have been provided to Purchaser, are complete and
correct in all material respects and represent actual, bona fide transactions and have been maintained in accordance with sound business practices
and the requirements of Section l3(b)(2) of the Exchange Act, including the maintenance of an adequate system of internal controls.
Affiliated Transactions . Except as set forth on Section 2.20 of the Seller Disclosure Schedules, and except for the DCP
Section 2.20
Plan and as provided in Section l.3(e) , none of the Assumed Liabilities is a liability payable to or in favor of any director, officer, manager, or
employee of any of the Sellers or their respective Affiliates and none of the directors, officers, employees, or managers of any of the Sellers or
their Affiliates has any right to or interest in any of the Purchased Assets (other than the Books and Records).
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Section 2.21

Brokers' , Finders' Fees, etc. Except for the fees and expenses of Barclays, which will be paid pursuant to Section l.7

.{fl_, there are no rights to brokerage commissions, finders' fees or similar compensation in connection with the Transactions based on any

arrangement or agreement made by or on behalf of the Sellers or any of their respective Affiliates, officers, employees, managers or directors.
Section 2.22
SEC Documents. Each report, schedule, form, statement and other document filed by Parent with the SEC since July I.,
2013 (collectively, the" SEC Documents ") complied as to form in all material respects with the requirements of the Exchange Act, and the rules
and regulations of the SEC applicable thereto at the time of its filing, and none of the SEC Documents contained any untrue statement of a
material fact or omitted to state a material fact required to be stated therein or necessary in order to make the statements therein, in light of the
circumstances under which they were made, not misleading. None of the SEC Documents, as amended to date, contains as of the Agreement
Date any untrue statement of a material fact or omits to state a material fact required to be stated therein or necessary in order to make the
statements therein, in light of the circumstances under which they were made, not misleading.
Section 2.23
Disclaimer . The representations and warranties of the Sellers set forth in this Section l.l3(d) or in the other
Transaction Documents constitute the sole and exclusive representations and warranties of the Sellers to Purchaser in connection with the
Transactions, and all other representations and warranties of any kind or nature, expressed or implied, are specifically disclaimed by the Sellers.
Without limiting the foregoing, the Sellers are not making any representation or warranty to Purchaser with respect to any financial projection or
forecast relating to the Everest Plus Business or the prospects of the Everest Plus Business.
ARTICLE ill
REPRESENTATIONS AND WARRANTIES
OF PURCHASER

Purchaser hereby represents and warrants to the Sellers as follows:
Section 3.1

Organization: Authorization .

(a) Purchaser is a corporation duly organized, validly existing and in good standing under the laws of the State of Delaware.
Except as would not prevent the consummation of the Transactions, Purchaser has all requisite corporate power and authority to own, lease and
operate all of the assets owned, leased or operated by it and to carry on its business as currently conducted, and is duly qualified or licensed to do
business as a foreign corporation in good standing in each jurisdiction in which the character of the assets owned, leased or operated by it or the
nature of its business requires such qualification.
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(b) Purchaser has the full corporate power and authority to enter into this Agreement and each other Transaction Document
to which it is or, at the Closing, will become a party, and to cany out the Transactions and to perfotm its obligations hereunder and thereunder.
The execution and delivery of this Agreement and each other Transaction Document to which Purchaser is or, at the Closing, will become a
party, and the consummation of the Transactions, have been duly and validly authorized by all necessary corporate action on the part of
Purchaser. This Agreement and each other Transaction Document to which Purchaser is or, at the Closing, will become a party are valid and
binding obligations of Purchaser, enforceable against Purchaser in accordance with their respective tenns except as the same may be limited by
bankruptcy, insolvency, reorganization, moratorium or similar laws now or hereafter in effect relating to creditors' rights generally.
Section 3.2
No Violation . Neither the execution, delivery and performance by Purchaser of this Agreement and each of the
Transaction Documents to which Purchaser is or will be a party nor the consummation of the Transactions will (i) violate, breach or be in
conflict with any provisions of the certificate of incorporation or bylaws or equivalent organizational documents of Purchaser, (ii) with or
without the giving of notice or the passage of time, or both, violate, or be in conflict with or constitute a default (or give rise to any tight of or
automatic termination, amendment, cancellation or acceleration) under any of the terms, conditions or provisions of any Contract or any
Approval to which Purchaser is a party or by which any of its assets may be bound, in any case that cannot be cured by obtaining Consent from
the counterparty or counterparties thereto, or (iv) subject to obtaining the Governmental Consents and the Educational Consents set forth on
Schedule A-1 , violate any Law to which Purchaser is subject, except for violations, conflicts, breaches, defaults, or failure to obtain Consents or
provide notifications that would not reasonably be expected to materially impair the ability of Purchaser to perform its obligations under this
Agreement and the other Transaction Documents to which it is a party or to consummate the Transactions.
Section 3.3
Consents and Approvals . Except for the Governmental Consents set forth in Section 2.3(a) of the Seller Disclosure
Schedule and the Educational Consents set forth on Schedule A-1 , and except as would not reasonably be expected to materially impair the
ability of Purchaser to perform its obligations under this Agreement and the other Transaction Documents to which it is a party or to
consummate the Transactions, no consent, approval or authorization of, or declaration, filing or registration with, any Governmental Entity or
Educational Agency is required to be made or obtained by Purchaser in connection with the execution, delivery and performance of this
Agreement and each of the Transaction Documents to which Purchaser is or will be a party or the consummation of the Transactions .
Section 3.4
Litigation . There is no Action at law or in equity before any Governmental Entity or Educational Agency pending or, to
the Knowledge of Purchaser, threatened, against Purchaser or its Subsidiaries that if determined adversely to Purchaser and/or its Subsidiaries
would reasonably be expected to matetially impair the ability of Purchaser to perform its obligations under this Agreement and the other
Transaction Documents to which it is a party or to consummate the Transactions. Except as would not reasonably be expected to materially
impair the ability of Purchaser to perform its obligations under this Agreement and the other Transaction Documents to which it is a party or to
consummate the Transactions, there does not exist any outstanding Order against Purchaser or its Subsidiaries.
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Section 3.5
Solvency . Immediately after giving effect to the Transactions, Purchaser and each of its Subsidiaries shall be able to
pay their respective debts as they become due and shall own property which has a fair saleable value greater than the amounts required to pay
their respective debts (including a reasonable estimate of the amount of all contingent liabilities). lmmediately after giving effect to the
Transactions, Purchaser and each of its Subsidiaries shall have adequate capital to carry on their respective businesses, including the Everest Plus
Business. No transfer of property is being made and no obligation is being incurred in connection with the Transactions with the intent to hjnder,
delay or defraud either present or future creditors of Purchaser and its Subsidiaries.
Sufficient Funds . Purchaser has, as of the Agreement Date (through unrestricted cash and marketable securities on its
Section 3.6
balance sheet), and at the Initial Closing, will have (through unrestricted cash and marketable securities o n its balance sheet), sufficient funds
available in cash to pay the Purchase Price and all other amounts payable by Purchaser under this Agreement and the other Transaction
Documents and to perform its obligations hereunder and thereunder following the Closing. Without limiting the foregoing, Purchaser's ability to
consummate the Transactions is not contingent on Purchaser's ability to complete any public offering or private placement of equity or debt
securities or to obtain any other type of financing prior to or on the Initial Closing.
Section 3.7

Educational Laws and Educational Approvals .

(a) To the Knowledge of Purchaser, there are no facts or circumstances attributable to Purchaser or any of its Subsidiaries or
to any other Person that exercises Substantial Control with respect to Purchaser or any of its Subsidiaries, that would, individually or in the
aggregate, adversely affect any Everest Plus School's ability to obtain any Educational Consent.
(b) To the Knowledge of Purchaser, neither Purchaser nor any of its Subsidiaries, or any Person that exercises Substantial
Control over Purchaser or any of its Subsidiaries, or member of any such Person's family (as the term "family" is defined in 34 C.F.R. § 668.174
(c)(4)), alone or together, (i) exercises or exercised Substantial Control over another institution or third-party servicer (as that term is defined in
34 C.F.R. § 668.2) that owes a liability for a violation of a Title IV Program requirement or (ii) owes a liability for a Title IV Program violation.
(c) To the Knowledge of Purchaser, neither Purchaser nor any of its Subsidiaries has employed in a capacity involving
administration of Title IV Program funds, any individual who has been convicted of, or has pied nolo contendere or guilty to, a crime involving
the acquisition, use or expenditure of funds of a Governmental Entity or Educational Agency, or has been administratively or judicially
determined to have committed fraud or any other violation of Law involving funds of any Governmental Entity or Educational Agency.
(d) To the Knowledge of Purchaser, neither Purchaser nor any of its Subsidiaries has contracted with an institution or thirdparty servicer that has been terminated under Section 432 or 487 of the HEA for a reason involving the acquisition, use, or expenditure of funds
of a Governmental Entity or Educational Agency, or has been administratively or judicially determined to have committed fraud or any other
violation of Law or Educational Law involving funds of any Governmental Entity or Educational Agency.
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(e) None of Purchaser, any Subsidiary of Purchaser, any ED Affiliate of Purchaser or any other Person that after the
consummation of the Transactions will have the power, by contract or ownership interest, to direct or cause the direction of management or
policies of any Everest Plus School, has filed for relief in bankruptcy or had entered against it an order for relief in bankruptcy.
(t) Neither Purchaser nor any of its Subsidiaries, or any chief executive officer thereof, has pied guilty to, pied nolo
contendere, or been found guilty of, a crime involving the acquisition, use or expenditure of funds under the Title IV Programs or been judicially
determined to have committed fraud involving funds under the Title IV Programs.

(g) Neither Purchaser nor any of its Subsidiaries, to the Knowledge of Purchaser, has contracted with or employed any
Person that has been, or whose officers or employees have been, convicted of, or pied nolo contendere or guilty to, a crime involving the
acquisition, use or expenditure of funds of any Governmental Entity or Educational Agency, or administratively or judicially determined to have
committed fraud or any other violation of Law or Educational Law involving funds of any Governmental Entity or Educational Agency.
Brokers', Finders' Fees, etc. There are no rights to brokerage commissions, finders' fees or similar compensation in
Section 3.8
connection with the Transactions based on any rurnngement or agreement made by or on behalf of Purchaser or any of its Affiliates, officers,
employees, or directors.
Section 3.9
Purchaser Acknowledgment . Purchaser hereby acknowledges and agrees that (a) other than the representations and
warranties set forth in Section J .13(d) or in any of the other Transaction Documents, none of the Sellers, their respective Affiliates, or any of
their respective Representatives make or have made any representation or warranty, express or implied, at Law or in equity, as to any matter with
respect to the Everest Plus Business, the Purchased Assets, or the Assumed Liabilities, including as to (i) merchantability or fitness for any
particular use or purpose, (ii) the operation of the Everest Plus Business after the Closing in any matter or (iii) the probable success or
profitability of the Everest Plus Business or the Purchased Assets after the Closing, and (b) except in cases of fraud or matters involving criminal
activity, other than the indemnification obligations of the Sellers set forth in ARTICLE VIII or as set forth in any of the other Transaction
Documents, none of the Sellers, their respective Affiliates, or any of their respective Representatives will have or will be subject to any liability
or indemnification obligation to Purchaser or any of Purchaser's Affiliates resulting from the distribution to Purchaser, its Affiliates, or any of
their Representatives of, or Purchaser's use of, any information relating to the Everest Plus Business, the Purchased Assets, or the Assumed
Liabilities, including any information, documents or material provided to Purchaser, its Affiliates, or any of their Representatives, whether orally
or in writing, in certain "data rooms," management presentations, discussions, responses to questions submitted on behalf of Purchaser or any
other form in expectation of the Transactions.
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ARTICLE IV
COVENANTS PENDING CLOSING
Section 4. l
Restrictions on Conduct of Everest Plus Business . During the period from the Agreement Date and continuing until the
earlier of the termination of this Agreement in accordance with the terms hereof and the Closing Date, except as otherwise expressly set forth in
this Agreement or Schedule 4.1 or as otherwise previously consented to in writing by Purchaser (which consent shall not be unreasonably
withheld, conditioned or delayed), the Sellers shall not engage in any practice, take any action, or enter into any transaction outside the ordinary
course of business of the Sellers as currently conducted with respect to the Everest Plus Business, the Purchased Assets or the Assumed
Liabilities. Without limiting the generality of the foregoing, without the prior consent of Purchaser, which consent shall not be unreasonably
withheld, conditioned or delayed, the Sellers shall not, in each case with respect to the Everest Plus Business, the Purchased Assets or the
Assumed Liabilities, during the period from the Agreement Date and continuing until the earlier of the termination of this Agreement in
accordance with the terms hereof and the Closing Date and, if applicable, the date of any subsequent Closing contemplated by Section 6.4 (a)
amend or otherwise change its certificate of incorporation or bylaws or equivalent governing documents to the extent such amendment or change
would prevent, materially delay or materially impede the consummation of the Transactions, (b) increase in any material respect, or grant any
material additional, salary, benefits or other compensation, to any Business Employee, (c) enter into or terminate any Contract not terminable
without premium or penalty on 60 or fewer days' notice or which would be reasonably expected to involve the payment of $250,000 or more in
any 12-month period, (d) amend, terminate, renew, extend or increase the rate of payment under any Assumed Lease or Teach Out Lease (to the
extent, with respect to any Teach Out Lease, that such amendment would adversely impact Purchaser's 1ights under the related sublease), (e) sell
or transfer any owned real property used in the Everest Plus Business except in a transaction that would provide for Purchaser's occupancy of the
property pursuant to an operating lease of not fewer than 10 years and otherwise on terms reasonably acceptable to Purchaser, (t) except as
provided in Section 5.3(a) , take any action with respect to the Business Employees, including but not limited to a mass layoff, plant or facility
shutdown, closure of employment site, or the effectuation of employee terminations, that creates any liability, or substantial risk thereof to
Purchaser, under the WARN Act or any similar, state, local or foreign law, including but not limited to the California Labor Code, or (g) take or
permit any action that would be required to be disclosed pursuant to Section 2.6 , or agree in writing to take any such action.
Section 4.2
Conduct of the Everest Plus Business . During the period from the Agreement Date and continuing until the earlier of the
termination of this Agreement in accordance with the terms hereof and the Closing Date, the Sellers shall use their respective commercially
reasonable efforts as currently exercised by the Sellers to: (i) maintain and preserve intact the business and properties of the Everest Plus
Business, including its present operations, physical facilities, and working conditions; and (ii) maintain and preserve the rights, franchises, and
relationships of its employees, contractors, students, customers, lessors, licensors, lenders, suppliers, regulators and others having relationships
with the Everest Plus Business. Without limiting the foregoing, from the Agreement Date and continuing until the earlier of the termination of
this Agreement in accordance with the terms hereof and the Closing Date or, if applicable, the date of any subsequent Closing contemplated by
Section 6.4 , the Sellers shall use their respective commercially reasonable efforts as currently exercised by the Sellers to:
(a) preserve and maintain all Permits and Approvals required for the conduct of the Everest Plus Business as currently
conducted or the ownership and use of the Purchased Assets;
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(b)

pay or otherwise satisfy the Indebtedness, Taxes and other Liabilities and obligations of the Everest Plus Business when

(c)

continue to collect Accounts Receivable in a manner consistent with past practice, without discounting such Accounts

due;

Receivable;
(d) maintain the properties and assets included in the Purchased Assets in the same condition as they were on the Agreement
Date, subject to reasonable wear and tear;
(e)

continue in full force and effect without modification all Insurance Policies, except as required by applicable Law;

(f)

defend and protect the properties and assets included in the Purchased Assets from infringement or usurpation;

(g)

perform all of their obligations under all Assumed Contracts;

(h)

maintain the Books and Records in accordance with past practice; and

(i) comply in all material respects with all Laws and Educational Laws applicable to the conduct of the Everest Plus
Business or the ownership and use of the Purchased Assets.
Section 4 .3

Mutual Reasonable Best Efforts.

(a) Subject to Section 4.7(e) , Purchaser and the Sellers each agree to use their reasonable best efforts, and to cooperate with
each other, to take, or cause to be taken, all appropriate actions to do, or cause to be done, all things necessary, proper or advisable under
Applicable Law or Educational Law or otherwise to consummate and make effective the Transactions as promptly as practicable, including,
subject to any applicable limitations set forth in this ARTICLE IV and other provisions of this Agreement, causing the satisfaction of the
respective conditions set forth in ARTICLE VI and executing and delivering such other instruments and doing and performing such other acts
for effecting the consummation of the Transactions. Without limiting the foregoing, Purchaser and the Sellers shall use their reasonable best
efforts, and cooperate with each other, to identify assets that should be included am ong Purchased Assets or Excluded Assets, respectively, and
make such additions, modifications or removals to Schedule 1.1 (e) (Assumed Contracts), Schedule A-2 (Intellectual Property), Section 2.8 of the
Seller Disclosure Schedule (Intellectual Property), Section 2.9 of the Seller Disclosure Schedule (Material Contracts), and any other Schedules to
which modification may be appropriate, in all cases as Purchaser or the Seller Representative may reasonably request. Without limiting the
foregoing, the parties shall cooperate to revise the applicable Schedules, as necessary, so as to reflect their intent that Purchaser shall not acquire
the assets exclusively related to the Everest and WyoTech schools located in the state of California. If any asset of the Sellers is used in the
Everest Plus Business but not identified as a Purchased Asset as of the Agreement Date because it is used in a line of business of the Sellers
other than the Everest Plus Business, then the parties shall cooperate in good faith using commercially reasonable efforts prior to and after the
Closing to implement such arrangements as Purchaser may request to ensure that the benefit of the asset is apportioned or otherwise shared
between the parties in a manner satisfactory to both parties.
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(b) Between the Agreement Date and the Initial Closing, the Sellers and Purchaser shall cooperate and use their respective
commercially reasonable best efforts to negotiate with the lessors under the Assumed Leases and counterparties to the Assumed Contracts the
terms and conditions on which Purchaser will assume those Assumed Leases and Assumed Contracts, including by way of example and not
limitation, the terms and conditions providing for the compromise or forgiveness of payables or rent amounts past due, the reduction and scope
of the property leased or subleased as applicable, and the scope of any Contract coverage.
(c) At the reasonable request of Purchaser, between the Agreement Date and the Initial Closing, the Sellers shall terminate
any Assumed Contract that Purchaser may request, so long as (i) that termination may be effected without premium or penalty and "without
cause" upo n notice given by the Sellers ninety (90) days or fewer in advance of the specified termination date, (ii) that termination would not
adversely impact the Sellers in the event the Closing were not to occur, and (iii) that termination would not adversely impact Purchaser's ability
to perform its obligations under the T ransition Services Agreement.
(d) Purchaser may, in its sole discretion, upon giving notice to the Sellers at least five (5) days prior to the Initial Closing,
elect not to assume any Assumed Contract (defined for purposes of this Section 4.3(d) before giving effect to any election pursuant to this
Section 4.3(d) ), in which case the Schedules to this Agreement shall be appropriately modified to reflect Purchaser's decision; provided ,
however , that the aggregate payment obligations in the year immediately following the Initial Closing under all such Contracts that Purchaser
proposes to elect not to assume shall not exceed fifteen percent (15%) of the aggregate payment obligations in the year immediately following
the Initial Closing under all of the Assumed Contracts (defined for purposes of this Section 4.3(d) before giving effect to any election pursuant to
this Section 4.3(d) ) . Notwithstanding anything to the contrary in this Agreement, Purchaser may, in its sole discretion, upon giving notice to the
Sellers at least five (5) days prior to the Initial Closing, elect not to assume (i) any Contract of the Sellers related to insurance (excluding workers
compensation related insurance) or marketing, (ii) any oral agreement, and (iii) any Contract that has expired by its terms but not been renewed,
except in each case for clauses (i) - (iii) of this sentence where such Contract needs to be assumed by Purchaser in order for it to perform its
obligations under the Transition Services Agreement.
(e) The Sellers and Purchaser shall, subject to compliance with applicable Law, applicable Educational Law and each
party's fiduciary obligations, cooperate in good faith to ensure that the Sellers implement the plan contemplated by Section 9.Hk).
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Section 4.4
Access to Information . During the period commencing on the Agreement Date and continuing until the earlier of the
termination of this Agreement in accordance with its terms or the Closing and upon reasonable advance notice from Purchaser, the Sellers shall
(and shall cause their Affiliates and Representatives to) allow Purchaser and its Representatives, during the applicable Seller's normal business
hours and without unreasonable interference with the operation of the Everest Plus Business (a) full access to, and the right to inspect, all
premises, properties, assets, Books and Records (including Tax records), Contracts, and such materials and information about the Everest Plus
Business, the Purchased Assets, and the Assumed Liabilities as Purchaser may reasonably request, and (as applicable) to allow Purchaser and its
Representatives to make copies thereof, all of which shall be provided in an organized fashion and so as to facilitate an orderly review, and (b)
reasonable access to specified members of management of the Everest Plus Business as the parties may reasonably agree and, with the approval
of the Sellers (not to be unreasonably withheld, conditioned or delayed), such other persons as may be reasonably necessary to the
consummation of the Transactions; provided , however , that the foregoing shall not (i) preclude any discussions p1ior to Closing between
Purchaser and its Representatives, on the one hand, and any Business Employees, on the other, regarding terms of their potential employment
with Purchaser after Closing; (ii) require the Sellers to provide any such access or disclose any information to the extent the provision of such
access or such disclosure would contravene Applicable Law or Educational Law, result in a breach of attorney-client or similar privilege, or
violate any confidentiality or nondisclosure agreement or similar agreement or arrangement to which the Sellers or any of their respective
Subsidiaries are a party; and (iii) unreasonably disrupt the normal operations of the Everest Plus Business or the Sellers or any of their respective
Subsidiaries. Purchaser acknowledges and agrees that any contact by Purchaser and its Representatives with any employees or members of
management of the Everest Plus Business shall be arranged and supervised by designated Representatives of the Sellers, unless the Sellers
otherwise expressly consents with respect to any specific contact. No investigation by Purchaser or receipt of information by Purchaser pursuant
to this Section 4.4 or any other provision of this Article IV shall operate as a waiver or otherwise affect any representation, warranty or
agreement given or made by the Sellers in this Agreement and shall not be deemed to amend or supplement the Seller Disclosure Schedule.
Section 4.5

Notification . Without limitation of the obligations of the parties under any other provision of this ARTICLE IV :

(a) Each party shall notify the other party in writing promptly, but in any event within three (3) Business Days, if it becomes
aware of any fact or condition that has caused or would reasonably be expected to cause, the failure of any of the conditions set forth in
ARTICLE VI to be satisfied, in each case specifying in reasonable detail the fact or condition and providing, to the extent practicably possible to
do so, a reasonable, good faith estimate of any liability or cost expected to be imposed upon either the Sellers or Purchaser as a result of the
occurrence of such fact or condition.
(b) The Sellers shall notify Purchaser in writing promptly, but in any event within three (3) Business Days, of any material
Action filed against any of the Sellers, or relating to or involving or otherwise affecting the Everest Plus Business, the Purchased Assets or the
Assumed Liabilities, or that relates to the consummation of the Transactions.
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Section 4.6

Educational Consents .

(a) Purchaser and the Sellers shall cooperate and use their reasonable best efforts to obtain the Pre-Closing Educational
Consents set forth on Schedule A-1 .
(b) Prior to the Closing, the Sellers will provide Pw·chaser with all documents, financial statements, signatures, or other
info1mation pertaining to the Sellers or any Everest Plus School that is in the possession of the Sellers and is reasonably necessary in order for
the Sellers and Purchaser jointly to submit to all applicable Educational Agencies all letters, notices, applications or other documents required to
obtain the Pre-Closing Educational Consents, including the pre-acquisition review applications with ED in order to obtain the ED PreAcquisition Review Notices. The Sellers and Purchaser shall cooperate and use their reasonable best efforts to fi le all such pre-acquis ition
review applications with ED within three (3) Business Days after the Agreement Date. Neither the Sellers nor Purchaser shall file any such letter,
notice, application or other document with any Educational Agency in connection with any Pre-Closing Educational Consent without the consent
of the other party (not to be unreasonably withheld). Purchaser and the Sellers shall provide the other with (i) reasonable advance review and
consultatio n regarding any notices or applications to be filed with any Educational Agency with respect to any Pre-Closing Educational Consent;
and (ii) a copy of any notice or application as filed with, or any notice received from, any Educational Agency with respect to any Pre-Closing
Educational Consent or other Educational Approval. To the extent practical, prior to attending any meetings, telephone calls or discussions with
any Governmental Entity or Educational Agency concerning the Transactions, the patties shall discuss and agree upon strategy and issues to be
pursued and responses to likely questions. Purchaser and the Sellers will ensure that theis appropriate officers and employees shall be available
to attend, as any Governmental Entity or Educational Agency may reasonably request, any scheduled meetings or telephone calls in connection
with obtaining any Pre-Closing Educational Consent or other Educational Approval. At the reasonable request of any party, the other parties
hereto sha11 promptly provide telephonic or written updates and information on the status of any Pre-Closing Educational Consent.
Section 4.7

Other Consents .

(a) Purchaser and the Sellers shall (i) make, or cause to be made, all filings, notices and submissions required under any
Applicable Law to consummate the Transactions, (ii) use reasonable best efforts to obtain, or cause to be obtained, a11 Governmental Consents,
and (iii) cooperate fully with the other party and its Affi liates with respect to the other party's obligations to make such filings and obtain such
consents.
(b) The Sellers agree to use their reasonable best efforts to give any notices and obtain any consents described in Section 2.3
.{hl_of the Seller Disclosure Schedule and, subject to Section 1.9 , shall be responsible for all fees, costs and expenses associated therewith.
Purchaser shall use reasonable best efforts to assist the Sellers in obtaining such consents.
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(c) Without limiting the generality of the parties' undertakings pursuant to subsections (a) and (b) above, each of the parties
shall use its reasonable best efforts to:
(i)

respond to any inquiries by any Governmental Entity regarding antitrust or other matters with respect to the

(ii)

avoid the imposition of any Order or the taking of any action that would restrain, alter or enjoin the Transactions;

Transactions;

and
(iii) in the event any Order adversely affecting the ability of the parties to consummate the Transactions has been
issued, to have such Order vacated or lifted.
(d) All analyses, appearances, meetings, discussions, presentations, memoranda, briefs, filings, arguments, and proposals
made by or on behalf of either party before any Governmental Entity, in connection with the Transactions (but, for the avoidance of doubt, not
including any interactions with Governmental Entities in the ordinary course of business, any disclosure not permitted by Applicable Law or
Educational Law, and any disclosure that would result in a breach of attorney-client or similar privilege, or violate any confidentiality or
nondisclosure agreement or similar agreement or a1Tangement to which the disclosing party is a party) shall be disclosed to the other party
hereunder in advance of any filing, submission or attendance, it being the intent that the parties will consult and cooperate with one another, and
consider in good faith the views of one another, in connection with any such analyses, appearances, meetings, discussions, presentations,
memoranda, b1iefs, filings, arguments, and proposals. Each party shall give notice to the other party with respect to any meeting, discussion,
appearance or contact with any Governmental Entity, with such notice being sufficient to provide the other party with the opportunity to attend
and participate in such meeting, discussion, appearance or contact.
(e) Notwithstanding the foregoing, nothing in this ARTICLE IV shall require or be construed to require Purchaser or the
Sellers or any of their respective Affiliates to initiate any Action, respond to any second or similar request from any antitrust or anti-competition
authority, agree to dispose of or make any change to its business, expend any material funds or incur any other burden.
Section 4.8
Exclusivity . From the Agreement Date until the earlier of the termination of this Agreement or the C losing, the Sellers
shall not, and shall not authorize or permit any of their Affiliates or Representatives to, directly or indirectly, solicit, encourage, initiate,
entertain, review, accept, execute, facilitate, approve, provide any nonpublic information for, consider the merits of, or participate in any
negotiations, agreements or discussions with respect to any Competing Proposed Transaction or any offer, inquiry, indication of interest or
proposal, whether oral, written or otherwise, formal or informal, from any Person, relating to any Competing Proposed Transaction. For
purposes hereof, " Competing Proposed Transaction " means the direct or indirect disposition, whether by sale, merger or otherwise, of all or any
portion of the Everest Plus Business or the Purchased Assets or any investment in or liquidation, dissolution or recapitalization of any Seller or
any Subsidiary of any Seller. On the Agreement Date, the Sellers, their Affiliates and their Representatives shall immediately cease and shall
cause to be terminated all such existing discussions or negotiations with any parties (other than Purchaser or its Affiliates) conducted heretofore.
Through the earlier of the Closing Date or termination of this Agreement, the Sellers shall promptly (and in any event within three (3) Business
Days after receipt thereof by the Sellers or their Representatives) advise Purchaser orally and in writing of any Competing Proposed Transaction,
any request for information with respect to any Competing Proposed Transaction, or any inquiry or contact with any Person with respect to or
which would reasonably be expected to result in a Competing Proposed Transaction, including the identity of the proposing Person and the terms
thereof: provided that this provision shall not in any way be deemed to limit the obligations of the Sellers and their Representatives set forth in
the first sentence of this paragraph.
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Section 4.9
(other than Parent).

Change of Name . At Purchaser's request, the Sellers shall take all actions necessary to change the name of any Seller

Section 4.10
Termination of Letters of Credit and Bonds . Schedule 4.10 sets forth all letters of credit and bonds held by the Sellers
in connection with the Sellers' operation of the Everest Plus Business and Purchased Assets prior to the Initial Closing. Purchaser shall replace
or maintain (as applicable) only the letters of credit and bonds of the Sellers listed on Schedule 4.10 that are effective as of the Closing Date (or
with respect to any subsequent Closing contemplated by Section 6.4 , as of the date of such subsequent Closing) and are required by, and in the
amounts required by, applicable Law or Educational Law or pursuant to an Assumed Contract for Purchaser's operation of the Everest Plus
Business or the Purchased Assets after the Initial Closing (or with respect to any subsequent Closing contemplated by Section 6.4 , after the date
of such subsequent Closing). For the avoidance of doubt, Purchaser hereby acknowledges that all letters of credit listed on Schedule 4.10 relating
to the Sellers' workers compensation obligations are required by applicable Law for Purchaser's operation of the Everest Plus Business or the
Purchased Assets after the Initial Closing.
Section 4.11
Cash Flow Forecasts . On a weekly basis prior to Closing, the Seller Representative shall provide Purchaser with
updated 13-week cash flow projections of the Sellers.
ARTICLE V
ADDITIONAL COVENANTS
Section 5.1
Confidentiality . The parties understand and agree that this Agreement is subject to the terms and conditions of the
certain Confidentiality Agreement entered into between Purchaser and Parent, dated March 31, 2014 (the" NDA ").
Section 5.2
Public Announcements . The Sellers and Purchaser each shall consult with each other prior to issuing any press releases
or otherwise making any public announcements or statements with respect to this Agreement or the Transactions and prior to making any filings
with any third party and/or any Governmental Entity with respect thereto, and shall not issue any such release or make or file, as the case may
be, any such announcement or statement without the prior written consent of the other party hereto, except as such release, announcement or
statement may be required by Applicable Law, including the rules or regulations of any securities exchange, in which case each of the Sellers
and Purchaser shall use its commercially reasonable efforts to allow the other party reasonable time to comment on such release or
announcement in advance of such issuance and will consider in good faith the advice of such other party with respect thereto. Notwithstanding
the foregoing, the Sellers and Purchaser agree that the obligations set forth in this Section 5.2 shall not apply to any filings with any third party
and/or any Governmental Entity if the substance of such filing has been previously disclosed in accordance with this Section 5.2 .
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Section 5.3

Employee and Benefit Matters .

(a) Prior to the Initial Closing or subsequent Closing, as applicable, the Sellers shall terminate the employment of all
Specified Employees (which terminations may be subject to and effective upon the Initial Closing or subsequent Closing, as applicable), and
Purchaser shall offer employment to all Specified Employees, such employment to be effective at the Initial Closing or subsequent Closing, as
applicable (subject to the satisfaction of Purchaser's standards and quaJifications applicable to all of its employees generally), to be for
substantially equivalent positions and on substantially equivalent base compensation (excluding benefits) as such Specified Employees have with
the applicable Seller. This shall not create any right of continued employment in any such employee.
(b) Purchaser shall use commercially reasonable efforts to provide each Transferred Employee with full credit (for all
purposes, including eligibility to participate, vesting, vacation entitlement and severance benefits, but excluding benefit accrual) for service with
the applicable Seller (or predecessor employers to the extent the applicable Seller provides such past service credit under its employee benefit
plans) under each of the comparable employee benefit plans, programs and policies of Purchaser in which such Transferred Employee becomes a
participant; provided , however , that no such service recognition shall result in any duplication of benefits. With respect to each health or
welfare benefit plan maintained by Purchaser for the benefit of any Transferred Employees, subject only to any required approval of the
applicable insurance provider, if any, Purchaser shall use commercially reasonable efforts to cause to be waived any eligibility waiting periods,
any evidence of insurability requirements and the application of any pre-existing condition limitations under such plan. Purchaser agrees to
establish a group health plan capable of provid ing coverage to the Transferred Employees no later than the Closing Date.
(c) Except as provided in Section 5.3(e) , no provision of this Agreement shall (i) create any third party beneficiary rights in
any Transferred Employee, any beneficiary or dependents thereof, or any collective bargaining representative thereof, with respect to the
compensation, terms and conditions of employment and benefits that may be provided to any Transferred Employee by Purchaser or under any
benefit plan which Purchaser may maintain, or otherwise, or (ii) be construed as in any way modifying or amending the provisions of any
Benefit Plan.
(d) Each of Purchaser and the Sellers agree that it will not apply the alternative procedure contained in Section 5 of IRS
Revenue Procedure 2004-53, 2004-2 C.B. 320. Accordingly, the Sellers acknowledge that they will be responsible for the furnishing of a Form
W-2 to each Business Employee that discloses all wages and other compensation paid through the period ending on the Closing Date, and
applicable taxes withheld thereon. Purchaser acknowledges that it (or its Affiliates) will be responsible for the furnishing of a Form W-2 to each
Transferred Employee that discloses all wages and other compensation paid for the period beginning on the day following the Closing Date and
ending on December 31, 2014 or the last day of such other year in which the Closing Date occurs, and applicable Taxes withheld thereon.
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(e) Effective as of the Closing Date, Purchaser shall be solely responsible for the satisfaction of all liabilities and obligations
under the Corinthian Colleges, Inc. Deferred Compensation Plan (the " Parent DCP ") in respect of those Transferred Employees who accept
employment with Purchaser (or an Affiliate of Purchaser) and former employees of the Everest Plus Business (the " DCP Liabilities "). 1n
connection with and in order to effect the assumption of the DCP Liabilities, Purchaser shall establish, effective not later than the Closing Date,
and maintain a nonqualified deferred compensation plan that shall contain terms as to the DCP Liabilities that are substantially identical to the
terms of the Parent DCP (subject to such amendments that Purchaser may wish to make that are not inconsistent with the requirements of Section
409A of the Code). All elections under the Parent DCP by those individuals with benefits that constitute DCP Liabilities (" Transferred
Participants ") shall continue in effect from and after the Closing Date in accordance with their terms until such time as such elections may be
changed without triggering any tax or penalty under Section 409A of the Code. Effective not later than the Closing Date, Purchaser shall
establish a trust (the" Purchaser Trust "), on tenns that are substantially identical to the terms of the Master Trust Agreement between Parent and
First American Trust, FSB, as trustee (the trust formed thereby, the " Parent Trust"), for purposes of providing a funding arrangement with
respect to the DCP Liabilities assumed by Purchaser. On or promptly after the Closing Date, the Sellers shall cause there to be transferred from
the Parent Trust to the Purchaser Trust assets (in cash or other form satisfactory to Purchaser) that have a value, as of the date of such transfer,
equal to the amount, as of the Closing Date, of the Transferred Partic ipants' account balances under the Parent DCP. Each of Purchaser and the
Sellers agree that no Transferred Employee who accepts employment with Purchaser (or an Affiliate of Purchaser) shall be considered to have a
"separation from service" for purposes of Section 409A of the Code as a result of such employee providing services to the Sellers and their
Affiliates prior to the Transaction and providing services to Purchaser and its Affiliates following the Transactio n. Nothing in this Section 5.3(e)
shall prohibit Purchaser from amending, freezi ng or terminating the Parent DCP after the Closing Date.
(f) Except as set forth in Section 1.3 , the Sellers shall be solely responsible for all amounts payable to any employee or
former employee, officer, director, independent contractor or consultant of the Sellers for any period prior to the Closing Date, including,
without limitation, COBRA obligations for as long as the Sellers maintain a group health plan (within the meaning of Section 4980B of the
Code) and all amounts required to be paid in respect of severance payments resulting from any termination of such an individual's employment
with the Sellers.
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Section 5.4
(a)

Tax Matters .
Prorations .

(i) The parties hereto agree that all real property Taxes, personal property Taxes and similar ad valorem obligations
that are levied with respect to the Purchased Assets or the Everest Plus Business for assessment periods within which the Closing Date occurs
(collectively, the " Apportioned Obligations ") shall be apportioned between the Sellers and Purchaser as of the Closing Date based on the
number of days in any such period falling prior to the Closing Date, on the one hand, and on or after the Closing Date, on the other hand (it being
understood that Purchaser is responsible for the portion of each such Apportioned Obligation attributable to the number of days on or after the
Closing Date in the relevant assessment period). Each party shall pay directly or, if necessary, reimburse the other party, with the respect to its
apportionment of the Apportioned Obligations. Each party hereto shall cooperate in assuring that Apportioned Obligations the payment of which
is due prior to the Closing Date are billed directly to and paid by the Sellers, and that Apportioned Obligations the payment of which is due on or
after the Closing Date shall be billed directly to and paid by Purchaser. The parties hereto shall cooperate, including with respect to any
examination or audit by Taxing Authorities, to avoid payment of duplicate or inappropriate Taxes or other ad valorem obligations of any kind or
description that relate to the Purchased Assets or the Everest Plus Business. Purchaser shall furnish, at the request of Sellers, and Sellers shall
furnish, at the request of Purchaser, proof of payment of any such Taxes or ad valorem obligations or other documentation that is a prerequisite
to avoiding payment of a duplicate or inappropriate Tax or other ad valorem obligations.
(ii) In the event that any refund, rebate or similar payment is received by Purchaser or the Sellers for any real property
Taxes, personal property Taxes or similar ad valorem obligations that are Apportioned Obligations, the parties agree that such payment will be
apportioned between the Sellers and Purchaser and paid over between the Sellers and Purchaser on the basis of their respective corresponding
liability for such Apportioned Obligations during the assessment period.
(iii) In the event that it is determined subsequent to the Closing Date that additional real property Taxes, personal
property Taxes or similar ad valorem obligations that are Apportioned Obligations are required to be paid, the parties agree that such additional
Taxes will be apportioned between the Sellers and Purchaser and paid over by the Sellers and Purchaser on the basis of their respective
corresponding liability for such Apportioned Obligations during the assessment period.
(iv) Except as otherwise provided in this Agreement, as between the Sellers and Purchaser: (i) the Sellers shall be
responsible for and shall pay all Taxes levied or imposed upon, or in connection with, the Purchased Assets and the Everest Plus Business for
taxable periods (or portions thereot) ending prior to the Closing Date; (ii) Purchaser shall be responsible for and shall pay all Taxes levied or
imposed upon, or in connection with, the Purchased Assets and the Everest Plus Business for taxable periods (or portions thereof) beginning on
or after the Closing Date; and (iii) the Sellers and Purchaser will each be responsible for and shall pay their own income and franchise Taxes, if
any, arising from the Transactions. Any exemptions, allowances or deductions that are calculated on an annual basis shall be prorated in the
manner provided for Apportioned Obligations.
(b) The Sellers shall pay directly, or reimburse Purchaser promptly upon demand and delivery of proof of payment for, onehalf of all Transfer Taxes that may be imposed upon, or payable or collectible or incurred in connection with, this Agreement and the
Transactions. The parties will cooperate to obtain available exemptions from such Transfer Taxes. All other expenses of Closing will be paid by
the party incurring such expense.
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(c) Notwithstanding the other provisions of this Section 5.4, the parties agree that no payment from the Sellers to Purchaser
with respect to the Appottioned Obligations or other Taxes shall be made to the extent such Apportioned Obligations or other Taxes were
already taken into account as "current liabilities" in the computation of the Final Closing Working Capital. Likewise, no payment from
Purchaser to the Sellers of Tax refunds shall be made to the extent such refunds were already taken into account as "current assets" in the
computation of the Final Closing Working Capital.
(d)
Tax Clearance Certificates . If requested by Purchaser, each Seller shall notify the Taxing Authorities in each
jurisdiction that imposes Taxes on such Seller or where such Seller has a duty to file Tax Returns reflecting the Transactions in the form or
manner required by such Taxing Authorities, if the failure to make such notification or receive any available Tax clearance certificate could
subject Purchaser to any Taxes of such Seller. If any Taxing Authority asserts that a Seller is liable for any Tax, Parent or such Seller shall
promptly pay any and all such amounts and shall provide evidence to Purchaser that such liabilities have been paid in full or otherwise satisfied.
Section 5.5

Further Assurances .

(a) Each party agrees that from time to time after the Closing, it will execute and deliver or cause its respective Affiliates to
execute and deliver such further instruments, furnish upon request to each other such further information, and take or cause their respective
Affiliates to take such other action, as may be reasonably necessary to can-y out the purposes and intents of this Agreement and the other
Transaction Documents.
(b) Subject to Section 1.9 , on or after the Closing, if either Purchaser or the Sellers shall receive or otherwise possess any
asset that is allocated to the other party pursuant to this Agreement (any such asset, a " Later Identified Asset "), then such party will provide
written notice to the other party identifying such Later Identified Asset and will, or will cause its Subsidiaries to, as promptly as practicable
transfer, convey, assign, deliver, or cause to be transferred, conveyed, assigned, or delivered to the other part or its designee, all right, title and
interest to such Later Identified Asset that is transferable.
(c) From and after the Closing, if any Seller or any Affiliate of any Seller receives or collects any funds relating to any
Accounts Receivable or any other Purchased Asset, the Seller Representative shall remit such funds to Purchaser within five (5) Business Days
after its receipt thereof. From and after the Closing, if Purchaser or its Affiliate receives or collects any funds relating to any Excluded Asset,
Purchaser or its Affiliate shall remit any such funds to the Seller Representative within five (5) Business Days after its receipt thereof.
(d) The Sellers and Purchaser agree and acknowledge that nothing in this Agreement or the other Transaction Documents
shall be construed as preventing the parties and their Subsidiaries from competing with each other.
(e) In the event Purchaser discovers post-Closing that it possesses any Excluded Records, it shall promptly notify Parent
and, at Parent's request and expense, deliver such Excluded Records to Parent. In the event any Seller discovers post-Closing that it possesses
any Books and Records included in the Purchased Assets and not provided to Purchaser, it shall promptly notify Purchaser and, at Purchaser's
request and expense, deliver such Books and Records to Purchaser (and the Sellers may retain a copy of such Books and Records in accordance
with Section I. I ).
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(f) Without limiting the obligations of the parties under Section 5.5(a) , promptly following the Initial Closing, the Sellers
and Purchaser shall use commercially reasonable efforts to contact and work with the issuers or other counterparties, as applicable, of those
letters of credit and bonds listed on Schedule 4.10 that are required by applicable Law or Educational Law or pursuant to an Assumed Contract
for Purchaser's operation of the Everest Plus Business or the Purchased Assets after the Initial Closing that the Sellers were not able to terminate
as of the Initial Closing, such that Purchaser assumes directly the obligations thereunder, replaces such letter of credit or bond, reaches an
agreement whereby such issuer or counterparty will no longer require the credit support of such letter of credit or bond, or makes other similar
a1Tangements with such issuer or counterparty.

Section 5.6

Post-Closing Access and Cooperation .

(a) From and after the Closing, the parties shall, and shall cause their respective Subsidiaries to, provide the other pai1y, its
Representatives or any of its current or former officers or directors, at the sole expense of the Person seeking access, with reasonable access,
with advance notice and during normal business hours, to all personnel and all Books and Records, in each case to the extent reasonably required
by the Person seeking access by or for (i) legal archival purposes, (ii) accounting, audit and compliance purposes, (iii) legal process, (iv)
defending against or preparing for ongoing or anticipated litigation, and (iv) inspections, examinations or inquiries by Governmental Entities or
Educational Agencies; provided , however , that the foregoing shall not require either party to provide any such access to the extent the provision
of such access would contravene Applicable Law (including any anti-competition laws), result in a breach of attorney-client or similar privilege,
or violate any confidentiality or nondisclosure agreement or similar agreement or arrangement to which either party or their respective
Subsidiaries is subject.
(b) From and after the Closing, if Purchaser becomes aware that any of the Transfened Employees has been requested or
required by any Governmental Entity or Educational Agency to assist in the bringing or pursuing of an Action involving the Sellers, of any of
their Affiliates, or any current or former officers or directors of the Sellers, (i) Purchaser shall promptly notify the Sellers and the relevant current
or former officers or directors that are Transfe11"ed Employees, and the Sellers shall promptly notify those that are not and were never
Transfe1Ted Employees, of such event; (ii) Purchaser will use its commercially reasonable efforts to cooperate with the Sellers in (A) permitting
the Sellers, their Representatives, and any cu1Tent or former officer or director reasonable access to such Transfe1Ted Employees, and (B)
requesting that such Transferred Employees cooperate with the Person seeking access, at that Person' s expense, in all reasonable requests made
by such Person seeking access in connection with such actions; and (iii) and all such access shall be arranged and supervised by designated
Representatives of Purchaser, unless Purchaser otherwise expressly consents with respect to any specific access, and shall be permitted only
upon reasonable advance notice and during Purchaser's normal business hours and without unreasonable interference with the operation of
Purchaser's business.
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(c) Without limitation of the obligations of the parties under Section 5.6(a) and Section 5.6(b) . from and after the Closing,
each party shall reasonably cooperate with the other party (and the other party's Representatives and current or fo1mer officers and directors), at
the expense of the Person seeking cooperation, in the investigation, prosecution or defense of any Action or any claim (including for these
purposes reasonably anticipated claims) relating to the operation of the Everest Plus Business or ownership of the Purchased Assets prior to the
Closing. Such cooperation shall include the cooperating party making, and causing its subsidiaries to make, available its employees to give (and
to prepare for) depositions, interviews or testimony, and the cooperating party providing, and causing its subsidiaiies to provide, documentary or
other evidence, all as reasonably requested by the other party (or the other party's Representatjves or current or former officers and directors),
from time to time and to a reasonable extent, with advance notice and during the cooperating party's normal business hours, and not otherwise
interfering with the normal operation of the cooperating party or its subsid iaries or prejudicing the indemnification rights of the cooperating
party under this Agreement. If any employee of Purchaser is required under this Section 5.6 to give (or prepare for) depositions, interviews or
testimony or to otherwise assist or cooperate with any Action or investigation as contemplated in this Section 5.6 on at least 30 days in a oneyear period, then the Sellers shall reimburse Purchaser for the full cost of such employee's salary, benefits, and overhead costs for all days on
which the employee provided such assistance.
(cl) In furtherance of the foregoing the parties shall retain and preserve all Books and Records included in the Purchased
Assets or Excluded Assets, as applicable, for at least five years from the Closing Date.

(e) Notwithstanding anything herein to the contrary, Purchaser agrees to p rovide a repository for the Books and Records of
those institutions identified on Schedule 5.6(e) as required by and consistent with any applicable Educational Laws.
(f) Concurrent with the Initial Closing, the Sellers and Purchaser will enter into reasonable and customary, fully paid up,
license agreements providing that Purchaser shall license to the Sellers (i) the right to use the Everest and WyoTech names and related
trademarks within the geographic boundaries of California and Canada for the Retained Schools for a period of five (5) years in California and
perpetually in Canada, and (ii) the perpetual right to use the Cuniculum for the Retained Schools.

Section 5.7
Educational Consents . For up to six (6) months following the Closing, the Sellers shall cooperate with Purchaser as
reasonably requested by Purchaser and at Purchaser's sole expense, in obtaining any Post-Closing Educational Consents set fo11h on Schedule Al_required to be obtained after the Closing Date. At the reasonable request of any party, the other parties hereto shall promptly provide
telephonic or written updates and information on the status of any Post-Closing Educational Consent.
Bulk Sales Laws . Except as provided in Section 5.4(d), the parties hereby waive compliance with the provisions of any
Section 5.8
bulk sales, bulk transfer or similar Laws of any j urisdiction that may otherwise be applicable with respect to the sale of any or all of the
Purchased Assets to Purchaser.
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Section 5.9

Private Student Loans .

(a) If, after the Closing Date, the Everest Plus Schools or their respective employees receive inquiries from an obligor under
any Seller Private Educational Loans, Purchaser shall refer such obligor to a telephone number provided by the applicable Private Loan Owner.
Purchaser shall retain such records for at least five (5) years post-Closing as may be necessary to identify such obligors under any Seller Private
Educational Loans and make such refetTals. Neither Purchaser nor any Everest Plus School will accept any payment on any Seller Private
Educational Loans; provided , that if Purchaser or any Everest Plus School receives any payment on a Seller Private Educational Loan, such
recipient shall return that payment to its sender with referral information such that the sender may contact or deliver the payment to the
applicable Private Loan Owner or its designated servicer.
(b) From and after the Closing, Purchaser shall forward to the applicable Private Loan Owner any inquiries or other
correspondence received by Purchaser or any Everest Plus School that is made by, or on behalf of, any Governmental Entity or Educational
Agency with respect to any Seller Private Educational Loan.
(c) Purchaser covenants that, after the Closing Date, if upon a student's separation from an Everest Plus School, that student
is owed a refund under a Seller Private Educational Loan that is owned by a Private Loan Owner, Purchaser shall, in accordance with applicable
Educational Law, either (i) provide such refund directly to the student, or (ii) take such other action with respect to the applicable Private Loan
Owner so as to cause the student to receive such refund.
(d) For a petiod of two (2) years after the Closing Date, Purchaser agrees that, upon the reasonable written request of a
Private Loan Owner, it shall provide to such Private Loan Owner copies of Account Documents in Purchaser's possession, if applicable. For
purposes of this Section 5.9(d) , the term " Account Documents " means any document or instrument executed by an obligor under a Seller
Private Educational Loan in connection with the origination, processing or closing of a Seller Private Educational Loan, application, agreement,
billing statement, notice, correspondence, documents supporting a deficiency balance, sales affidavits and business records affidavits, or any
other documentation or information in Purchaser's possession related to a Seller Private Educational Loan, including any magnetic or electronic
forms thereof.
Texas Workforce Commission Requirements . With respect to any Everest Plus School physically located in the State
Section 5. JO
of Texas or otherwise in possession of a certificate of approval from the Texas Workforce Commission:
(a) Purchaser accepts all refund liabilities which may have arisen during the operation of such Everest Plus School by the
Sellers or any other former owner; provided , that such acceptance shall not be construed to limit the rights of Purchaser to indemnification from
the Sellers under the provisions of this Agreement;
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(b) As reflected on Schedule A-1 , the parties hereto agree that the consummation of the Transactions with respect to such
Everest Plus School is subject to the prior approval of the Texas Workforce Commission; and
(c) Purchaser assumes the liabilities, duties, and obligations under the enrollment contracts between the students and the
Sellers which the Sellers are obligated to provide on or after the effective date of the Transactions.
ARTICLE VI
CONDITIONS TO CLOSING

Section 6.1
Conditions to Obligations of Each Party at the Closing . The respective obligation of each party to consummate the
Closing and to take the other actions required to be taken by it at the Closing are subject to the satisfaction or waiver, on or before the Closing
Date, of each of the following conditions:
(a)
(i) the Legal Opinion shall have been obtained, (ii) the Court Determinatio n shall have been obtained, or (iii) a
Foreclosure shall have occurred.
(b) Subject to Section 6.4 , the Pre-Closing Educational Consents set forth on Schedule A-1 , including the ED PreAcquisition Review Notices, shall have been effectuated or obtained, as applicable and no Educational Agency shall have advised the Sellers or
Purchaser that there is a material impediment to the issuance of (i) any material Post-Closing Educational Consent or (ii) a material number of
immaterial Post-Closing Educational Consents (with material defined for purposes of this Section 6.l(b) by reference to the applicable Everest
Plus School).
(c)
No Violation . No Law or Educational Law shall have been enacted or promulgated by any Governmental Entity or
Educational Agency that enjoins or otherwise prohibits the consummation of the Transactions; there shall be no temporary restraining order,
preliminary or permanent injunction or other Order issued by any court of competent jurisdiction or other restraint or prohibition of any
Governmental E ntity or Educational Agency preventing the consummation of the Transactions; and no Action shall be pending or have been
commenced that seeks to enjoin or otherwise prohibit the consummation of the Transactions.
(d)

The IRS shall have approved Purchaser's request for tax-exempt status.

(e) Purchaser shall have received assurances satisfactory to it, in its reasonable discretion, and such assurances shall not
have been revoked, modified or amended in any manner that Purchaser reasonably concludes would be adverse to it or its operation of the
Purchased Assets following the Closing, from each of ED, the United States Department of Justice, the United States Consumer Financial
Protection Bureau and the Office of the Attorney General for the State of Iowa, that it shall not be held responsible for or be made subject to any
claims or liabilities arising from any violations of Law or Educational Law by the Everest Plus Business while under the ownership and
operation of the Sellers, or as a successor to the Sellers, and such assurances as Purchaser may require as to such other matters relating to the
Transactions and to Purchaser's proposed operation of the Everest Plus Business following the Closing.
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(f) With respect to any postsecondary institutions operated by the Sellers outside of the United States and which are
accredited by the Accrediting Council for Independent Colleges and Schools as branch campuses or additional locations of any Everest Plus
School, the Sellers shall have caused such campuses or locations to withdraw such accreditation.

Section 6.2
Conditions to Obligations of Purchaser at the Closing . The obligations of Purchaser to consummate the Closing and to
take the other actions required to be taken by Purchaser at the Closing are subject to the satisfaction or waiver, on or before the Closing Date, of
each of the following conditions (any of which may be waived by Purchaser, in whole or in part, in writing):
(a)

Representations. Warranties and Covenants of the Sellers .

(i) The Sellers shall have perfonned and satisfied in all material respects each of their respective covenants and
obligatjons hereunder required to be performed and satisfied by them on or prior to the Closing Date; and
(ii)
(A)
subject to Section 6.2(a)(ii)(D) below, each of the representations and warranties of the Sellers contained
in Section l. l 3(d) shall have been true and correct in all material respects as of the Agreement Date;
(B) subject to Section 6.2(a)(ii)(D) below, each of the Fundamental Representations and each of the Special
Representations of the Sellers contained in ARTICLE II shall be true and correct in all respects at and as of the Closing with the same force and
effect as if made as of the Closing;
(C) subject to Section 6.2(a)(ii)(D) below, each of the other representations and warranties of the Sellers
contained in ARTICLE II shall be true and correct in all material respects at and as of the Closing with the same force and effect as if made as of
the Closing, except for ( l) changes in the ordinary course of business after the date of this Agreement that are permitted herein and (2) such
immaterial (individually and in the aggregate) inaccuracies as may have arisen solely from events first occurring or actions first taken or not
taken after the Agreement Date.
(D) Notwithstanding the foregoing, the conditions contemplated by this Section 6.2(a)(ii) shall be deemed to
have been satisfied as of the Closing Date if all breach(es) of or inaccuracies in the representations and warranties of the Sellers contained in
Article II that would otherwise (but for the application of this sentence) cause the failure of any such condition could not in the aggregate
reasonably be expected to result in any of the following: increase (together with any increase in Assumed Liabilities desc1ibed in Section 6.2(e)
ill_and Section 6.2(e)(ii) ) the Assumed Liabilities not expressly included in the Estimated Closing Working Capital by Five Million Dollars
($5,000,000) or more, materially increase the potential liability to Purchaser from the consummation of the Transactions, or result in Purchaser
not acquiring any material, individually or in the aggregate, Purchased Assets.

55

ED00016540

CL_Review002454

(b)
Changes in Educational Law . No change or proposed change in any Educational Law (including Title IV) shall have
occurred which would reasonably be expected to have a material adverse impact on any of the Purchased Assets or the Everest Plus Business.
(c)

Consents . The applicable threshold of consents specified on Schedule 6.2(c) shall have been obtained and be in full

(d)

Release of Encumbrances . All Encumbrances (other than Permitted Encumbrances) on the Purchased Assets shall have

(e)

No Action.

force and effect.

been released.

(i) No Action (other than the items listed on Section 2.1 l(a) of the Seller Disclosure Schedule) that (A) alleges a
violation of any Educational Law, any Law for the protection of consumers, or the federal False Claims Act (unless all such Actions could not in
the aggregate reasonably be expected to increase (together with any increase in Assumed Liabilities described in Section 6.2(a)(ii)(D) and
Section 6.2(e)(ii) ) the Assumed Liabilities not expressly included in the Estimated Closing Working Capital by Five Million Dollars
($5,000,000) or more) or (B) otherwise could reasonably be expected to materially increase the potential liability of Purchaser from the
consummation of the Transactions shall have been instituted or threatened against any of the Sellers arising out of or relating to any of the
Purchased Assets, Assumed Liabilities, the operation of the Everest Plus Business, or the Transactions;
(ii) no Action (A) that alleges a violation of any Educational Law, any Law for the protection of consumers, or the
federal False Claims Act (unless all such Actions could not in the aggregate reasonably be expected to increase (together with any increase in
Assumed Liabilities described in Section 6.2(a)(ii)(D) and Section 6.2(e)(i) ) the Assumed Liabilities not expressly included in the Estimated
Closing Working Capital by Five Million Dollars ($5,000,000) or more) or (B) that othe1wise could reasonably be expected to materially
increase the potential liability of Purchaser from the consummation of the Transactions shall have been instituted or threatened against Purchaser
arising out of or relating to any of the Purchased Assets, Assumed Liabilities, operation of the Everest Plus Business, or the Transactions;
(iii) no Person shall have taken any action or made any request of Purchaser the result of which could reasonably be
expected to materially increase the potential liability to Purchaser from the consummation of the Transactions, and no Governmental Authority
shall have taken any action between the Agreement Date and the Closing Date that Purchaser reasonably concludes after consultation with
counsel could require it to defend a matetial claim that it was a successor to the Sellers; and
(iv) no claimant in any of the Actions listed on Section 2.1 J (a) of the Seller Disclosure Schedule shall have materially
increased the damages or measure of relief sought in any of such Actions.
(f)
No Material Adverse Effect . During the period from the Agreement Date to the Closing Date, there shall not have
occurred any Material Adverse Effect.
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(g)
Reorganization of Main and Additional Locations . The Sellers shall have completed, and each applicable Educational
Agency shall have approved a reorganization of cettain Everest Plus Schools' designations under applicable Educational Laws as main
campuses, branch campuses or additional locations (including, without limitation, revised OPEID numbers from ED) such that the asset
acquisition of the Everest Plus Business contemplated by this Agreement may occur without (i) requiring the acquisition of any postsecondary
educational institutions operated by the Sellers in the State of California; (ii) causing a loss of any Educational Approval for any Everest Plus
School due to Purchaser not acquiring any other postsecondary educational institution operated by the Sellers; or (iii) resulting in the imposition
of any obligations to any Governmental Entity or Educational Agency that would not otherwise be required.
(h)
Funding of Purchase Price Deficit . In the event that the sum of clauses (i) through (vii) of Section l .7(a) results in a
negative amount, the Sellers shall have taken such steps as Purchaser may reasonably request (including depositing the net shortfall that would
otherwise be payable by the Sellers to Purchaser at the Initial Closing into the Adjustment Escrow Fund) to assure that such negative amount
shall be paid by the Sellers to Purchaser as of the Initial Closing.
Section 6.3
Conditions to Obligations of the Sellers at the Closing . The obligations of the Sellers to consummate the Closing and to
take the other actions required to be taken by the Sellers at the Closing are subject to the satisfaction or waiver, on or before the Closing Date, of
each of the following conditions (any of which may be waived by the Sellers, in whole or in part, in wtiting):
(a)
Representation, Warranties and Covenants of Purchaser . (i) Purchaser shall have performed and satisfied each of its
covenants and obligations hereunder required to be performed and satisfied by it on or prior to the Closing Date, except where the failure to
perform or satisfy its obligations would not reasonably be expected to materially impair the ability of Purchaser to perform its obligations under
this Agreement and the other Transaction Documents to which it is a party or to consummate the Transactions; and (ii) each of the
representations and warranties of Purchaser contained in ARTICLE ITI hereof shall have been true and correct as of the Agreement Date and at
and as of the Closing with the same force and effect as if made as of the Closing (except that representations and warranties that are made as of a
specified date shall be tme and conect as of such specified date) except where the failure of such representations and warranties to be so true and
correct would not reasonably be expected to materially impair the ability of Purchaser to perform its obligations under this Agreement and the
other Transaction Documents to which it is a party or to consummate the T ransactions.
(b)

Requisite Lender Consent . The Sellers shall have received any required consent of the lenders under the Credit

Agreement.
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Section 6.4
Subsequent Closing . If the conditions precedent set forth above in this ARTICLE VI to Purchaser's and the Sellers'
obligations to close under this Agreement shall have been satisfied or waived except that the applicable Pre-Closing Educational Consents for
any Everest Plus School(s) have not yet been obtained, then (a) if such consents for more than ten (10) Everest Plus Schools have not yet been
obtained, either party may terminate this Agreement at the Outside Date pursuant to Section 9.1 (b), or (b) if such consents for ten (10) or fewer
Everest Plus Schools have not yet been obtained, then Purchaser, in its sole discretion, may (i) elect to proceed with Closing (notwithstanding
the failure of the condition in Section 6.1 (b)) and to exclude some or all of such Everest Plus Schools and any additional Everest Plus Schools
associated with the same six-digit Office of Postsecondary Educatjon Identification Number as issued by ED and any assets of the Sellers
(including employees) relating exclusively to those schools from the assets to be acquired hereunder at the Initial Closing, and such Everest Plus
School(s) (and associated assets) shall not be Purchased Assets, Assumed Contracts, or Assumed Leases, as applicable, for all purposes of this
Agreement at the Initial Closing, and shall instead be Excluded Assets for all purposes unless and until acquired by Purchaser pursuant to this
Section 6.4 at a subsequent closing, and (ii) require the Sellers to proceed with Closing on the remaining Purchased Assets (such Closing, the"
Initial Closing "). If the Pre-Closing Educational Consents required with respect to any Everest Plus School not transferred to Purchaser at the
Initial Closing (as contemplated in the previous sentence) are obtained within 90 days after the Initial Closing and all other conditions precedent
to Purchaser's obligations to close remain satisfied, then Purchaser shall acquire and the Sellers shall convey such Everest Plus School(s) (and
associated assets) in one or more subsequent closings in accordance with the terms of this Agreement applicable to the Initial Closing upon
payment by Purchaser of additional consideration of One Dollar ($1.00) per school so acquired. For the avoidance of doubt, Purchaser shall
have no obligation to consummate any such transaction if the Sellers shall have made any voluntary or involuntary filing in bankruptcy (unless
the condition in Section 6.1 (e){i) has been satisfied).
For the avoidance of doubt, Purchaser shall not hire any employees of the Sellers with respect to any Everest Plus School that is
excluded from acquisition at the Initial Closing under this Section 6.4 , but rather Purchaser shall hire such employees at the time, if any, of a
subsequent Closing with respect to the applicable Everest Plus School.
ARTICLE VII
CLOSING

Section 7. I
Closing . The closing of the sale of the Purchased Assets to, and the assumption of the Assumed Liabilities by, Purchaser
and the other Transactions (the" Closing," which shall include the Initial Closing and any subsequent closing, as applicable) shall take place at
the offices of O'Melveny & Myers LLP, 610 Newport Center Drive, Newport Beach, CA 92660, on the first Business Day after satisfaction or,
to the extent permitted by Applicable Law, waiver of all conditions to the obligations of the parties set forth in ARTICLE VI (other than such
conditions as may, by their terms, only be satisfied at the Closing or on the Closing Date), or at such other place or on such other date as the
parties may mutually agree in writing; provided , that if such date is on or after the fifteenth ( 15th) day of the month in which the Closing would
otherwise occur, the Closing will take place on the first Business Day of the immediately following month. The day on which the Initial Closing
takes place is referred to as the" Closing Date ." The effective time of the Closing for tax, operational and all other matters will be deemed to be
12:0 I a.m. Pacific Time on the Closing Date.
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Section 7.2

Deliveries at Closing.

(a) On the Closing Date (or prior to the Closing Date where indicated), the Sellers and Purchaser shall jointly cause the
incremental amount, if any, funded by the Sellers into the Adjustment Escrow Fund pursuant to Section 6.2(h) to be released to Purchaser
concurrent with the Initial Closing as required under Section 6.2(h) . and the Sellers shall execute (where applicable) and deliver the following to
Purchaser, each of which is subject to the delivery of each other of the following deliveries:
(i)

title to the Purchased Assets;

(ii) counterparts to each Transaction Document to which a Seller or the Seller Representative is a party, duly executed
by such Seller(s) or Seller Representative;
(iii) a certificate executed by a duly authorized officer of each Seller, dated as of the Closing Date, certifying that
each of the conditions set forth in Section 6.2 has been satisfied or waived;

(iv) certificates pursuant to Treasury Regulations Section l.1445-2(b) duly executed by each Seller providing that
such Seller is not a foreign person within the meaning of Section 1445 of the Code;
(v) for each Seller, the certificate of incorporation or organization or similar governing document certified as of a date
not more than ten Business Days before the Closing Date by the Secretary of State of such Seller's jurisdiction of incorporation or organization;
(vi) for each Seller, a certificate of the Secretary of State of its jurisdiction of incorporation or organization as to the
good standing of such Seller as of a date not more than ten Business Days before the Closing Date;
(vii) for each Seller, a certificate of the Seller's Secretary, given on behalf of the Seller, as applicable, and not in an
individual capacity, certifying as to its respective bylaws and resolutions duly adopted by the board of directors authorizing delivery of this
Agreement and the Transaction Documents to which it is a party and the performance and consummation by it of the Transactions, and certifying
that such resolutions and bylaws have not been amended or rescinded and are in full force and effect and attaching copies thereto;
(viii) evidence that all payments necessary to transfer the Purchased Assets to Purchaser free and clear of
Encumbrances on the Purchased Assets (other than Permitted Encumbrances) have been made, and necessary UCC authorizations or other
releases as may be reasonably required to evidence the release of all Encumbrances on the Purchased Assets (other than Permitted
Encumbrances);
(ix)

Intellectual Property Assignment Agreements in form and substance acceptable to Purchaser and the Sellers; and
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(x) such other documents, certificates and instruments necessary or reasonably requested by Purchaser to
consummate the Transactions.
(b)

On the Closing Date, Purchaser shall execute (where applicable) and deliver, or cause to be delivered:

(i) to the Seller Representative, a cash payment in the amount calculated in accordance with Section l.7(a) by wire
transfer of immediately available funds to one or more accounts designated in writing by the Seller Representative at least three (3) Business
Days prior to the Closing Date;
(ii) to the Seller Representative, a certificate executed by a duly authorized officer of Purchaser, dated as of the
Closing Date, certifying that each of the conditions set forth in Section 6.3 has been satisfied or waived;
(iii)

to the Seller Representative, counterparts to each Transaction Document to which Purchaser is a party, duly

executed by Purchaser;
(iv) to the Seller Representative, a certificate of the Secretary of State of the State of Delaware as to the good standing
of Purchaser as of a date not more than ten Business Days before the Closing Date; and
(v) to the Seller Representative, a certificate of Purchaser's Secretary, given on behalf of Purchaser, and not in an
individual capacity, certifying as to its bylaws and resolutjons duly adopted by the board of directors authorizing delivery of this Agreement and
the Transaction Documents to which it is a party and the performance and consummation by it of the Transactions, and certifying that such
resolutions and bylaws have not been amended or rescinded and are in full force and effect and attaching copies thereto.
ARTICLE VIII
INDEMNIFICATION
Section 8. 1

Indemnification .

(a)
Indemnification by the Sellers . If the Closing occurs, then subject to the limitations set forth in this ARTICLE VIII • the
Sellers shall, jointly and severally, indemnify and hold harmless Purchaser and its Affiliates and Representatives (collectively, the" Purchaser
Indemnitees "), from and against and in respect of, and shall reimburse the Purchaser Indemnitees for, any and all Losses caused by, related to,
or arising from the following:
(i)

any inaccuracy in or breach of any representation or warranty of the Sellers contained in this Agreement (a "Seller

Representation Claim ");
(ii)

any breach or no n-fulfillment by the Sellers of any covenant or obligation of the Sellers set forth m this

(iii)

any and all Retained Liabilities;

Agreement;
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(iv)

any and all Excluded T axes or Excluded Assets except to the extent included in Final Closing Working Capital;

(v) any and all terminations of employment (whether voluntary or involuntary) of individuals with the Sellers that
occur on or before the Closing Date, including the termination of the employment by the Sellers of Specified Employees contemplated in Section
5.3 , and all Losses arising under the WARN Act and any similar state, local or foreign law in connection with such terminations, in each case
except as otherwise provided in Section l.3(e) ; and
(vi)

any claim by a stockholder of any Seller that stockholder approval was required for the Transactions and not

obtained.
(b)
Indemnification by Purchaser . If the Closing occurs, then subject to the limitations set forth in this ARTICLE VIII ,
Purchaser shall indemnify and hold harmless the Sellers and their respective Affiliates and Representatives (collectively, the" Seller Indemnitees
"), from and against and in respect of, and shall reimburse the Seller Indemnitees for, any and all Losses caused by, related to, or arising from the
following:
(i)

any inaccuracy in or breach of any representation or warranty of Purchaser contained in this Agreement;

(ii)

any breach or non-fulfi llment by Purchaser of any covenant or obligation of Purchaser set forth in this Agreement;

and
(iii)
Section 8.2

any and all Assumed Liabilities.

Indemn ification Period .

(a) The " Indemnification Period" means with respect to any claim for indemnification by any lndemnitee under Section 8.1
.@}_ill__or Section 8.l(b)(i) , a period commencing on the Closing Date and expiring on the Expiration Date, except for (i) the Fundamental
Representations, which shall survive the C losing Date indefinitely, (ii) the Special Representations (except as set forth in the followi ng clause
(iii)), which shall survive the Closing Date and continue until expiration on the Indemnification Escrow Release Date, (iii) the representations
and warranties of the Sellers set forth in Section 2.16 (Educational Laws and Educational Approvals), which shall survive the C losing Date and
continue for a period of three years, and (iv) the representations and warranties set forth in Section 2.12 , which shall survive the Closing Date
and continue until sixty (60) days after the expiration of the applicable statute of limitations. The representations and warranties contained in this
Agreement, the other Transaction Documents, and any certificate or instrument delivered by a party pursuant to this Agreement shall survive the
Closing Date and shall remain in full force and effect until the expiration of the applicable Indemnification Period set forth above. None of the
covenants or other agreements contained of this Agreement shall survive the Closing Date other than those that by their terms contemplate
performance after the Closing Date, and each such surviving covenant and agreement shall survive the Closing Date for the period contemplated
by its terms; provided , however , that the provisions of this sentence shall not relieve any party of any liability that it may have for its fai lure to
perform any covenant prior to the covenant's expiration.
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(b) If, in accordance with this ARTICLE VIII , any Indemnification Claims are asserted before the expiration of the
Indemnification Period with respect to such claim, such Indemnification Claims shall continue until the final amount of recoverable Losses are
determined by final agreement, settlement, judgment or award binding on the Sellers and Purchaser in accordance with this ARTICLE Vlll .
(c) Purchaser (on behalf of itself and all Purchaser Indemnitees) and the Sellers (on behalf of themselves and all Seller
Indemnitees) each hereby waive any right to assert any claim under this Agreement or any Transaction Document after the applicable
Indemnification Period (except for claims attributable to fraud or criminal activity or claims asserted before expiration of the Indemnification
Period, as provided in Section 8.2(b) ), notwithstanding that a longer statute of limitations or other right under Law may apply.
Section 8.3

Limitations .

(a)
Basket . Notwithstanding anything to the contrary in this Agreement, no Purchaser Indemnitee shall be entitled to
indemnification for, and the Sellers shall not be obligated to indemnify any Purchaser Indemnitee for, any Losses of a Purchaser Indemnitee
resulting from a Seller Representation Claim until the aggregate amount of all Losses under all claims of all Purchaser Tndemnitees for all Seller
Representation Claims shall exceed $500,000 (the "Basket"), at which time all such Losses in excess of the Basket and up to the Cap shaJI be
subject to indemnification hereunder (subject to the other limitations set forth in this ARTICLE VIII) but only to the extent such Losses exceed
the amount of the Basket, provided that the Basket shall not apply to any claim for indemnification with respect to the Fundamental
Representations, the representations or warranties set forth in Section 2.12 , or to breaches of or inaccuracies in representations or warranties
attributable to fraud or criminal activity.
(b)
De Minimis Threshold . Notwithstanding anything to the contrary contained in this Agreement, no Purchaser
Indemnitee shall be entitled to indemnification for Losses resulting from a Seller Representation Claim where the Losses resulting therefrom are
less than $ I0,000 (the " De Minim is Threshold ") and such Losses shall not be aggregated for purposes of calculating the Basket, provided that
the De Minimis Threshold shall not apply to claims for indemnification based on a breach of a Fundamental Representation, Special
Representations, the representations or warranties set forth in Section 2.12, or to fraud or criminal activity.
(c)
Ag~regate Liability . Notwithstanding anything to the contrary in this Agreement, the Sellers' aggregate liability for all
Losses under this Agreement resulting from a Seller Representation Claim shall not exceed an amount equal to the Indemnification Escrow
Amount (the " ~"), provided that the Cap shall not apply to claims for indemnification based on a breach of a Fundamental Representation,
Special Representations, the representations or warranties set forth in Section 2.12 , or to fraud or criminal activity.
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(d) The Purchaser lndemnitees and the Seller Indemnitees, as applicable, shall use their respective commercially reasonable
efforts to recover under insurance policies or indemnity, contribution or other similar agreements for any Losses, it being expressly understood
and agreed that (i) Sellers shall have no obligation to pursue or cooperate in the pursuit of claims against their own directors' and officers'
insurance policies for the benefit of any Purchaser lndemnitees, and (ii) Purchaser shall have no obligation to pursue or cooperate in the pursuit
of claims against its own directors' and officers' insurance policies for the benefit of any Seller Tndemnitees . The amount of any Losses for
which indemnification is provided under this ARTICLE YIU shaJI be net of the amounts of any insurance proceeds and any indemnity,
contribution or other similar payment received by the Purchaser Indemnitees or Seller Indemnitees, as applicable, in respect of any such claim.
(e) The right to indemnification, reimbursement or other remedy based upon the representations, warranties, covenants and
obligations contained in this Agreement, the other Transaction Documents, or any certificate or instrument delivered by or on behalf of a party
pursuant to this Agreement shall not be affected or deemed waived by reason of: (i) any investigation conducted by or on behalf of the
Indemnitee (including by any of its Representatives) with respect to, or any Knowledge acquired (or capable of being acquired) at any time with
respect to, the accuracy or inaccuracy of or compliance with any such representation, warranty, covenant or obligation, or (ii) the Indemnitee's
waiver of any condition set forth in Section 6.2 or Section 6.3 , as the case may be.
(f) For purposes of this ARTICLE Vlll , any qualification contained in any representation or warranty as to materiality,
material adverse effect, or words of similar import shall be disregarded for the purposes of determining any inaccuracy in or breach of any
representation or warranty or damages arising in connection therewith.

(g) All claims for indemnification made by or for the Purchaser lndemnitees under Section 8. l(a) for which the Sellers are
liable shall first be satisfied from the Indemnification Escrow Fund pursuant to the terms of the Escrow Agreement to the extent funds remain in
the Indemnification Escrow Fund to satisfy such claim before the Purchaser Indemnitee pursues any other right or remedy available to it
hereunder. Purchaser acknowledges that the Sellers may not have adequate resources to satisfy indemnification claims that may be made by
Purchaser Indemnitees in the event that the Indemnification Escrow Fund is exhausted.
(h) Notwithstanding anything contained in this Agreement, any amounts payable pursuant to the indemnification obligations
under this ARTICLE VITI shall be paid without duplication, and in no event shall any party be indemnified under different provisions of this
Agreement for the same Losses.
Section 8.4
Mitigation . Each Indemnitee shall take (and shall cause its Affiliates to take) steps to the extent required by law to
mitigate all Losses that are indemnifiable or recoverable hereunder or in connection herewith (including incurring costs to the extent necessary to
remedy the breach that gives rise to the Losses).
Section 8.5
Damages . Notwithstanding anything else to the contrary set forth herein, no party hereto shall be liable for special,
punitive or exemplary damages or Losses based thereon, except in the case of fraud or to the extent actually awarded to a Governmental Entity
or other third party.
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Section 8.6

Third Party Actions .

(a) If an lndemnitee believes it has a right to indemnification pursuant to this ARTICLE VIII (an " Indemnification Claim
"), the party seeking indemnification (for itself and/or any lndemnitees) shall promptly give written notice of such Action or other matter which
may give rise to indemnification (a" Claim Notice") to the other party or parties obligated to provide indemnification (the" Indemnifying Party
"). If such event involves any claim or the commencement of any Action by a third person (a " Third Party Claim "), the patty seeking
indemnification (for itself and/or any Indemnitees) will give a Claim Not.ice to the Indemnifying Party within ten (10) Business Days after the
lndemnitee has received notice or otherwise learns of the assertion of such Third Party Claim. However, failure to give any such Claim Notice
shall not relieve the Indemnifying Party of its obligations hereunder, except to the extent that the Indemnifying Party is actually prejudiced
thereby. Each Claim Notice shall, with respect to each Indemnification Claim set forth therein, (i) specify in reasonable detail and in good faith
the nature of the Indemnification Claim being made, (ii) a reasonable explanation of the basis for the Claim Notice to the extent of the facts then
known by the Indemnitee, (iii) if reasonably practicable, state the aggregate Dollar amount of Losses to which such Indemnitee is entitled to
indemnification pursuant to this ARTICLE Vlli that have been incurred, or a good faith estimate of the aggregate Dollar amount of such Losses
reasonably expected to be incun-ed, by such lndemnitee pursuant to such Indemnification Claim and (iv) reasonable supporting documentation.
(b) In the event of a Third Party Claim, the Indemnifying Party will be entitled to pa11icipate in the settlement or defense
thereof and, if it so chooses, assume at any time control of the settlement or defense thereof with counsel reasonably satisfactory to the
Jndemnitee so long as (i) the Indemnifying Party gives written notice to the Indemnitee within thirty (30) days after the Indemnitee has given
not.ice of the Third Party Claim, stating that the Indemnifying Party will assume the control and defense of such Third Party Claim, (ii) the
Indemnifying Party provides the Indemnitee with evidence reasonably acceptable to the Indemnitee that the Indemnifying Party will have
adequate financial resources to defend against the Third Party Claim, (iii) the Third Party Claim involves only money damages and does not seek
an injunction or other equitable relief against the Indemnitee, (iv) the Indemnitee has not been advised by counsel that a material actual or
potential conflict exists between the lndemnitee and the Indemnifying Party in connection with the defense of the Third Party Claim, (v) the
Third Party Claim is not a criminal or regulatory enforcement Action, or a claim seeking to impose liability on the lndemnitee on the basis of
successor liability, and does not relate to or arise in connection with Taxes, (vi) settlement of, an adverse judgment with respect to, or conduct of
the defense of the Third Party Claim by the Indemnifying Party is not, in the reasonable, good faith judgment of the Indemnitee, likely to be
adverse to the Indemnitee's reputation or continuing business interests, including its relationships with current or potential students,
Governmental Entities, Educational Agencies, or other parties material to the conduct of the Everest Plus Business, and (vii) the Indemnifying
Party conducts the defense of the Third Party Claim diligently.
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(c) The lndemnitee subject to any Third Pm1y Claim the settlement or defense of which has been assumed by the
Indemnifying Party may participate in the settlement or defense of such Third Party Claim with its own counsel at its own expense, provided ,
however , that (i) the Indemnifying Party will pay the reasonable fees and expenses of one firm of separate counsel retained by the lndemnitee
that are incurred prior to the Indemnifying Party's assumption of control of the defense of the Third Party Claim, and (ii) if in the reasonable
opinion of counsel to the Tndemnitee, there are legal defenses available to an lndemnitee that are different from or additional to those available to
the Indemnifying Pm1y, the Indemnifying Party shall be liable for the reasonable fees and expenses of counsel to the Indemnitee solely as relates
to such incremental legal defenses, in each jurisdiction for which the lndemnitee reasonably determines counsel is required .
(d) The Indemnifying Party will not agree to any settlement of, or consent to the entry of any judgment (other than a
judgment of dismissal on the merits without costs) arising from, any such Third Party Claim without the prior written consent of the Indemnitee;
provided , however , that the consent of the lndemnitee will not be required if the Indemnifying Party agrees in writing to pay any amounts
payable pursuant to such settlement or any judgment (and provides the Indemnitee with evidence that it has adequate financial resources to pay
such amounts), to the extent the only award or relief is monetary; such settlement or judgment includes a full, complete and unconditional
release of the lndemnitee and will not lead to liability or the creation of other obligations on the part of the lndemnitee; and such settlement or
judgment involves no finding or admission of any violation of law or the rights of any Person and no effect on any other claims that may be
made against the Indemnitee. The Indemnitee will not agree to any settlement of, or the entry of any judgment (other than a judgment of
dismissal on the merits without costs) arising from, any such Third Party C laim without the prior written consent of the Indemnifying Party
(which consent shall not be unreasonably withheld or delayed).
(e) Each of the parties hereto shall (i) cooperate in good faith in the defense or prosecution of any Third Party Claim in
respect of which indemnity may be sought hereunder, (ii) shall keep the other party and its counsel fully informed in all material respects of the
status of such Third Party Claims and any related proceedings at all stages thereof, and (iii) agree (each at its own expense) to render to each
other such assistance as they may reasonably require of each other. Each of the Sellers and Purchaser (or a duly authorized representative of such
party) shall (and shall cause their respective Subsidiaries to) furnish such Books and Records, information and testimony, provide access to its
premises and personnel, and attend such conferences, discovery proceedings, hearings, trials and appeals, as may be reasonably requested in
connection with any Third Party Claim.
(t) With respect to any Third Party Claim subject to indemnification under this ARTICLE VIII , the parties shall cooperate
in such a manner as to preserve in full (to the extent practicable) the confidentiality of all confidential inforn1ation and the attorney-client and
work-product privileges. In connection therewith, each party agrees that: (i) it will use commercially reasonable efforts, in respect of any Third
Party Claim in which it has assumed or has participated in the defense, to avoid production of confidential information (consistent with
applicable law and rules of procedure) and (ii) all communications between any parties hereto and counsel responsible for or pa11icipating in the
defense of any Third Party Claim will, to the extent practicable, be made so as to preserve any applicable attorney-client or work-product
privilege.
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(g) Once a Loss is agreed to by the Indemnifying Pai1y or finally adjudicated to be payable pursuant to this ARTICLE VIII ,
the Indemnifying Party shall promptly (but in any event within five (5) Business Days of such final, non-appealable adjudication) satisfy its
obligations by wire transfer of immediately available funds.
Section 8.7
Exclusive Remedy . Notwithstanding any other provision of this Agreement to the contrary, except (a) in the case of
fraud, ctiminal activity, or willful misconduct, or (b) in the case where a party seeks to obtain specific performance pursuant to Section 10.10 ,
from and after the Closing Date, the rights of the parties to indemnification pursuant to the provisions of this ARTICLE VIII shall be the sole
and exclusive remedy of the lndemnitees and the parties hereto with respect to any matter in any way arising from or relating to this Agreement
or its subject matter. Subject to the foregoing, to the maximum extent permitted by Law, the parties and the Tndemnitees hereby waive all other
rights and remedies with respect to any matter in any way relating to this Agreement or its subject matter, whether under any Laws at common
law, in equity or otherwise. The provisions of this Section 8.7 and this ARTICLE VIII were specifically bargained for by the parties and were
taken into account by them in arriving at the Purchase Price and the terms and conditions of this Agreement, and Purchaser and the Sellers in
approving this Agreement have specifically relied upon the provisions of this Section 8.7 and this ARTICLE Vlll in agreeing to the Purchase
Price and the terms and conditions of this Agreement.
Section 8.8
Exception . Nothing in this Agreement shall limit any Person's right to seek any equitable relief to which any Person
shall be entitled or to seek any remedy on account of any party's fraudulent or criminal misconduct.
Section 8.9
Independence of Provisions . Each and every provision of this Agreement shall be deemed a sepai·ate and independent
provision. In consequence, an lndemnitee may bring any claim it has hereunder under any or all provisions applicable to that claim.
Notwithstanding the foregoing, no Indemnitee shall be entitled to recover more than once for any Loss.
Tax Treatment of Indemnity Payments . Except to the extent otherwise required under Applicable Law, the Sellers and
Section 8.1.0
Purchaser agree to treat any indemnity payment made pursuant to this ARTICLE VIII as an adjustment to the Purchase Price for all applicable
tax purposes, including for U.S. federal income tax and for state tax purposes.
Release of Remaining Indemnification Escrow Amount . As soon as reasonably practicable following the
Section 8.11.
Indemnification Escrow Release Date, Purchaser shall instruct the Escrow Agent to deliver to the Sellers all of the Indemnification Escrow
Amount (if any) in excess of any amount of the Indemnification Escrow Amount that is necessary to satisfy all unresolved, unsatisfied or
disputed Indemnification Claims for Losses specified in any Claim Notice delivered to the Sellers and the Escrow Agent by Purchaser before the
Indemnification Escrow Release Date. If any Indemnification Claims are unresolved, unsatisfied or disputed as of the Indemnification Escrow
Release Date, then the Escrow Agent shall retain possession and custody of that portion of Indemnification Escrow Amount that equals the total
maximum amount of Losses then being claimed by the Purchaser lndemnitees in all such unresolved, unsatisfied or disputed Indemnification
Claims, and as soon as each such Indemnification Claim has been resolved, Purchaser shall instruct the Escrow Agent to deliver to the Sellers all
remaining Indemnification Escrow Amount (if any) not required to satisfy all remaining Indemnification Claims.
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ARTICLE IX
TERMINATION
Section 9. l
(a)

Termination . At any time prior to the Closing, this Agreement may be terminated:
by mutual written consent of Purchaser and the Sellers;

(b) by the Sellers or Purchaser, at any time after the Outside Date, if (i) the Initial Closing shall not have occurred and (ii)
the pai1y seeking termination is not in material violation or breach of their respective representations, warranties, covenants (including the
obligation to consummate the Closing) or obligations contained in this Agreement;
(c) by the Sellers or Purchaser, if (i) the Legal Opinion is not obtained on or before the Outside Date, and (ii) the Court
Determination is not obtained on or before the Outside Date, and (iii) a Foreclosure shall not have occurred on or before the Outside Date;
(d) by the Sellers or Purchaser, if the Delaware Court detennines, as evidenced by an order or written opinion, that the
Requisite Stockholder Approval is required under Section 271 of the General Corporation Law of the State of Delaware to consummate the
Transactions and that it will not deem such Requisite Stockholder Approval to be satisfied or otherwise excused unless the Lenders have effected
a Foreclosure and the Purchased Assets and the Everest Plus Business are transferred to Purchaser by the Lenders without such action resulting
in any Everest Plus School losing eligibility for Title IV Program participation;
(e) by either Purchaser or the Sellers, if any Order of any Governmental Entity having competent jurisdiction is entered
permanently restraining, enjoining or otherwise prohibiting the Transactions and such Order has become final and non-appealable;
(f) by Purchaser, if the Sellers shall have breached any representation, wananty, covenant or agreement contained herein to
be performed by the Sellers and such breach shall not have been cured by the earlier of the Outside Date or the date that is forty-five (45) days
after receipt by the Sellers of written notice of such breach ( provided , however , that no such cure period shall be available or applicable to any
such breach that by its nature cannot be cured) and if not cured within such forty-five (45) day period and at or prior to the Initial Closing, such
breach would result in the failure of any of the applicable conditions set forth in ARTICLE VI to be satisfied;

(g) by the Sellers, if Purchaser shall have breached any representation, wananty, covenant or agreement contained herein to
be performed by Purchaser and such breach shall not have been cured by the earlier of the Outside Date or the date that is forty-five (45) days
after receipt by the Sellers of written notice of such breach ( provided , however , that no such cure period shall be available or applicable to any
such breach that by its nature cannot be cured) and if not cured within such forty-five (45) day period and at or prior to the Initial Closing, such
breach would result in the failure of any of the applicable conditions set forth in ARTICLE VI to be satisfied;
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(h) by the Sellers, if the Sellers shall have reasonably determined (following consultation with Purchaser) that one or more
of the conditions set forth in Section 6.1 or Section 6.2 will not be satisfied , or, if applicable, waived by Purchaser, prior to the Outside Date;
(i) by the Sellers, if the board of directors of Parent determines in good faith after consultation with counsel that an
insolvency proceeding of one or more of the Sellers is advisable and in the best interests of Parent;

U) by the Sellers and Purchaser, at any time after the occurrence of a Bankruptcy Legislation Event, provided however , that
if such Bankruptcy Legislation Event shall occur, then subject only to the Sellers' and Purchaser's respective fiduciary obligations to their
entities, both the Sellers and Purchaser agree to seek expedited consummation of a transaction in form and substance substantially similar (and
no less economically beneficial to the Sellers) to that contained in this Agreement, pursuant to sectio n 363(b) and 365 of the Bankruptcy Code
and in substantially the fom1 attached hereto as Exhibit E ;

(k) by Purchaser, if the Sellers have not provided Purchaser on or before December 8, 2014 with a written plan together with
such detail regarding the sources and uses of Title IV and other funds as may be reasonably requested by Purchaser that is reasonably achievable
by the Sellers, pursuant to which the Sellers will be able to continue to operate the Everest Plus Business outside of Bankruptcy until the Outside
Date and pay to Purchaser any amounts payable by the Sellers at the Initial Closing; or
(I)

by Purchaser, upon entry of an order for relief in any Bankruptcy of any Seller (other than pursuant to Section 9. l(j) ).

The party seeking to terminate this Agreement p ursuant to this Section 9.1 (other than the foregoing subsection(a)) shall give reasonable
advance written notice of such termination to the other party.
Section 9 .2
Effect of Termination . In the event of termination of this Agreement as provided in Section 9.1 , this Agreement shall be
of no further force and effect and there shall be no liability or obligation on the part of Purchaser, ECMC, the Sellers, or their respective,
Affiliates or Representatives in connection herewith; provided, however, that (a) the provisions of this Section 9.2, ARTICLE X, Section 5.1,
and the NDA shall remain in full force and effect and survive any termination of this Agreement and (b) if this Agreement is terminated by a
party because of breach by the other party of its obligations under this Agreement or because one or more of the conditions to the terminating
party's obligations under this Agreement is not satisfied as a result of the other party's failure to comply with its obligations under this
Agreement, the tem1inating party's right to seek all legal remedies will survive such termination unimpaired.
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ARTICLEX
MISCELLANEOUS
Section LO. l
Entire Agreement; Assignment; Successors . This Agreement and the other Transaction Documents constitute the entire
agreement among the parties hereto with respect to the subject matter hereof and thereof and supersede all other prior and contemporaneous
agreements and understandings, both written and oral, among the parties with respect to the subject matter hereof. This Agreement and the other
Transaction Documents may not be assigned by operation of Law or otherwise; provided , however . that (a) Purchaser may assign this
Agreement and any or all of its rights and obligations under this Agreement to ECMC or to any direct or indirect wholly owned Subsidiary of
ECMC, (b) following the Closing, Purchaser may assign this Agreement and any or all of its rights and interest hereunder to any purchaser of all
or substantially all its assets or designate such purchaser to perform its obligations hereunder and (c) any of the Purchaser lndemnitees may
collaterally assign any or all of its rights and obligations hereunder to any provider of debt financing to it or any of its Affiliates, but, in each
case, no such assignment shall relieve Purchaser or its successor of its obligations hereunder. Any purported assignment of this Agreement in
contravention of this Section 10.1 shall be null and void and of no force or e ffect. Subject to the preceding sentences of this Section 10.1 , this
Agreement will be binding upon, inure to the benefit of, and be enforceable. by, the parties and their respective successors and assigns. In the
event of any conflict or inconsistency between the terms of this Agreement and the terms of any other Transaction Document (other than an
exception expressly set forth as such in the Seller Disclosure Schedule), the terms of this Agreement shall govern.
Section 10.2
Severability . If any term or other provision of this Agreement is invalid, illegal or incapable of being enforced by any
rule of Law, or public policy, in each case in any jurisdiction, such invalidity, illegality or unenforceability shall not affect any other term or
provision of this Agreement or invalidate or render unenforceable such term or provision in any other jurisdiction. If any term or other provision
of this Agreement is invalid, illegal or incapable of being enforced by any rule of Law, or public policy, all other conditions and provisions of
this Agreement shall nevertheless remain in full force and effect, so long as the economic or legal substance of the transaction contemplated by
this Agreement is not affected in any manner materially adverse to any party. Upon such determination that any term or other provision is
invalid, illegal or incapable of being enforced, the parties hereto shall negotiate in good faith to modify this Agreement so as to effect the
original intent of the parties as closely as possible, in a mutually acceptable manner, in order that the Transactions shall be consummated as
originally contemplated to the fullest extent possible.
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Section 10.3
Notices. All notices and other communications hereunder shall be in writing and shall be deemed duly given (i) on the
date of delivery if delivered personally, (ii) if by facsimile or email, upon electronic confitmation of receipt by facsimile or email (as applicable),
provided , that a copy of such notice or other communication is promptly mailed by registered or certified mail, return receipt requested, postage
prepaid, following the transmission of such facsimile or email, (iii) on the first (1 st ) Business Day following the date of dispatch if delivered
utilizing a next-day service by a nationally recognized next-day courier or (iv) on the earlier of confirmed receipt or the fifth (5 th ) Business Day
following the date of mailing if delivered by registered or certified mail, return receipt requested, postage prepaid. All notices hereunder shall be
delivered to the addresses set forth below:
if to Purchaser or ECMC:
c/o ECMC Group, Inc.
1 Imation Place, Building 2
Oakdale, MN 55128
Attention: Dan Fisher, General Counsel
Fax: (651) 325-4086
Email: dfisher@ecmc.org
with copies to (which copies shall not constitute notice):
Drinker Biddle & Reath LLP
One Logan Square, Suite 2000
Philadelphia, Pennsylvania 19103
Attention: H. John Michel, Jr.
Fax: (215) 988-2757
Email: John.Michel@dbr.com

if to the Sellers:
c/o Corinthian Colleges, Inc.
6 Hutton Centre Drive, Suite 400
Santa Ana, California 92707
Attention: Chief Executive Officer and General Counsel
Fax: (714) 751-3605
Email: smortensen@cci.edu
jmassimino@cci.edu
with a copy to (which copy shall not constitute notice):
O ' Melveny & Myers LLP
610 Newport Center Drive, 17th Floor
Newport Beach, CA 92660
Attention: Andor Temer, Esq.
Fax: (949) 823-6994
Email: aterner@omm.com
or to such other address as the Person to whom notice is given may have previously furnished to the others in writing in the manner set forth
above.
Governing Law . This Agreement shall be deemed to be made and in all respects shall be interpreted, construed and
Section 10.4
governed by and in accordance with the Laws of the State of Delaware without regard to the conflicts of laws principles thereof and by and in
accordance with federal Law to the extent applicable.
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Section 10.5
Submission to Jurisdiction . The parties hereby iITevocably submit to the jurisdiction of the courts of the State of
Delaware, and the federal courts of the U.S. sitting in Delaware solely in respect of the interpretation and enforcement of the provisions of this
Agreement, the Transaction Documents and of the documents referred to in this Agreement and the Transaction Documents and in respect of the
Transactions, and hereby waive, and agree not to assert, as a defense in any Action for the interpretation or enforcement of this Agreement, the
Transaction Documents or any such other documents, that it is not subject thereto or that such Action may not be brought or is not maintainable
in said courts or that the venue thereof may not be appropriate or that this Agreement, any Transaction Document or any such other document
may not be enforced in or by such courts. The parties hereby consent to and grant any such court jurisdiction over the Person of such parties and
over the subject matter of such dispute and agree that mailing of process or other papers in connection with any such Action in the manner
provided in Section 10.3 as permitted by Applicable Law, shall be valid and sufficient service thereof.
Section 10.6
Interpretation; Article and Section References . The descriptive headings herein are inserted for convenience of
reference only and are not intended to be part of or to affect the meaning or interpretation of this Agreement. All references in this Agreement to
Articles, Sections, subsections, clauses, Annexes, Exhibits and Schedules are references to Articles, Sections, subsections, clauses, Annexes,
Exhibits and Schedules, respectively, in and to this Agreement, unless otherwise specified. All words used in this Agreement will be construed
to be of such gender or number as the circumstances require. The words "include" or " including" mean " include, w ithout limitation," or
"including, without limitation," as the case may be, and the language following "include" or "including" shall not be deemed to set forth an
exhaustive list. The word "or" shall not be limiting or exclusive. References to days are to calendar days (unless expressly specified as a
Business Day); provided , that any action otherwise required to be taken on a day that is not a Business Day shall instead be taken on the next
Business Day. Unless otherwise specifically provided or the context otherwise requires, all references in this Agreement to the Sellers mean and
shall refer to the Sellers and their respective Subsidiaries and each of their successors, assigns and (if applicable) predecessors-in-interest. Unless
otherwise specifically provided or the context otherwise requires, all references in this Agreement or any other Transaction Document to
representations, warranties, covenants, agreements and obligations of the Sellers shall mean or refer to, as applicable under the context, all
Sellers, each Seller, or any one or number of Sellers; and unless otherwise specifically provided or the context otherwise requires, all references
in this Agreement to Purchaser mean and shall refer to Purchaser and its Subsidiaries and each of their successors, assigns and (if applicable)
predecessors-in-interest. As used in this Agreement, the singular or plural number shall be deemed to include the other whenever the context so
requires. Any capitalized terms used in any Annex, Exhibit, Schedule or other Transaction Document but not otherwise defined therein shall
have the meaning as defined in this Agreement. All Annexes, Exhibits and Schedules annexed hereto or referred to herein and the Seller
Disclosure Schedule are hereby incorporated in and made a part of this Agreement as if set forth herein.
Section 10.7
No Third Party Benefici aries . This Agreement shall be binding upon and inure solely to the benefit of each party hereto
and its successors and permitted assigns and, except as expressly provided in ARTICLE VHT, nothing in this Agreement is intended to or sha.11
confer upon any other Person any legal or equitable rights, benefits or remedies of any nature whatsoever under or by reason of this Agreement.

71

ED00016556

CL_Review002470

Section 10.8
Counterparts; Electronic Signature . This Agreement may be executed in multiple counterparts, each of which shall be
deemed to be an original but all of which shall constitute one and the same agreement. This Agreement may be executed by facsimile or
electronic (.pdf) signature and a facsimile or electronic (.pdf) signature shall constitute an original for all purposes.
Section 10.9
Amendment and Modification . This Agreement may not be amended, modified or supplemented in any manner,
whether by course of conduct or otherwise, except by an instrument in writing specifically designated as an amendment hereto, signed by each of
the parties.
Section 10. 10
Specific Performance . The parties hereby acknowledge and agree that it would cause irreparable injury to the other
party or parties if any of the provisions of this Agreement are not performed in accordance with their specific terms or otherwise breached for
which monetary damages, even if available, would not be an adequate remedy. Accordingly, each party agrees that the other party or parties
shall be entitled to seek an injunction, specific performance and other equitable relief to prevent breaches of the provisions of this Agreement
and to enforce specifically this Agreement and the terms and provisions hereof in any action or proceeding, in addition to any other remedy to
which they are entitled at law or in equity in any such event and prior to the valid exercise of any termination right by the parties in accordance
with Section 9.1 . Each of the parties agrees that it will not oppose the granting of an injunction, specific performance and other equitable relief
on the basis that any other party has an adequate remedy at law or that any award of specific performance is not an appropriate remedy for any
reason at law or in equity. Any party seeking an injunction or injunctions to prevent breaches of this Agreement and to enforce specifically the
terms and provisions of this Agreement shall not be required to provide any bond or other security in connection with any such order or
injunction.
Section 10.11
Fees and Expenses . Except as otherwise provided herein, all fees and expenses incurred in connection with or related
to this Agreement, the other Transaction Documents and the Transactions shall be paid by the party incurring such fees or expenses, whether or
not such transactions are consummated; provided , that in the event of termination of this Agreement, the obligation of each party to pay its own
expenses will be subject to any tights of such party arising from a breach of this Agreement by any other party.
Section 10.12
Waivers . No failure or delay of a party in exercising any right or remedy hereunder shall operate as a waiver thereof,
nor shall any single or partial exercise of any such right or power, or any abandonment or discontinuance of steps to enforce such right or power,
or any course of conduct, preclude any other or further exercise thereof or the exercise of any other ,ight or power. The rights and remedies of
the parties hereunder are cumulative and are not exclusive of any rights or remedies that they would otherwise have hereunder. Any agreement
on the part of any party to any such waiver shall be valid only if set forth in a written instrument executed and delivered by such party.
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Section I 0.13
No Presumption Against Drafting Party . The parties agree that they have been represented by counsel during the
negotiation and execution of this Agreement and, therefore, waive the application of any Applicable Law or rule of construction providing that
ambiguities in an agreement or other document will be construed against the party drafting such agreement or document.
Section l0.1.4
Foreclosure . Nothing in this Agreement shall entitle any party hereto to terminate this Agreement, no condition in
ARTICLE VI shall be deemed not to be satisfied, and no covenant shall be deemed to be breached or representation or wan-anty deemed untrue,
in the event of or by virtue of a Foreclosure. In addition, Purchaser hereby acknowledges and agrees that the Closing of the Transactions may be
effected through a Foreclosure.
Section 10.15
Guaranty by ECMC . ECMC unconditionally g uarantees all liabilities and obligations (including payment and
indemnification obligations) of Purchaser pursuant to this Agreement, including those obligations of Purchaser pursuant to ARTICLE I .
[THE REMAINDER OF THIS PAGE IS INTENTIONALLY LETT BLANK]

73

ED00016558

CL_Review002472

IN WITNESS WHEREOF, each of the parties has caused this Agreement to be duly executed on its behalf as o f the day and year first
above written.

ZENITH EDUCATION GROUP, INC.

B y: Isl David L. Hawn
Name: David L. Hawn
Title: President, Zenith Education Group , Inc.

CORINTHIAN COLLEGES, INC.

B y: Isl Jack Massimino
Name: Jack Massimino
Title: Chairman & CEO

CORINTHIAN SCHOOLS, INC.

B y: Isl Jack Massimino
Name: Jack Massimino
Title : Chairman & CEO

EVEREST COLLEGE PHOENIX, INC .

By: Isl Jack Massimino
Name: Jack Massimino
T itle: Chairman & CEO

RHODES COLLEGES, INC .

By: Isl Jack Massimino
Name: Jack Massimino
T itle: C hairman & CEO

[Signature Page to the Asset Purchase Agreement]
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TITAN SCHOOLS, INC .

By: Isl Jack Massimino
Name: Jack Massimino
Title : Chairman & CEO

MJB ACQUISITION CORP ORATION

By: Isl Jack Massimino
Name: Jack Massimino
T itle: Chairman & CEO

FLORIDA METROPOLITAN UNIVERSITY, INC.

By: Isl Jack Massimino
Name: Jack Massimino
Title : Chairman & CEO

ETON EDUCATION, INC.

By: Isl Jack Massimino
Name: Jack Massimino
T itle : C hailTllan & CEO

ASHMEAD EDUCATION, INC.

By: Isl Jack Massimino
Name: Jack Massimino
T itle: Chairman & CEO

GRAND RAPIDS EDUCATIONAL CENTER, INC.

By: Isl Jack Massimino
Name: Jack Massimino
T itle : Chairman & CEO

[Signature Page to the Asset Purchase Agreement]
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RHODES BUSINESS GROUP, INC.

By: Isl Jack Massimino
Name: Jack Massimino
Title: Chairman & CEO

PEGASUS EDUCATION, INC.

By: Isl Jack Massimino
Name: Jack Massimino
Title: Chairman & CEO

SOCLE EDUCATION, INC.

By: Isl Jack Massimino
Name: Jack Massimino
Title: Chairman & CEO

And with respect to Section 10.15 only,
ECM C GROUP, INC .

By: Isl David L. Hawn
Name: David L. Hawn
Title : President and CEO, ECMC Group, Inc.

[Signature Page to the Asset Purchase Agreement]
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ANNEX A
CERTAIN DEFINITIONS
For the purposes of this Agreement, the following capitalized terms shall have the meanings set forth below (which shall apply equally
to both the singular and plmal forms of such terms):
" l.13(d) Lease" has the meaning set forth in Section l.l3(d).
" l.13(d) Sublease" has the meaning set fo1th in Section l.l 3(d) .
" 1.13(e) Lease" has the meaning set forth in Section l.13(e).
"l.13(e) Sublease" has the meaning set forth in Section l.13(e).
" l .13(f) Lease " has the meaning set forth in Section l .13(f) .
" l.13(f) Sublease" has the meaning set forth in Section l.l 3(f) .
" Accounting Arbitrator " has the meaning set forth in Section l .6(b)(ii) .
"Accounts Receivable" has the meaning set forth in Section 1. l(a) .
" Accrediting Body " means any Person, whether private or quasi-private, whether foreign or domestic, that engages in the granting or
withholding of accreditation of postsecondary institutions or programs in accordance with standards and requirements relating to the
performance, operations, financial condition and/or academic standards of such institutions and programs.
" Action " means any claim, action, cause of action, suit, demand, inquiry, proceeding, audit, hearing, subpoena, investigation, charge,
notice of violation, citation, summons, litigation or suit (of any nature, whether civil, criminal, administrative, regulatory, judicial or
investigative, whether formal or informal, whether public or private, whether at law or in equity) commenced, brought, conducted or heard by or
before, or otherwise involving, any Governmental Entity or Educational Agency, or any other arbitration, mediation or similar proceeding.
" Adjustment Escrow Amount " means an amount equal to Five Hundred Thousand Dollars ($500,000).
" Adjustment Escrow Fund" has the meaning set forth in Section l .7(b) .
" Affiliate " means, with respect to any Person, a Person that, directly or indirectly, through one or more intermediaries, controls, is
controlled by or is under common control with the first-mentioned Person. For the purposes of this definition, "control," including the terms
"controlled by" and "under common control with," means the possession, directly or indirectly, of the power to direct or cause the direction of
the management and policies of a Person, whether through the ownership of voting securities, as trustee or executor, as general partner or
managing member, by Contract or otherwise, including the ownership, directly or indirectly, of securities having the power to elect a majority of
the board of directors or similar body governing the affairs of such Person.
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" Agreement " has the meaning set fo1th in the Preamble.
" Agreement Date " means the date hereof.
" Allocation " has the meaning set forth in Section 1.8 .
" Applicable Law " means, with respect to any Person, any Law applicable to such Person or any of its respective properties, assets,
business, operations, officers, directors, employees, consultants or agents.
" Apportioned Obligations" has the meaning set forth in Section 5.4(a).
" Approvals " has the meaning set forth in Section 2. 18 .
" Assignment and Assumption Agreement " has the meaning set forth in Section 1. lO(a) .
" Assumed Contracts" has the meaning set forth in Section l. l(e) .
" Assumed Leases " has the meaning set forth in Section 1.1(d) .
" Assumed Liabilities" has the meaning set forth in Section 1.3 .
" Balance Sheet Date" has the meaning set forth in Section 2.3(b) .
" Bankruptcy " means any filing, voluntary or involuntary, under Title 11 of the United States Code, 11 U.S.C. § 101-1532 or any
similar state or provincial law.
"Bankruptcy Legislation Event" means Section 102 of the HEA (20 U .S.C. § 1002) shall have been amended on or before December
31, 2014, so as to provide that the Sellers may file for relief under Title 11 of the United States Code, 11 U.S.C. §§ 101-1532 without such action
resulting in any postsecondary educational institution operated by Parent or one or more of its Subsidiaries losing eligibility for Title IV Program
participation.
" Barclays " means Barclays Capital Inc.
" Basket " has the meaning set forth in Section 8.3(a) .
" Benefit Plan " has the meaning set forth in Section 2. l 3{a) .
" Bill of Sale" has the meaning set forth in Section 1. lO(a) .
" Books and Records " means all books, records, systems and documents w ith respect to or related to the Purchased Assets, Assumed
Liabilities, and operations of the Everest Plus Business prior to the Closing, including human resources records, student records, accounting and
financial records and related electronic systems.

A-2

ED00016563

CL_Review002477

"Business Day" means a day, other than a Saturday or Sunday, on which banks are open for business in California, between the hours
of 8:00a.m. and 5 :00p.m. local time.
" Business Employee" means any employee of any Seller working in or providing services with respect to the Everest Plus Business as
of the Agreement Date or during the period commencing on the Agreement Date and ending immediately prior to Closing.
"Cap" has the meaning set forth in Section 8.3(d) .
" Cash " means, as of the date in question, all cash and investments of cash of any Person in cash equivalents on a consolidated basis,
plus the amount of all checks received but not deposited or cleared, minus the amount of all checks and drafts "cut" or issued but not cleared,
determined in accordance with GAAP.
"Claim Notice" has the meaning set forth in Section 8.6(a) .
" Closing" has the meaning set forth in Section 7.1 .
"Closing Balance Sheet" has the meaning set f011h in Section l.6(b)(i).
" Closing Date" has the meaning set forth in Section 7. l .
"Closing Deferred Revenue" has the meaning set forth in Section I .6(b)(i) .
" Closing Working Capital" has the meaning set forth in Section l.6(b)(i).
" Closing Working Capital and Closing Deferred Revenue Final Proposal " has the meaning set forth in Section l .6(b)(ii) .
"Closing Working Capital and Closing Deferred Revenue Statement" has the meaning set forth in Section l .6(b)(i).
" COBRA " means the continuation requirements for the Sellers' welfare benefit plans under Section 4980B of the Code (as well as its
predecessor provision, Section I 62(k) of the Code) and Sections 60 I through 608, inclusive, of ERIS A, and any similar provisions under
applicable state law.
"Code" means the U.S. Internal Revenue Code of 1986, as amended.
" Common Stock " means the common stock, par value $0.0001 per share, of Parent.
"Compliance Date" means July 1, 201 l.
" Consents " means consents, assignments, Pen11its, Orders, certification, concession, franchises , approvals, authorizations,
registrations, filings, registrations, waivers, declarations or filings with, of or from any Governmental Entity, parties to Contracts or any third
Person.
" Contract " means any contract, agreement, instrument, option, lease, license, sales and purchase order, warranty, note, bond,
mortgage, indenture, obligation, commitment, binding application, airnngement or understanding, express or implied, written or oral, in each
case as amended and supplemented from time to time.
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" Court Detennination " means the determination of the Delaware Court, as evidenced by an order or written opinion, that the Requisite
Stockholder Approval is not required under Section 271 of the General Corporation Law of the State of Delaware to consummate the
Transactions (or is deemed satisfied or otherwise excused).
" Credit Agreement " means that certain Fourth Amended and Restated Credit Agreement, dated as of May 17, 2012, by and among
Parent, Everest Colleges Canada, Inc., the Guarantors party thereto, the Lenders party thereto and Bank of America, N.A., as Domestic
Administrative Agent and C anadian Agent (as amended, restated, supplemented or otherwise modified from time to time).
"CSI" has the meaning set forth in the Preamble.
"Curriculum "means all curricula owned or licensed by the Sellers and used in the educational programs of the Everest Plus Schools in
the form of computer programs or software, slide shows, texts, films, web site content, audio, videos or any other form or media, including the
following items: (1) course objectives, (2) lesson plans, (3) exams, (4) class materials (including any interactive or computer-aided materials),
(5) faculty notes, (6) course handouts, (7) diagrams, (8) syllabi, (9) sample externship and placement materials, (10) clinical checklists, (11)
course and faculty evaluation materials, (12) policy and procedure manuals, and ( 13) other related materials. The Curriculum includes all
copyrights, copyright applications, copyright registrations and trade secrets to the extent incorporated in the above-listed items and to the extent
owned or licensed by the Sellers and used in the educational programs of the Everest Plus Schools.
" DCP Liabilities" has the meaning set forth in Section 5.3(e) .
" Deferred Revenue " means all prepaid tuition obligations (and the related obligations to provide instruction or refunds) as of the
Closing with respect to students enrolled at any of the Everest Plus Schools, determined in accordance with GAAP and the policies and
procedures set forth in Schedule l.6(a) ; provided , however that "Deferred Revenue" shall not include any portion of the Title IV Advance
Amount.
" Deferred Revenue Shortfall " has the meaning set forth in Section l.6(c) .
" Delaware Counsel " means Richards, Layton & Finger, P.A. or other Delaware counsel reasonably acceptable to Parent and
Purchaser.
" Delaware Court" means the Court of Chancery of the State of Delaware.
" De Minimis Threshold " has the meaning set forth in Section 8.3(b) .
" Dispute Notice" has the meaning set forth in Section l.6(b)(ii) .
" DOL" has the meaning set forth in Section 2.13(b).
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" Dollars " means the currency of the U.S. dollar, and all references to monetary amounts herein shall be in Dollars unless otherwise
specified herein.
" ECMC " has the meaning set forth in the Preamble.
" ECP" has the meaning set forth in the Preamble.
" ED " means the United States Department of Education and any successor agency administering student financial assistance under
Title IV.
" ED Payment " means the lesser of (a) Twelve Million Dollars ($ 12,000,000) and (b) the net proceeds to be paid to the Seller
Representative pursuant to Section I .?(a) after giving effect to the adjustments contemplated by clauses (ii) through (vi) of Section 1.7(a) .
" ED Pre-Acquisition Review Notices " means written notices from ED following ED' s review of pre-acquisition review applications
regarding the Transactions, which shall not indicate the existence of any material impediment to the issuance of a TPPPA, or to the subsequent
issuance of a PPPA, to any Everest Plus School.
" Educational Agency " means any Person, entity or organization, whether governmental, government-chartered, private, or quasiprivate, that engages in granting or withholding Educational Approvals for, administers Student Financial Assistance to or for students of, or
otherwise regulates private postsecondary schools in accordance with standards relating to the performance, operation, financial condition or
academic standards of such schools, including, without limitation, ED and any Accrediting Body or State Educational Agency.
" Educational Approval " means any license, permit, authorization, program participation agreement, certification, accreditation, or
similar approval issued or required to be issued by an Educational Agency to an Everest Plus School subject to the oversight of such Educational
Agency, including any such approval (a) for the Everest Plus School to operate and offer its educational programs in all jurisdictions in which it
operates, including all jurisdictions where it offers educational programs online or through other distance education delivery methods, (b) for the
Everest Plus School to participate in any program of Student Financial Assistance, and (c) for graduates of the Everest Plus Schools to be
eligible to obtain certification or licensure, or take any examinations to obtain such certification or licensure, for any program for which the
Everest Plus School has represented to students or prospective students that such program will enable students to obtain such certification or
licensure, but excluding any license, pe1mit, authorization, certification or similar approval issued to the Everest Plus Schools or any employee
of an Everest Plus School on an individual basis.
" Educational Consent " means any approval, authorization or consent by any Educational Agency, or any notification to be made by
the parties to an Educational Agency, with regard to the Transactions, whether pre-Closing or post-Closing, which is necessary under applicable
Jaws or regulations in order to maintain or continue any Educational Approval presently held by any Everest Plus School, as set forth on
Schedule A-1 .
" Educational Law " means any applicable federal, state, municipal, foreign or other Law, regulation, order or Accrediting Body
standard, including without limitation the provisions of Title IV and any regulations implementing or relating thereto, issued or administered by,
or related to, any Educational Agency.
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" Educational Loan " means any student loan made, insured, or originated under Title IV.
" Encumbrance " means any mortgage, pledge, security interest, lien, easement, charge, encumbrance, claim, option (including without
limitation, rights of first refusal or similar rights), restriction or claim of any kind.
"Environmental Laws" has the meaning set forth in Section 2.15(a) .
" ERISA" means the Employee Retirement Income Security Act of 1974, as amended.
"ERTSA Affiliate" has the meaning set forth in Section 2. I3(c).
"Escrow Agent" means Citibank, N.A.
" Escrow Agreement " means that certain Escrow Agreement, dated as of the Closing Date, by and among Purchaser, the Seller
Representative and the Escrow Agent, in a form to be agreed upon among the parties to the Escrow Agreement.
" Escrow Fund " means the fund or funds in the amount that is equal to the sum of the Adjustment Escrow Fund and the
Indemnification Escrow Fund maintained by the Escrow Agent pursuant to the Escrow Agreement.
" Estimated Closing Deferred Revenue " has the meaning set forth in Section 1.6(a) .
"Estimated Closing DefeITed Revenue Adjustment" means an amount equal to fifteen and one-half percent (15.5%) of the Estimated
Closing Deferred Revenue.
"Estimated Closing Working Capital" has the meaning set forth in Section I .6(a).
"Estimated Closing Working Capital Adjustment" means the Estimated Closing Working Capital minus the Working Capital Target.
" Everest Plus Business " means the operation of (i) the Everest Plus Schools (which for the avoidance of doubt shall not include any
postsecondary educational institutions operated by the Sellers in the State of California), and (ii) all services provided by Socle to the Everest
Plus Schools but expressly excluding services provided by Socle to any other postsecondary educational institutions operated by the Sellers in
the State of California and to any unaffiliated entities.
" Everest Plus Financial Statements " has the meaning set forth in Section 2.4(a) .
" Everest Plus IP " means (i) the Intellectual Property set forth on Schedule A-2 and all Intellectual Property rights therein, and (ii) the
CuITiculum.
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" Everest Plus School " means each postsecondary educational institution that has been issued an Office of Postsecondary Education
Identification Number by ED (including any main campus and additional locations) and is set forth on Schedule A-3 .
" Exchange Act " means the Securities Exchange Act of 1934, as amended.
" Excluded Assets " has the meaning set forth in Section 1.2 .
" Excluded Records " means the corporate seals, organizational documents, minute books, stock books, Tax Returns, books of account
or other records having to do with the corporate organization of the Sellers, all privileged documents relating to the Sellers, all back-up tapes,
and, to the extent that the Sellers are prohibited by Applicable Laws or any Order from providing or are required by Applicable Laws or any
Order to retain, all employee-related or employee benefit-related files or records and any other books and records.
"Excluded T axes" means (i) all Taxes relating to the Purchased Assets or the Everest Plus Business that are attributable to periods (or
portions thereof) ending prior to the Closing Date, (ii) all capital gains tax, net income tax, or corporation tax of the Sellers, and (iii) any other
Taxes of Sellers that are not expressly taken into account in the determination of Final Closing Working Capital.
"Expiration Date" means the eighteen (18) month anniversary of the Closing Date.
" Final Closing Deferred Revenue Adjustment " means an amount equal to fifteen and one-half percent ( 15.5%) of the Estimated
Closing Deferred Revenue.
" Final Closing Deferred Revenue" means the Closing Deferred Revenue as finally determined pursuant to Section 1.6(b)(ii) or l.Mhl

iliil_.
" Final Closing Working Capital " means the Closing Working Capital as finally determined pursuant to Section l.6(b)(ii) or

l.Mhl

"Final Closing Working Capital Adjustment" means the Final Closing Working Capital minus the Working Capital T arget.
" Foreclosure " means the foreclosure on the Purchased Assets by the Lenders that allows the Purchaser to acquire the po1tion of the
Purchased Assets foreclosed upon by the Lenders without impairing the continued eligibility of any Everest Plus School to participate in the
Title IV Programs.
" Fundamental Representations " means, with respect to the Sellers, each of the representations and warranties of the Sellers set forth in
Section 2.1 (Organization; Authorization), Section 2.17(a) (Title to Assets), and Section 2.20 (Brokers', Finders' Fees, Etc.); and, with respect to
Purchaser, the representations and warranties of Purchaser set forth in Section 3.1 (Organization; Authorization), and Section 3.8 (Brokers',
Finders' Fees, Etc.).
" GAAP" means, the generally accepted accounting principles for financial reporting in the United States as in effect on the Agreement
Date, consistently applied.
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"Gainful Employment Disclosure Requirements" means the disclosure and reporting requirements set forth at 34 C.F.R. § 668.6(b) as
of the Closing Date.
" Governmental Consents " has the meaning set forth in Section 2.3(a) .
" Governmental Entity " means any federal, state, local, municipal, foreign or other government; any governmental or quasigovernmental authority of any nature (including any agency, branch, department, board, commission, court, tribunal, or other entity exercising
governmental or quasi-governmental powers); any arbitrator; anybody exercising, or entitled or purporting to exercise, any administrative,
executive, judicial, legislative, police, regulatory or taxing authority or power; or official of any of the foregoing; in each case excluding any
Educational Agency.
" Hazardous Materials " shall mean all materials, wastes or substances regulated, classified or otherwise characterized under any
applicable Environmental Laws as "hazardous," "toxic," "pollutant," or "contaminant."
" HEA " means the Higher Education Act of 1965, 20 U.S.C. §1001 et seq., as amended, or successor statutes thereto, and its
implementing regulations promulgated by ED.
" lllinois Leases" has the meaning set forth in Section 1.2(q) .
"Illinois Subleases" has the meaning set f011h in Section I .13(b) .
" Inbound IP Contracts" has the meaning set forth in Section 2.8(e) .
" Indebtedness " means all indebtedness of a Person, (i) for borrowed mo ney, (ii) for letters of credit, (iii) evidenced by notes, bonds,
debentures, capitalized leases, bank guarantees or similar facilities or instruments that are due and payable, or (iv) in the nature of guarantees of
the obligations described in the immediately preceding clauses (i), (ii) and (iii), of any other Person.
" Indemnification Escrow Amount" means an amount equal to Eight Million Dollars ($8,000,000).
"Indemnification Claim" has the meaning set forth in Section 8.6(a) .
" Indemnification Escrow Fund " has the meaning set forth in Section 1.7(b) .
" Indemnification Escrow Release Date" means the two-year anniversary of the Closing Date.
" Indemnification Period" has the meaning set forth in Section 8.2{a) .
" Indemnifying Party " has the meaning set forth in Section 8.6{a) .
" Indemnitees " means Purchaser Indemnitees and Seller Indemnitees.
" Initial Closing " has the meaning set fo11h in Section 6.4 .
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" Insurance Policies " has the meaning set forth in Section 2.10 .
" Intellectual Property " means all of the following in any jurisdiction worldwide, and all rights therein: (i) patents and all reissues,
divisions, renewals, extensions, provisionals, continuations and continuations-in-part thereof; (ii) trademarks, service marks, trade dress, trade
names, corporate names, together with all goodwill associated with the foregoing; (iii) copyrights, including all copyrights in the Curriculum;
(iv) registrations and applications for any of the foregoing with any Governmental Entity; (v) trade secrets and know-how; (vi) domain names;
(vii) all intangible rights in or to inventions (whether patentable or not), invention disclosures, improvements, trade secrets, proprietary
information, know how, technology, technical data and supplier and customer lists, and all documentation relating to any of the foregoing; (viii)
all intangible rights in or to computer software, including all source code, object code, firmware, development tools, files, records and data,
information and communication software; (ix) all intangible rights in or to databases and data collections and all rights therein throughout the
world; and (x) all other intellectual prope,ty throughout the world.
" Inventory " has the meaning set forth in Section I. l(g) .
" IRS" means the U.S. Internal Revenue Service.
" Knowledge of Purchaser" and similar terms means, with respect to any fact or matter, the knowledge of the officers or managers of
Purchaser and ECMC with primary responsibility for, or oversight of, the portion of their respective business that is the subject of the applicable
representation or warranty in this Agreement, after due inquiry of their respective direct reports, as of the Agreement Date and as of the Closing
Date.
" Knowledge of the Sellers " and similar terms means, with respect to any fact or matter, the knowledge of the officers or managers of
the Sellers with primary responsibility for, or oversight of, the portion of the Everest Plus Business that is the subject of the applicable
representation or warranty in this Agreement, after due inquiry of their respective direct reports, as of the Agreement Date and as of the Closing
Date.
" Later Identified Asset" has the meaning set fo11h in Section 5.5(b) .
"Latest Balance Sheet" has the meaning set forth in Section 2.3(b).
" Law " means any statute, law, treaty, ordinance, regulation, directive, rule, code, executive order, injunction, judgment, decree, writ,
Order, common law or other requirement, including any successor provisions thereof, of any Governmental Entity, but excluding any
Educational Law.
"Leases" has the meaning set forth in Section 2.7.
" Legal Opinion " means the written opinion of Delaware Counsel opining that, more likely than not, the Requisite Stockholder
Approval is not required under Section 271 of the General Corporation Law of the State of Delaware to consummate the Transactions.
" Lenders " means the lenders under the Credit Agreement as of the applicable date.
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" Losses " means any losses, damages, liabilities, deficiencies, judgments, awards, interest, penalties, costs or expenses inclmed by a
Person, including: (a) in connection with any Action for which a party may be indemnified hereunder or any Action by a party to enforce the
terms of this Agreement, (b) reasonable legal, accounting, and other costs and expenses of professionals, but excluding, subject to the
reimbursement provision set forth in Section 5.6(c) , internal management, administrative, or overhead costs that a party incurs in connection
with the administration, supervision, or performance of any actions required in response to a claim, and (c) the cost of enforcing any right to
indemnification under this Agreement; provided , however , that Losses shall not include (i) with respect to any Purchaser lndemnitees, any
amount incurred with respect to Assumed Liabilities but only to the extent not arising from any failure to perform, improper performance,
warranty or other breach, default, or violation by the Sellers on or prior to the Closing, (ii) with respect to a Seller Indemnitees, any amount
incurred with respect to Retained Liabilities, or (iii) any special or exemplary damages, except in the case of fraud or to the extent actually
awarded to a Governmental Entity or other third party.
" made available" means that, on or before 12:00 p.m. Pacific Time on the day that is two Business Days immediately preceding the
Agreement Date, the Sellers have posted such materials to the virtual data room managed by the Sellers in a manner such that the materials may
be accessed by Purchaser without further action by the Sellers.
" Material Adverse Effect " means any event, circumstance, change or effect that has resulted in, or would reasonably result in, a
material adverse effect on, or a material adverse change in, the Everest Plus Business or the Purchased Assets taken as a whole, except to the
extent that any such event, circumstance, change or effect results from (i) any change in general economic conditions in any of the geographical
areas in which the Sellers operate the Everest Plus Business, (ii) any change in conditions generally affecting businesses in the same or similar
industries as the Everest Plus Business, (iii) any natural disasters, acts of God, occurrence of terrorism, military action or war (including any
escalation or worsening of war), (iv) any change in the financial, banking, currency or capital markets in general, including changes in interest
rates, (v) any change in Applicable Law (including any Educational Law) or the interpretation thereof or GAAP, in each case generally
applicable to businesses in the same or similar industries as the Everest Plus Business, (vi) the execution and delivery of this Agreement, the
announcement or pendency of the Transactions (including the impact of any such announcements or communications on relationships with
students, suppliers, employees or regulators), or (vii) any actions required to be taken pursuant to this Agreement or any agreement contemplated
herein or consented to in writing by Purchaser.
" Material Contracts " has the meaning set forth in Section 2.9 .
" MJB " has the meaning set forth in the Preamble.
" NDA "has the meaning set forth in Section 5.J .
" Non-Transferable Asset " has the meaning set forth in Section 1.9 .
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" Order " means any writ, judgment, decision, decree, award, order, stipulation, determination, injunction, ruling or similar order of, or
entered with, any federal, state or local court or any Governmental Entity, in each case that is preliminary or final.
" Outbound IP Contracts" has the meaning set forth in Section 2.8(e) .
"Outside Date" means January S, 2015.
" Owned Real Estate " means any real property owned by the Sellers.
" Parent" has the meaning set forth in the Preamble.
" Parent DCP" has the meaning set forth in Section S.3(e) .
" Parent Trust" has the meaning set forth in Section S.3(e).
" Permits " means all licenses, petmits, franchises, approvals, certificates, waivers, concessions, exemptions, exceptions, clearances,
variances, Orders, certificates of occupancy, registrations, notices, approvals, authorizations, consents or similar rights granted or obtained by or
from, or filings with, any Governmental Entity, excluding any Educational Approval.
" Permitted Encumbrances " means (i) Encumbrances for Taxes and other governmental charges and assessments that are not yet due
and payable or that are being contested in good faith and, to the extent applicable, for which adequate accruals or reserves have been made on the
Everest Plus Financial Statements and have been taken into account in the determination of Final Closing Working Capital; (ii) statutory
Encumbrances of landlords for amounts not yet due and payable and, to the extent applicable, for which adequate accruals or reserves have been
made on the Everest Plus Financial Statements and have been taken into account in the determination of Final Closing Working Capital ; (iii)
Encumbrances in favor and liens of carriers, warehousemen, mechanics and materialmen arising in the ordinary course of business securing
payments not yet due and payable and other similar liens with respect to amounts that are or that are being contested in good faith and which are
not individually or in the aggregate material to the Everest Plus Business; (iv) zoning, building codes, and other land use laws regulating the use
or occupancy of the Rental Real Estate or the activities conducted thereon that are imposed by any Governmental Entity having jurisdiction over
such Rental Real Estate (subject to Section 2.7(c) ); (v) easements, servitudes, covenants, conditions, restrictions, and other similar matters of
record affecting title to any Purchased Assets and other title defects that do not or would not materially impair the value of or use or occupancy
of such Purchased Assets in the operation of the Everest Plus Business taken as a whole; (vi) Encumbrances securing obligations in respect of
equipment leases assumed by Purchaser at Closing under this Agreement; and (vii) Encumbrances or other restrictions imposed d irectly by the
parties pursuant to this Agreement or the other Transaction Documents or under Applicable Law; provided however that that none of the
Permitted Encumbrances described in clauses (iv) and (v) will, individually or in the aggregate (a) render any Seller's leasehold interest in any
Rental Real Estate invalid or unenforceable, or (b) materially impair the cont.inued use and operation of the Rental Real Estate to which the
Permitted Encumbrances relate in the Everest Plus Business as presently conducted.

A - 11

ED00016572

CL_Review002486

" Person " means an individual, corporation, partnership, limited liability company, association, trust, joint venture, unincorporated
organization or other entity including any Governmental Entity or Educational Agency.
" Post-Closing Educational Consents " means those Educational Consents identified as Post-Closing Educational Consents on Schedule

"PPPA" means a Provisional Program Participation Agreement issued to an Everest Plus School post-Closing and countersigned by or
on behalf of the Secretary of ED, evidencing ED's certification of the Everest Plus School to continue its T itle IV Program participation
following consummation of the Transactions.
" Pre-Closing Educational Consents " means those Educational Consents identified as Pre-Closing Educational Consents on Schedule
A- 1.
" Private Educational Loan " means any student loan provided by a lender that is not made, insured or guaranteed under Title IV and is
issued expressly for postsecondary educational expenses, including any loan made by a private third-party lender whether on a recourse or nonrecourse basis.
" Private Loan Owners" means the holder of any Seller Private Educational Loans.
"Program Integrity Rules" means those ED regulations that went into effect on July l, 2011, as published in final form in the Federal
Register on October 29, 2010, including (a) the regulations at 34 C.F.R. §§ 600.2 and 668.8 (and such regulations cross-referenced therein)
relating to the definition of a credit hour, clock-to-credit hour conversions and clock hour programs, (b) those portions of the regulations at 34
C.F.R. § 600.9 (and such regulations cross-referenced therein) regarding state authorization that have not been invalidated by a court of law, and
(c) those portions of the regulations at 34 C.F.R. Part 668, Subpart F regarding misrepresentatio n that have not been invalidated by a court of
law.
" Program Participation Agreement " means a Program Participation Agreement issued by ED to any Everest Plus School, whether or
not on a provisional basis.
" Purchase Price" has the meaning set forth in Section 1.5 .
" Purchased Assets " has the meaning set forth in Section 1.1 .
" Purchaser " has the meaning set forth in the Preamble .
" Purchaser Indemnitees " has the meaning set forth in Section 8.1(a) .
" Purchaser Trust " has the meaning set forth in Section 5.3(e) .
" Rental Real Estate" has the meaning set forth in Section 2.7 .
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" Representatives " means, with respect to any Person, such Person's officers, directors, principals, employees, counsel, advisors,
auditors, agents, consultants, bankers and other representatives.
" Requisite Stockholder Approval " means the affirmative vote of the holders of a majority of the outstanding shares of Common Stock
in favor of the Transactions.
" Retained Liabilities " has the meaning set forth in Section l .3(j) .
" Retained Schools " means those postsecondary educational institutions operated by one or more of the Sellers under the Everest or
WyoTech names as of immediately prior to the Initial Closing, but excluding the Everest Plus Schools.
" Rhodes " has the meaning set forth in the Preamble.
" SEC" means the United States Securities and Exchange Commission.
" SEC Documents " has the meaning set forth in Section 2.22 .
"Seller Disclosure Schedule" has the meaning set forth in the introduction to Section l.13(d).
" Seller Tndemnitees " has the meaning set forth in Section 8.1 (b) .
" Seller Private Educational Loan " means any student loan originated pursuant to a loan program to which one or more of the Sellers
was a party and provided by a lender that is not made, insured or guaranteed under Title IV and is issued expressly for postsecondary educational
expenses, including any loan made by a private third-party lender whether on a recourse or non-recourse basis.
"Seller Representation Claim" has the meaning set forth in Section 8.l(a)(i).
" Seller Representative" has the meaning set forth in Section 1.12 .
" Sellers " has the meaning set forth in the Preamble.
" Special Representations " means the representations and wan-anties of the Sellers set forth in Section 2.10 (Litigation; Compliance
with Laws), Section 2.16 (Educational Laws and Educational Approvals), and Section 2.17(b) (Sufficiency of Assets).
" Specified Employees" means all Business Employees other than those Business Employees identified in writing by Purchaser to the
Sellers as promptly as practicable after the Agreement Date, but in no event later than fifteen (15) Business Days immediately following the
Agreement Date, and provided further that the total number of Business Employees who are not considered Specified Employees for purposes of
this definition cannot exceed 40 with respect to any "covered establishment" as such term is defined in California Labor Code Section 1400 or
any "single site of employment" as contemplated by 29 U.S. Code §2101.
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"State Educational Agency" means any state educational licensing authority, agency, department, board or commission that provides a
license, certification, exemption or other autho1ization necessary for a postsecondary institution (whether its main campus, branch campus,
additional location, satellite or other facility thereat) to provide postsecondary education in that state, including any approval required under
applicable state law to offer an educational program in any particular occupational field, or that is needed to participate in any Student Financial
Assistance Program in that state.
" Student Financial Assistance " means any form of financial assistance, grants or loans provided to any student pursuant to (i) the Title
IV Programs and any other program authorized by the HEA and administered by ED, (ii) any educational assistance program for military
servicemembers and famil ies administered by the U.S. Department of Defense and the military service branches thereof, (iii) any educatio nal
assistance program for veterans administered by the U.S. Department of Veterans Affairs and the designated state approving agencies for the
supervision of such programs, and (iv) any state-sponsored postsecondary grant or loan program.
" Subsidiary" of Purchaser, any Seller or any other Person means any Person of which Purchaser, such Seller or any such other Person,
as the case may be (either alone or through or together with any other Subsidiary), (i) owns, directly or indirectly, fifty percent (50%) or more of
the shares of capital stock or other equity interests that are generally entitled to vote for the election of the board of directors or other governing
body of such corporation or other legal entity, or (ii) has the contractual or other power to designate a majority of the board of directors or other
governing body (and, where the context permits, includes any predecessor of such an entity).
" Substantial Control" has the meaning set forth at 34 C.F.R. §668. l 74(c)(3).
" Tangible Personal Property " means any tangible personal property of a Person, including furniture, fixtures, equipment, machinery,
tools, vehicles, telephones, computers, supplies, and inventory.
" Tax " means (i) all direct and indirect statutory, governmental, federal, provincial, state, local, municipal, foreign and other net
income, gross income, gross receipts, sales, use, ad valorem, value added, transfer, franchise, profits, license, lease, service, service use,
withholding, payroll, employment, social security, employee-related social charges or contributions, excise, severance, stamp, occupation,
premium, property, windfall profits, customs, duties or other taxes, escheat obligations, contributions, rates, levies, fees, assessments or charges
of any kind whatsoever, whether disputed or not, together with any interest and any penalties, additions to tax or additional amounts with respect
thereto, (ii) any liability for payment of amowlts described in clause (i) whether as a result of transferee liability, of being a member of an
affiliated, consolidated, combined, unitary or similar group for any period, or otherwise through operation of Law, and (iii) any liability for the
payment of amounts described in clause (i) or (ii) as a result of any tax sharing, tax indemnity or tax allocation agreement or any other express or
implied agreement to indemnify any other Person.
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" Tax Return " means any written or electronic return, certificate, declaration, notice, report, statement, election, information statement
and document filed or required to be filed with respect to Taxes, amendments thereof, and schedules and attachments thereto.
" Taxing Authority " means any Governmental Entity having authority with respect to Taxes .
" Teach Out Lease " has the meaning set forth in Section l .2(p) .
" Teach Out Location" has the meaning set forth in Section l.l 3(b) .
" Teach Out School " has the meaning set forth in Section l . I 3(a) .
" Teach Out Sublease" has the meaning set forth in Section 1.13(b) .
" Third Party Claim" has the meaning set forth in Section 8.6(a) .
" Titan " has the meaning set fotth in the Preamble.
" T itle IV " means T itle IV of the HEA.
" Title IV Advance Amount " means the amount of Title IV funds advanced by ED to the Sellers on or after the Agreement D ate, but
prior to the Initial Closing, for students at the Everest Plus Schools, but solely to the extent the Sellers would not have been entitled to receive
such Title IV funds prior to the Initial Closing in the ordinary course of operating the Everest Plus Schools, as operated by the Sellers as of the
Agreement Date.
" Title TV Programs" means the programs of federal student financial assistance administered pursuant to Title IV.
" TPPPA " means a Temporary Provisional Program Participation Agreement issued to an Everest Plus School post-Closing and
countersigned by or on behalf of the Secretary of ED, continuing the Everest Plus School's certification to participate in the Title IV Programs
on an interim basis following the Closing.
" Transaction Documents " means this Agreement, the Seller Disclosure Schedule, the NDA, the Bill of Sale, the Assignment and
Assumption Agreement, the Assignment and Assumption of Lease(s), the Escrow Agreement, the Transition Services Agreement and each of the
Schedules and Exhibits hereto and thereto.
" Transactions " has the meaning set forth in the Recitals.
" Transfer Taxes " means all transfer, documentary, sales, use, stamp, registration, value added and other such Taxes and fees incurred
in connection with this Agreement and the Transactions (including any real property transfer tax and any other similar Tax).

A- 15
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" TransfetTed Employees " means such Specified Employees who accept Purchaser's (or an Affiliate of Purchaser 's) offer of
employment with such employment to be effective at the Closing.
" Transferred Participants" has the meaning set forth in Section 5.3(e).
"Transition Services Agreement" means the agreement in substantially the form attached hereto as Exhibit D .

" WARN Act " has the meaning set forth in Section 2.14(d) .
" Working Capital " means, without duplication, the result of (x) the sum of the current assets of the Everest Plus Business (to the
extent included in the Purchased Assets), excluding Cash, minus (y) the sum of the current liabilities of the Everest Plus Business (to the extent
included in the Assumed Liabilities), excluding Deferred Revenues, the Title IV Advance Amount and the current portion of long-term
Indebtedness, with each aspect of this definition determined in accordance with GAAP and the policies and procedures set forth in Schedule 1.6
hl; for the avoidance of doubt, Working Capital shall not include any Private Educational Loans.
"Working Capital Shortfall "has the meaning set forth in Section l.6(c) .
" Working Capital Target" means $0.

A- 16
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List of Omitted Schedules and Exhibits
Pursuant to Item 60l(b)(2) of Regulation S-K, the following exhibits and schedules to the Asset Purchase Agreement have been omitted from
this Exhibit 2.1:
•

Exhibit A - Bill of Sale

•

Exhibit B - Assignment and Assumption Agreement

•

Exhibit C -

•

Exhibit D - Transition Services Agreement

•

Exhibit E - Form of APA for Bankruptcy Legislation Event

•

Schedules

•

Seller Disclosure Schedule

Assignment and Assumption of Lease(s)

Any omitted exhibit, schedule or similar attachment will be furnished supplementally to the SEC upon request.
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Exhibit 2.2
December 17, 2014

Re:

Clarifying Amendment of Purchase Agreement;
Confirmation of Understanding Regarding December Rent Deferrals

Ladies and Gentlemen:
Reference is made to the Asset Purchase Agreement, dated as of November 19, 20.14, by and among Zenith Education Group, Inc.
("Purchaser") and Corinthian Colleges, Inc. (in its capacity as the "Seller Representative," and, together with the other seller parties named
therein, the "Sellers") and the other persons signatory thereto (the "Purchase Agreement"). All defined terms used in this letter and not defined
herein shall have the meanings given to them in the Purchase Agreement.
1. The Sellers may defer until January 2015, with the acquiescence of the relevant landlords, up to an aggregate of $3.5 million rent
payable for the month of December 2014 under the Assumed Leases, the Illinois Leases, the Teach Out Leases, the l.13(d) Leases, and the 1.13
(e) Leases.

2. All rent amounts from December 2014 (which may include previously deferred amounts that were to be repaid in December 2014)
that are deferred pursuant to the preceding paragraph and not paid prior to Closing (the "December Deferred Rent") shall be included as a
liability in Estimated Closing Working Capital and Final Closing Working Capital notwithstanding any application or purported application of
the policies and procedures set forth on Schedule l .6(a) to the Purchase Agreement. To the extent the December Deferred Rent is included as a
liability in Estimated Closing Working Capital and Final Closing Working Capital it shall be deemed to be an Assumed Liability (as provided in
Section l.3(b) of the Purchase Agree ment). If the inclusion of December Deferred Rent as a liability in Estimated Closing Working Capital
results in the net proceeds payable to Sellers pursuant to Section l .7(a) of the Purchase Agreement (after giving effect to all of the adjustments
contemplated by Section l .7(a) of the Purchase Agreement) being a negative amount and the Sellers do not take such steps as Purchaser may
reasonably request (including depositing the net shortfall that would otherwise be payable by the Sellers to Purchaser at the Initial Closing into
the Adjustment Escrow Fund), then the condition to Closing contemplated by Section 6.2(h) of the Purchase Agreement shall not be satisfied
and Purchaser shall accordingly not be obligated to consummate the Closing unless such condition has been satisfied by the Sellers or waived by
Purchaser.
3. The parties do not intend that the inclusion of December Deferred Rent would reduce Purchaser's ability to include rent deferred
for periods prior to the Agreement Date in either Estimated Closing Working Capital or Final Closing Working Capital. To give effect to that
intention, the calculations of Estimated Closing Working Capital and Final Closing Working Capital will be made so that the same amount of
rent from period prior to the Agreement date deferred into a period after the Closing Date is included as a current liability as it would have been
had the December Deferred Rent not been included in Estimated Closing Working Capital or Final Closing Working Capital.
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4. Subject to the foregoing, Purchaser consents to the distribution by the Sellers to landlords identified specifically to Purchaser and
approved by Purchaser a letter in the form attached hereto as Annex A, pursuant to which ECMC Group, Inc., an affiliate of Purchaser, shall
guarantee the payment of December deferred rent, subject to the satisfaction of the conditions enumerated therein.
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This letter is intended to clarify our respective understanding of the Purchase Agreement with respect only to the matters specifically
enumerated above and to amend the Purchase Agreement only to the extent necessary to do so. Please indicate your acceptance of its terms and
your intention that it be a valid and binding obligation of each of the Sellers by countersigning it where indicated below.
Very truly yours,
ZENITH EDUCATION GROUP, INC.

By: /s/ Gregory A. Van Guilder
Name: Gregory A. Van Guilder
Title:
Treasurer

Acknowledged, Confirmed and Agreed:
In its capacity as the Seller Representative, on behalf of all of the Sellers,
CORINTHIAN COLLEGES, INC.

_o_b_e_r_t C
_ .O
_ w_e_
n_ _ _ _ _ _ _ _ __
By: _/_s/_R
Name: Robert C. Owen
Title:
EVP and CFO
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Annex A to Side Letter
[Date _], 2014
[INSE RT LANDLORD NAME AND ADDRESS]

RE :

Repayment of December Rent Deferral Amounts I [INSERT PROPERTY ADDRESS]

To whom it may concern:
This letter will confirm that Corinthian Colleges, Inc. ("CCI") and ECMC Group, Inc. ("ECMC"), subject to the last sentence of this paragraph,
agree to pay the full amo unt of December 2014 rent and other charges (which may include the portion of previously deferred amounts that were
to be repaid in December 2014) that are to be deferred into January 2015, as per the agreement that you have recently negotiated with CCI or its
real estate consultant Hilco Real Estate ("HRE"), in the amounts and under the terms agreed upon between you and CCI or HRE. This letter
applies only to rent and other charges that accrued in December 2014 and which are deferred into January 2015, and it does not apply to any
other lease obligations of CCI or any affiliate of CCI. ECMC' s obligations under this letter are contingent upon ECMC or its affiliates closing on
the acquisition of certain of the assets of CCI and its affiliates, the assignment or sublease at the closing of your lease from CCI to Zenith
Education, Inc., a Delaware nonprofit corporation whose sole member is ECMC, and your consent to that assignment or sublease.

If you have any questions, please get in touch w ith your HRE contact as soon as possible.

ECMC Group, Inc

Corinthian Colleges, Inc.

By:_ _ _ _ _ _ _ _ _ _ _ __
Gregory A. VanGuilder, CFO

By:_ _ _ _ _ _ _ _ _ _ _ __
Paul S. Dimeo, VP Real Estate

ED00016582

CL_Review002496

Exhibit 2.3
Zenith Education Group, Inc.
One Imation Place, Building 2
Oakdale, MN 55128
January 5, 2015
Corinthian Colleges, Inc.,
Seller Representative
Re:

Amendment of Purchase Agreement

Ladies and Gentlemen:
Reference is made to the Asset Purchase Agreement dated as of November 19, 2014, as amended by a Letter Agreement dated
December 17, 2014 (the "Purchase Agreement"), by and among Zenith Education Group, Inc., a Delaware non-profit corporation, Corinthian
Colleges, Inc., a Delaware corporation (together with the other seller parties named therein, the "Sellers"), and the other parties thereto. Please
evidence your agreement that the date in the definition of "Outside Date" in the Purchase Agreement be and hereby is changed from January 5,
20 15 to February 5, 20 15.
Except as set forth in the preceding sentence the Purchase Agreement shall remain unchanged by this Amendment.
Thank you for your cooperation and help throughout this process.
Very truly yours,
ZENITH EDUCATION GROUP, INC.

By:/s/ David L. Hawn
Name: David L. Hawn
Title: President/CEO

Accepted and Agreed for itself and on behalf of the Sellers
Corinthian Colleges, Inc.

By:/s/ Jack Massimino
Name: Jack Massimino
Title: Chairman & CEO
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Exhibit 2.4
Execution Version

THIRD AMENDMENT TO ASSET PURCHASE AGREEMENT
This THIRD AMENDMENT TO ASSET PURCHASE AGREEMENT (this" Amendment"), dated as of February 2, 2015 (the"
Effective Date"), is entered into by and between Zenith Education Group, Inc., a Delaware nonprofit corporation (" Purchaser") and Corinthian
Colleges, Inc., a Delaware corporation, for itself and on behalf of the Sellers (the " Seller Representative ", and together with Purchaser, the "
Parties", and each, a" Party"). Capitalized terms used in this Agreement but not defined herein shall have the meanings given to them in the
Purchase Agreement (defined below).
RECITA LS
A. Reference is made to the Asset Purchase Agreement dated November 19, 2014, as amended by Letter Agreements dated
December 17, 2014 and January 5, 2015 (as amended, the" Purchase Agreement") by and among Purchaser, the Seller Representative and the
other pmties named therein.
B. The Sellers have been requested by ED to remit a portion of the Purchase Price proceeds at the Initial Closing to the Private Loan
Owner Payee. The Parties desire to amend the Purchase Agreement to provide for that payment to be made to the Private Loan Owner Payee by
Purchaser on behalf of the Sellers at the Initial Closing, on the terms set forth herein.
C. NOW, THEREFORE, in consideration of the premises set forth above and in reliance on the representations, warranties and
agreements in the Purchase Agreement and for other good and valuable consideration, the receipt and sufficiency of which are hereby
acknowledged, the Parties agree as follows:

AMENDMENTS
1.

Section 1.7 . Section 1.7 of the Purchase Agreement is hereby deleted in its entirety and replaced with the following:
Section I. 7 . Payment of P urchase P1ice . The Purchase Price shall be distributed as follows:
(a)
Estimated Payment . At the Initial Closing, Purchaser shall pay to the Seller Representative by wire transfer of
immediately available funds to an account to be specified in a written notice delivered by the Seller Representative to
Purchaser at least three (3) Business Days prior to the C losing Date an aggregate amount in cash equal to the result of:
(i) Twenty-Four Million Dollars ($24,000,000), plus (ii) the Estimated Closing Working Capital Adjustment (which for the
avoidance of doubt may be a positive or negative amount), minus (iii) the Estimated Closing Deferred Revenue Adjustment,
minus (iv) the Indemnification Escrow Amount, minus (v) the Adjustment Escrow Amount, minus (vi) the T itle IV Advance
Amount, minus (vii) the Seller Private Educational Loan Payment, and minus (viii) the ED Payment.
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(b)
Escrow Amounts . At the Initial Closing, Purchaser shall deposit with the Escrow Agent (i) an amount in cash
equal to the Indemnification Escrow Amount, as collateral for certain indemnification obligations of the Sellers pursuant to
Article VIII , the obligations of the Sellers pursuant to the T ransition Services Agreement, and the obligations of the Sellers or
any of them to Purchaser under any other agreement entered into in connection with the Transactions, and (ii) an amount in
cash equal to the Adjustment Escrow Amount. The Indemnification Escrow Amount shall be held by the Escrow Agent in a
separate escrow account (the " Indemnification Escrow Fund "), and the Adjustment Escrow Amount shall be held by the
Escrow Agent in a separate escrow account (the " Adjustment Escrow Fund "), in each case established pursuant to the Escrow
Agreement. Purchaser, on the one hand, and the Sellers, on the other hand, shall share equally all fees of the Escrow Agent in
connection with the Escrow Agreement and the administration of the Escrow Funds, as provided in the Escrow Agreement.
(c)
Seller P1ivate Educational Loan Payment . At the Initial Closing, on behalf of the Sellers, Purchaser shall wire
the Seller Private Educational Loan Payment to the account of the Private Loan Owner Payee to be specified by the Private
Loan Owner Payee to Purchaser at least three (3) Business Days p1ior to the Closing Date. In the event that the Seller Private
Educational Loan Payment is less than Seven Million Five Hundred Thousand Dollars ($7,500,000), the Sellers shall fund any
such shortfall directly to the Private Loan Owner Payee at the Initial Closing.
(d)
ED Payment . At the Initial Closing, on behalf of the Sellers, Purchaser shall wire the ED Payment to an
account of ED to be specified by ED to Purchaser at least three (3) Business Days prior to the Closing Date. In the event that
the ED Payment is less than Four Million Five Hundred Thousand Dollars ($4,500,000), the Sellers shall fund any such
shortfall directly to ED at the Initial Closing.
2.
Definition of ED Payment . The definition of the term "ED Payment" in Annex A of the Purchase Agreement is hereby deleted in
its entirety and replaced with the following:
" ED Payment" means the lesser of (a) Four Million Five Hundred Thousand Dollars ($4,500,000) and (b) the net
proceeds to be paid to the Seller Representative pursuant to Section l.7(a) after giving effect to the adjustments contemplated
by clauses (ii) through (vii) of Section I .?(a).
3.
Additional Defined Terms. The following defined terms are hereby added to Annex A of the Purchase Agreement in the conect
alphabetical location:
'' Private Loan Owner Payee " means Balboa Student Loan Trust.
"Seller Private Educational Loan Payment" means Seven Million Five Hundred Thousand Dollars ($7,500,000).
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4.
Limited Effect . Except as expressly provided in this Amendment, all of the terms and provisions of the Purchase Agreement are
and will remain in full force and effect and are hereby ratified and confirmed by the Patt ies. Without limiting the generality of the foregoing, the
amendments contained herein will not be construed as an amendment to or waiver of any other provision of the Purchase Agreement or as a
waiver of or consent to any further or future action on the part of either Party that would require the waiver or consent of the other Party. On and
after the Effective Date, each reference in the Purchase Agreement to " this Agreement," "the Agreement," " hereunder," "hereof," " herein" or
words of like import, and each reference to the Purchase Agreement in any other agreements, documents or instruments executed and delivered
pursuant to, or in connection with, the Purchase Agreement, will mean and be a reference to the Purchase Agreement as amended by this
Amendment.
5.
Counterparts . This Amendment may be executed in multiple counterparts, each o f which shall be deemed to be an original but all
of which shall constitute one and the same agreement. This Amendment may be executed by facsimile or electronic (.pdt) signature and a
facsimile or electronic (.pelf) signature shall constitute an 01iginal for all purposes.

[Signature Page Follows.]
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IN WITNESS WHEREOF, the Parties have executed this Amendment as of the date first written above.

ZENITH EDUCATION GROUP, INC.
B y:

Isl David L. Hawn
Name: David L. Hawn
President
Title:

For itself and on behalf of the Sellers,
CORINTHIAN COLLEGES, INC.
By:

Isl Jack D. Massimino
Name:
Jack D. Massimino
Chief Executive Officer
Title:

[Signature Page to the Third Amendment to Asset Purchase Agreement]
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Exhibit 2.5
Execution Verison

FOURTH AMENDMENT TO ASSET PURCHASE AGREEMENT
This FOURTH AMENDMENT TO ASSET PURCHASE AGREEMENT (this" Amendment"), dated as of February 2, 2015 (the"
Effective Date"), is entered into by and between Zenith Education Group, Inc., a Delaware nonprofit corporation (" Purchaser") and Corinthian
Colleges, Inc., a Delaware corporation, for itself and on behalf of the Sellers (the " Seller Representative ," and together with Purchaser, the "
Parties ," and each, a " Party "). Capitalized terms used in this Agreement but not defined herein shall have the meanings given to them in the
Purchase Agreement (defined below).
RECITA LS
A. Reference is made to the Asset Purchase Agreement dated November 19, 2014, as amended by Letter Agreements dated
December 17, 2014 and January 5, 2015 and a Third Amendment to Asset Purchase Agreement dated February 2, 2015 (as amended, the"
Purchase Agreement") by and among Purchaser, the Seller Representative and the other parties named therein.
B. The Parties expect, subject to the satisfaction or waiver of the closing conditions described in Article VI of the Purchase
Agreement, to effect an Initial Closing on or after February 2, 20 15 with respect to most of the Everest Plus Schools (the "Initial Closin2:
Schools ") and to effect a subsequent Closing pursuant to Section 6.4 of the Purchase Agreement at a later date with respect to some or all of the
remaining Everest Plus Schools (the " Subsequent Closing Schools ").
C. The Parties wish to clarify the calculation of Working Capital and related procedures for purposes of the Initial Closing and any
subsequent Closing and certain other items that have come to light or changed between the signing of the Purchase Agreement and the date
hereof.

D. NOW, THEREFORE, in consideration of the premises set forth above and in reliance on the representations, warranties and
agreements in the Purchase Agreement and for other good and valuable consideration, the receipt and sufficiency of which are hereby
acknowledged, the Parties agree as follows:
AMENDMENTS

1.

Section 1.3 (b). Section l.3(b) of the Purchase Agreement is hereby deleted in its entirety and replaced with the following:

(b)
all accounts payable, including lease payables, of the Sellers or any of their Subsidiaries to third parties in connection
with the Everest Plus Business that remain unpaid as of the Closing Date to the extent included in the Final Closing Working Capital (for the
avoidance of doubt, the assumption of a liability for an account payable, including a lease payable, of the Sellers or any of their Subsidiaries to
third parties pursuant to Section l .3(b) shall not constitute an assumption of any other obligation with respect to the underlying account, contract,
lease, agreement or matter; rather, such other obligations shall arise, if at all, only if required to be assumed by another provision of this
Agreement);
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2.

Section 1.3 (e) . Section l .3(e) of the Purchase Agreement is hereby deleted in its entirety and replaced with the following:

(e)
all accruals for salary, wages, unpaid vacation days, sick days, expense reimbursement for Transferred Employees hired
by Purchaser and, subject to Section 5.11 and pursuant to the Zurich Agreement, workers' compensation claims for those locations that have
been assumed by Purchaser, in all cases, to the extent included in the Final Closing Working Capital;
3.

Section 1.6 . Section 1.6 of the Purchase Agreement is hereby deleted in its entirety and replaced with the following:

Section 1.6
(a)

Working Capital Adjustment.
Determination of Initial Adjustments .

(i) At least three (3) Business Days prior to the Closing Date, the Seller Representative shall deliver to Purchaser a
closing statement setting forth (i) the Sellers' good faith estimate of Working Capital (for this purpose, excluding current assets and current
liabilities that relate exclusively to Everest Plus Schools other than the Initial Closing Schools) as of 12:01 a.m. Pacific Time on the Closing
Date prepared in accordance with GAAP and the policies and procedures set forth on Schedule l.6(a) (the" Estimated Closing Working Capital
") and (ii) the Sellers' good faith estimate of Deferred Revenue (for this purpose, excluding Deferred Revenue that relates exclusively to Everest
Plus Schools other than the Initial Closing Schools) as of 12:01 a.m. Pacific Time on the Closing Date prepared in accordance with GAAP and
the policies and procedures set forth on Schedule l .6(a) (the" Estimated Closing Deferred Revenue").
(ii) At least three (3) Business Days prior to any Subsequent Closing Date, the Seller Representative shall deliver to
Purchaser a closing statement setting forth (i) the Sellers' good faith estimate of Working Capital as it relates exclusively to the Subsequent
Closing Schools as of 12:0 l a.m. Pacific Time on the Subsequent Closing Date , prepared in accordance with GAAP and the policies and
procedures set forth o n Schedule l.6(a) of the Purchase Agreement (the" Estimated Subsequent Closing Working Capital ") and (ii) the Sellers'
good faith estimate of Defen-ed Revenue as it relates exclusively to the Subsequent Closing Schools as of 12:01 a.m. Pacific Time on the
Subsequent Closing Date , prepared in accordance with GAAP and the policies and procedures set forth on Schedule 1.6(a) of the Purchase
Agreement (the " Estimated Subsequent Closing Deferred Revenue ").
(iii) If there is any inconsistency or contradiction between the policies and procedures set forth on Schedule l.6(a)
of the Purchase Agreement and GAAP, the Sellers' critical accounting policies set forth on Section 2.4(b) of the Seller Disclosure Schedule or
the terms of this Agreement, the terms of Schedule l .6(a) shall control for all purposes.
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(b)

Disputed Adjustment.

(i) No later than sixty (60) days following the Closing Date, Purchaser shall prepare and deliver to the Seller
Representative (A) an unaudited balance sheet for the Everest Plus Business (for this purpose, excluding those assets and liabilities that relate
exclusively to Everest Plus Schools other than the Initial Closing Schools) as of 12:0 l a.m. Pacific Time on the Closing Date (the " Closing
Balance Sheet "), and (B) a special report (the " Closing Working Capital and Closing Defened Revenue Statement ") setting forth (I)
Purchaser's calculation of Working Capital (for this purpose, excluding current assets and current liabilities that relate exclusively to Everest
Plus Schools other than the Initial Closing Schools) as of 12:01 a.m. Pacific Time on the Closing Date (the" Closing Working Capital") and (2)
Purchaser's calculation of Deferred Revenue (for this purpose, excluding Deferred Revenue that relates exclusively to Everest Plus Schools other
than the Initial Closing Schools) as of 12:01 a.m. Pacific Time on the Closing Date (the" Closing Deferred Revenue"). No later than thirty (30)
days following any Subsequent Closing Date, Purchaser shall prepare and deliver to the Seller Representative (A) an unaudited balance sheet for
those assets and liabilities that relate exclusively to the Subsequent Closing Schools as of 12:01 a.m. Pacific Time on the Subsequent Closing
Date (the" Subsequent C losing Balance Sheet"), and (B) a special report (the" Subsequent Closing Working Capital and Subsequent Closing
Defen ed Revenue Statement") setting forth (1) Purchaser's calculation of Working Capital as it relates exclusively to the Subsequent Closing
Schools as of 12:01 a.m. Pacific Time on the Closing Date (the " Subsequent Closing Working Capital ") and (2) Purchaser's calculation of
Deferred Revenue as it relates exclusively to the Subsequent Closing Schools as of 12:01 a.m. Pacific Time on the Closing Date (the "
Subsequent Closing Deferred Revenue "). The Closing Balance Sheet and the Subsequent Closing Balance Sheet shall be prepared in accordance
with GAAP and the policies and procedures set forth on Schedule 1.6(a). The Closing Working Capital set forth on the Closing Working Capital
and Closing Deferred Revenue Statement shall be derived from the Closing Balance Sheet and prepared in accordance with the definition of
Working Capital. The Subsequent Closing Working Capital set forth on the Subsequent Closing Working Capital and Subsequent Closing
Deferred Revenue Statement shall be derived from the Subsequent Closing Balance Sheet and prepared in accordance with the definition of
Working Capital. The Closing Deferred Revenue set forth on the Closing Working Capital and Closing Deferred Revenue Statement shall be
derived from the Closing Balance Sheet and prepared in accordance with the definition of Deferred Revenue. The Subsequent Closing Deferred
Revenue set forth on the Subsequent Closing Working Capital and Subsequent Closing Deferred Revenue Statement shall be derived from the
Subsequent Closing Balance Sheet and prepared in accordance with the definition of DefeITed Revenue. During the thirty (30) day period
following delivery of the Closing Balance Sheet and Closing Working Capital and Closing Deferred Revenue Statement (which period shall be
extended as necessary so that if a subsequent Closing has occurred, at least fifteen (l 5) days shall have elapsed since the de) ivery to the Seller
Representative of any Subsequent Closing Balance Sheet and Subsequent Closing Working Capital and Subsequent Closing Defen ed Revenue
Statement with respect to the latest such subsequent Closing; and as so extended, the " Review Period "), and during any period of dispute with
respect thereto thereafter, each party, at its own cost, shall cooperate with and provide the other party and its Representatives with reasonable
access during nonnal business hours to the books, records (including work papers, schedules, memoranda and other documents to the extent
such materials are in the possession of such party), supporting data, facilities and employees of such party and its Subsidiaries to the extent
necessary for purposes of the analysis of the Closing Balance Sheet, the Subsequent Closing Balance Sheet, the Closing Working Capital and
Closing Deferred Revenue Statement, and the Subsequent Closing Working Capital and Subsequent Closing Deferred Revenue Statement.
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(ii) If the Sellers dispute the accuracy of the Closing Working Capital or Closing Deferred Revenue set fo1th on the
Closing Working Capital and Closing Deferred Revenue Statement or the Subsequent Closing Working Capital or Subsequent Closing Deferred
Revenue set forth on the Subsequent Closing Working Capital and Subsequent Closing Deferred Revenue Statement (it being understood and
agreed that the Sellers may dispute the underlying items on the Closing Balance Sheet and the Subsequent Closing Balance Sheet from which the
Closing Working Capital and Closing Deferred Revenue and the Subsequent Closing Working Capital and Subsequent Closing Deferred
Revenue, respectively, are derived and not solely the derivation thereof), the Seller Representative shall provide written notice of such dispute to
Purchaser no later than the expiration of the Review Period (the" Dispute Notice"), which notice shall set forth in reasonable detail those items
that the Sellers dispute, and the amounts of any adjustments that are necessary in the Sellers' judgment for the computations contained in the
Closing Working Capital and Closing Deferred Revenue Statement and the Subsequent Closing Working Capital and Subsequent Closing
Deferred Revenue Statement to conform to the requirements of this Agreement, and the basis for the Sellers' adjustments. During the thirty (30)
day period following delivery of a Dispute Notice, Purchaser and the Sellers shall negotiate in good faith with a view to resolving their
disagreements over the disputed items, and the provisions of Rule 408 of the Federal Rules of Evidence and any applicable similar state rule
regarding inadmissibility of offers to compromise and of statements made in compromise negotiations when offered to prove liability for,
invalidity of, or amount of a claim that was disputed as to validity or amount shall apply to all such negotiations (unless otherwise agreed in
writing by Purchaser and the Seller Representative (on behalf of the Sellers)). If Purchaser and the Sellers resolve their differences over the
disputed items in accordance with the foregoing procedure, (A) the Final Closing Working Capital shall be deemed to be the amount agreed
upon by them and reflected in a written statement setting forth the amount of the Final Closing Working Capital signed by Purchaser and the
Seller Representative (on behalf of the Sellers), (B) the Final Closing Deferred Revenue shall be deemed to be the amount agreed upon by them
and reflected in a w1itten statement setting forth the amount of the Final Closing Deferred Revenue signed by Purchaser and the Seller
Representative (on behalf of the Sellers), (C) the Final Subsequent Closing Working Capital shall be deemed to be the amount agreed upon by
them and reflected in a written statement setting forth the amount of the Final Subsequent Closing Working Capital signed by Purchaser and the
Seller Representative (on behalf of the Sellers), and (D) the Final Subsequent Closing Deferred Revenue shall be deemed to be the amount
agreed upon by them and reflected in a written statement setting forth the amount of the Final Subsequent Closing Deferred Revenue signed by
Purchaser and the Seller Representative (on behalf of the Sellers). If the parties fail to resolve their differences over all of the disputed items
within such thirty (30) day period, then (1) each of Purchaser and the Seller Representative shall, within five (5) Business Days, deliver to the
other a statement (the" Closing Working Capital and Closing Deferred Revenue Final Proposal ") setting forth Purchaser's or the Sellers', as
applicable, final proposal with respect to the Closing Working Capital and Closing Deferred Revenue and a statement (the" Subsequent Closin!!'
Working Capital and Subsequent Closing Deferred Revenue Final Proposal ") setting forth Purchaser's or the Sellers ', as applicable, final
proposal with respect to the Subsequent Closing Working Capital and Subsequent Closing Deferred Revenue, each of which shall be binding on
such party for purposes of the expense allocation set fo1th in Section 1.6(b)(iii) (it being understood and agreed that Purchaser may not propose
an amount for any line item indicating lower Closing Working Capital or Subsequent Closing Working Capital or greater Closing Deferred
Revenue or Subsequent Closing Defe1Ted Revenue than the amount for such line item in the Closing Working Capital and Closing Deferred
Revenue Statement or the Subsequent Closing Working Capital and Subsequent Closing Deferred Revenue Statement, as applicable, and the
Sellers may not propose an amount for any line item indicating higher Closing Working Capital or Subsequent Closing Working Capital or
lower Closing Deferred Revenue or Subsequent Closing Deferred Revenue than the amount for such line item (if any) in the Dispute Notice),
and (2) upon the written request of either Purchaser or the Seller Representative after delivery of the Closing Working Capital and Closing
Deferred Revenue Final Proposals and the Subsequent Closing Working Capital and Subsequent Closing Deferred Revenue Final Proposals,
both Purchaser and the Seller Representative shall, within ten (I 0) Business Days after the receipt of such request, submit all unresolved disputed
items (and only such unresolved disputed items, which for the avoidance of doubt shall include all unresolved disputed items existing in the
Closing Working Capital and Closing Deferred Revenue Final Proposals and the Subsequent Closing Working Capital and Subsequent Closing
Defe1Ted Revenue Final Proposals) to Grant Thornton LLP (the " Accounting Arbitrator ") to make a binding determination as to such
unresolved disputed items in accordance with this Agreement.
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(iii) The Accounting Arbitrator will be requested, as a term of its engagement, to render its w1itten decision with
respect to all disputed items (and only with respect to any unresolved disputed items) submitted to it as soon as practicable but in no event more
than sixty (60) days from the date of referral. Such written decision (A) shall be delivered to both Purchaser and the Seller Representative, (B)
shall set forth the Accounting Arbitrator's determination of the unresolved items submitted to it, including a statement in reasonable detail of the
basis for its decision, and (C) shall be final and binding upon the parties and enforceable by any court of competent jurisdiction. Purchaser and
the Seller Representative are each entitled to submit to the Accounting Arbitrator a statement and supporting mate1ials setting forth such patty 's
position with respect to the unresolved items submitted to the Accounting Arbitrator. The Accounting Arbitrator shall review such submissions
and shall render its determination based solely on such submissions (and not on the basis of an independent review) and in accordance with
GAAP and the policies and procedures set forth on Schedule 1.6(a) . In resolving any disputed item, the Accounting Arbitrator may not
determine any disputed matter of law or assign a value to any item greater than the greatest value for such item claimed by either Purchaser or
the Sellers or less than the least value for such item claimed by either Purchaser or the Sellers. The Closing Working Capital set forth on the
Closing Working Capital and Closing Deferred Revenue Statement, as adjusted to ret1ect the negotiated resolution of disputed items by
Purchaser and the Sellers and the resolution of all other disputed items by the Accounting Arbitrator shall be deemed to be the Final Closing
Working Capital. The Subsequent Closing Working Capital set forth on the Subsequent Closing Working Capital and Subsequent Closing
Deferred Revenue Statement, as adjusted to ret1ect the negotiated resolution of disputed items by Purchaser and the Sellers and the resolution of
all other disputed items by the Accounting Arbitrator shall be deemed to be the Final Subsequent Closing Working Capital. The Closing
Deferred Revenue set forth on the Closing Working Capital and Closing Deferred Revenue Statement, as adjusted to reflect the negotiated
resolution of disputed items by Purchaser and the Sellers and the resolution of all other disputed items by the Accounting Arbitrator shall be
deemed to be the Final Closing Deferred Revenue . The Subsequent Closing Deferred Revenue set forth on the Subsequent Closing Working
Capital and Subsequent Closing Deferred Revenue Statement, as adjusted to reflect the negotiated resolution of disputed items by Purchaser and
the Sellers and the resolution of all other disputed items by the Accounting Arbitrator shall be deemed to be the Final Subsequent Closing
Deferred Revenue. Each party shall bear its own costs in preparing and reviewing the Closing Balance Sheet, the Subsequent Closing Balance
Sheet, the Closing Working Capital and Closing Deferred Revenue Statement, and the Subsequent Closing Working Capital and Subsequent
Closing DefeITed Revenue Statement. The fees and expenses of the Accounting Arbitrator will be apportioned between Purchaser, on the one
hand, and the Sellers, on the other, by the Accounting Arbitrator based on the inverse prop01tion of the disputed amounts resolved in favor of
such party (i.e., so that the prevailing party bears a lesser amount of such fees).
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(c)
Payment to Purchaser . If the sum of the Estimated Closing Working Capital plus the Estimated Subsequent Closing
Working Capital is greater than the sum of the Final Closing Working Capital plus the Final Subsequent Closing Working Capital, then an
amount equal to (i) the Estimated Closing Working Capital plus the Estimated Subsequent Closing Working Capital, less (ii) the Final Closing
Working Capital plus the Final Subsequent Closing Working Capital (the" Working Capital Shortfall ") shall be due to Purchaser from the
Sellers by a distribution from the Adjustment Escrow Fund. In addition, if the sum of the Estimated Closing Deferred Revenue plus the
Estimated Subsequent Closing Deferred Revenue is less than the sum of the Final Closing DefeITed Revenue plus the Final Subsequent Closing
Defeffed Revenue, then an amount equal to fifteen and one-half percent (15.5%) of the difference between (A) the Final C losing Deferred
Revenue plus the Final Subsequent Closing Deferred Revenue and (B) the Estimated Closing Deferred Revenue plus the Estimated Subsequent
Closing Deferred Revenue (the" Deferred Revenue Shortfall ") shall be due to Purchaser from the Sellers by a distribution from the Adjustment
Escrow Fund. Accordingly, within three (3) Business Days after the detem1ination of the Final Closing Working Capital, Final Subsequent
Closing Working Capital, Final Closing Deferred Revenue and Final Subsequent Closing Deferred Revenue in accordance with Section l.6(b) .
Purchaser and the Seller Representative shall jointly instruct the Escrow Agent to make payment from the Adjustment Escrow Fund by wire
transfer of immediately available funds to Purchaser in the amount equal to the Working Capital Shortfall and Deferred Revenue Shortfall, as
applicable (and subject to Section l.6(e) ), and release the balance of the Adjustment Escrow Fund, if any, by wire transfer of immediately
available funds to the Seller Representative; provided that if the Working Capital Shortfall and Deferred Revenue Shortfall, if applicable,
exceeds the Adjustment Escrow Fund, then the Sellers shall jointly and severally be responsible for paying such excess to Purchaser by wire
transfer of immediately available funds to an account designated in writing by Purchaser to the Seller Representative, and if that payment is not
made within three (3) Business Days after the final determination of Final Closing Working Capital, Final Subsequent Closing Working Capital,
Final Closing Deferred Revenue and Final Subsequent Closing Deferred Revenue, Purchaser may, at its sole discretion (i) pursue any and all
claims, rights or remedies available to Purchaser at law or in equity to obtain payment of the excess shortfall due to Purchaser bearing interest at
the annual rate of 12.5%, (ii) require the Sellers to issue a demand promissory note to Purchaser on terms reasonably acceptable to Purchaser but
bearing interest at an annual rate of not more than 12.5%, (iii) proceed against the Indemnification Escrow Fund for such excess shortfall,
provided, however, that any such distribution from the Indemnification Escrow Fund shall not relieve the Sellers of their obligation to pay the
amount due to Purchaser by replenishing the Indemnification Escrow Fund in the amount of such excess shortfall, or (iv) set off the amount of
such excess shortfall against any amounts owed by Purchaser to any Seller. Purchaser and the Sellers acknowledge and agree that the working
capital adjustment provided for in this Section 1.6 , and the dispute resolution provisions provided for in this Section 1.6 , shall be the sole and
exclusive remedies for the matters addressed herein. No claim for indemnification pursuant to ARTICLE VITI may be asserted by Purchaser to
the extent such claim relates to the accuracy of the Estimated Closing Working Capital, Estimated Subsequent Closing Working Capital,
Estimated Closing Deferred Revenue or Estimated Subsequent Closing Deferred Revenue or was otherwise taken into account in determining
the Final Closing Working Capital, Final Subsequent Closing Working Capital, Final Closing Deferred Revenue or Final Subsequent Closing
De fe1Ted Revenue. Notwithstanding the foregoing, a determination that the Final Closing Working Capital, Final Subsequent Closing Working
Capital, Final Closing Deferred Revenue or Final Subsequent Closing Defe1Ted Revenue shall have become final and binding will not preclude a
party from recovering for an overpayment under this Section l.6(c) that is attributable to a breach of a representation or warranty, subject to the
limitations set forth in ARTICLE VIII . Notwithstanding anything contained in this Agreement, any amounts payable pursuant to the
indemnification obligations under ARTICLE VITT shall be paid without duplication, and no Indemnitee shall be entitled to recover more than
once for any Loss.

ED00016593

CL_Review002507

(d)
Payment by Purchaser . If the sum of the Final Closing Working Capital plus the Final Subsequent Closing Working
Capital is greater than the sum of the Estimated Closing Working Capital plus the Estimated Subsequent Closing Working Capital, then
Purchaser shall, within three (3) Business Days after the determination of the Final Closing Working Capital and Final Subsequent Closing
Working Capital in accordance with Section 1.6(b). pay an amount of cash in the aggregate equal to (i) the Final Closing Working Capital plus
the Final Subsequent Closing Working Capital, less (ii) the Estimated Closing Working Capital plus the Estimated Subsequent Closing Working
Capital, by wire transfer of immediately available funds, to the Seller Representative. In addition, if the sum of the Estimated Closing Deferred
Revenue plus the Estimated Subsequent Closing Deferred Revenue is greater than the sum of the Final Closing Deferred Revenue plus the Final
Subsequent Closing Deferred Revenue, then Purchaser shall, within three (3) Business Days after the determination of the Final Closing
Deferred Revenue and Final Subsequent Closing Deferred Revenue in accordance with Section 1.6(b) . pay an amount of cash equal to fifteen
and o ne-half percent (15.5%) of the difference between (A) the Estimated Closing Deferred Revenue plus the Estimated Subsequent Closing
Deferred Revenue and (B) the Final Closing Deferred Revenue plus the Final Subsequent Closing Deferred Revenue, by wire transfer of
immediately available funds, to the Seller Representative. Purchaser and the Seller Representative shall jointly instruct the Escrow Agent to
release the entire Adjustment Escrow Fund (or such lesser amount, as applicable in the event of a netting pursuant to Section l.6(e) ), by wire
transfer of immediately available funds to the Seller Representative. If any payment to be made pursuant to this Section l .6(d) is not made within
three (3) Business Days after the final dete1mination of Final Closing Working Capital, Final Subsequent Closing Working Capital, Final
Closing Deferred Revenue and Final Subsequent Closing Deferred Revenue, the Sellers may pursue any and all claims, rights or remedies
available to the Sellers at law or in equity to obtain payment of the excess shortfall due to the Sellers bearing interest at the annual rate of 12.5%.
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(e)
Netting of Adjustments . Any payments to be made pursuant to Section l.6(c) and Section l.6(d) shall be aggregated
(and, if applicable, netted) so that only one payment shall be made to the Sellers or Purchaser, as applicable.
(f)
the Purchase Price.

Adjustment Payments . Any payment pursuant to Section 1.6(c) or Section l.6(d) shall be deemed to be an adjustment to

(g) All references in this Section 1.6 to the terms Estimated Subsequent Closing Deferred Revenue, Estimated Subsequent
Closing Working Capital, Final Subsequent Closing Deferred Revenue, Final Subsequent Closing Working Capital, Subsequent Closing Balance
Sheet, Subsequent Closing Date, Subsequent Closing Deferred Revenue, Subsequent Closing Schools, Subsequent Closing Working Capital,
Subsequent Closing Working Capital and Subsequent Closing Deferred Revenue Final Proposal, and Subsequent Closing Working Capital and
Subsequent Closing Deferred Revenue Statement shall be disregarded in the event that there are no subsequent Closings pursuant to Section 6.4.
(h)
Subsequent Adjustment for Accounts Payable. Any subsequent adjustment for accounts payable pursuant to Item 8 of
Schedule l .6(a) shall be subject to the procedures set forth in this Section 1.6 , to the extent applicable.
4.

Section 2.4(c). Section 2.4(c) of the Purchase Agreement is hereby deleted in its entirety.

5.

Section 4.3(d) . The final sentence of Section 4.3(d) of the Purchase Agreement is hereby amended to read in its entirety as

follows:
Notwithstanding anything to the contrary in this Agreement, Purchaser may, in its sole discretion, upon giving notice to the
Sellers at least five days prior to the Initial Closing, elect not to assume (i) any Contract of the Sellers related to insurance (excluding workers'
compensation related insurance, to the extent provided for under Zurich Agreement) or marketing, (ii) any oral agreement, and (iii) any Contract
that has expired by its terms but not been renewed, except in each case for clauses (i) - (iii) of this sentence where such Contract needs to be
assumed by Purchaser in order for it to perform its obligations under the Transition Services Agreement.
6.

Section 4.10 . The last sentence of Section 4.10 of the Purchase Agreement is hereby amended to read in its entirety as follows:

For the avoidance of doubt, Purchaser and the Sellers acknowledge that the only Letter of Credit listed on Schedule 4.10 that Purchaser
is required to replace is the Letter of Credit in favor of the landlord of Plaza West in the amount of $34,490.61. Purchaser further acknowledges
that an additional Letter of Credit in the amount of $1,300,000 and relating to workers' compensation obligations of the Sellers assumed by
Purchaser hereunder is required for Purchaser's operation of the Everest Plus Business after the Initial Closing. At the election of the Sellers, the
replacement of the Letter of Credit in favor of the landlord of Plaza West in the amount of $34,490.61 may be effected by the Sellers cash
collateraJizing such Letter of Credit. As promptly as practicable following the Initial Closing in that event, Purchaser shall collateralize the Plaza
West obligation.
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7.

Section 5.11 . Section 5.11 of the Purchase Agreement is hereby added to the Agreement to read as follows:

Section 5.11

Reimbursement for Certain Workers' Compensation Claims.

(a) By not later than August 2, 2016, Purchaser shall provide the Seller Representative with estimates, based upo n actuarial
analyses prepared by a qualified actuarial fi1111 reasonably acceptable to the Seller Representative of liabilities for workers' compensation claims
incurred or made on or before the Initial Closing for those locations that have been assumed by Purchaser pursuant to the Zurich Agreement (the
" Aggregate Estimate"). If the Aggregate Estimate exceeds the accrual for workers' compensation liabilities in Final Closing Working Capital,
then within thirty (30) days after the date on which the amount payable has been finally determined as set forth below in Section 5.J l(c) , the
Seller Representative shall pay to Purchaser in cash the amount by which the Aggregate Estimate exceeds the accrual for workers' compensation
liabilities in Final Closing Working Capital. Except as provided in the foregoing sentence, the Sellers and the Seller Representative shall have no
obligation to reimburse Purchaser for workers' compensation claims. If the accrual for workers' compensation liabilities in Final Closing
Working Capital exceeds the Aggregate Estimate, then within thirty (30) days after the date on which the amount payable has been finally
determined as set forth below in Section 5.11 (c) , Purchaser shall pay to the Seller Representative in cash the amount by which the accrual for
workers' compensation liabilities in Final Closing Working Capital exceeds the Aggregate Estimate.
(b) Upon completion of the actuarial estimates contemplated by Section 5.1 l(a) , Purchaser shall deliver the report of the
actuaries together with its estimates of liabilities to the Seller Representative.
(c) Following the delivery of the report of the actuaries, the Seller Representative shall have thirty (30) days to object to
such report. If the Seller Representative does not object, the report of the actuaries shall be final, conclusive and binding. If the Seller
Representative does object, Purchaser and the Seller Representative shall negotiate in good faith for thirty (30) days with a view to resolving
their disagreements and Purchaser shall provide the Seller Representative with all such information as the Seller Representative may reasonably
request to dete1mine the accuracy of Purchaser's estimates. If the parties are unable to reach agreement, the dispute shall be referred to an
accounting arbitrator for resolution in accordance with procedures that, as nearly as practicable, conform to the procedures set forth in Section
1.6(b)(iii) . The determination of that arbitrator shall be final, binding and conclusive.
(d) Following the Initial Closing, Purchaser may, at its election and after notice to the Seller Representative, obtain excess
loss, stop loss or other similar insurances against losses from workers compensation claims assumed by it pursuant to the Zurich Agreement that
it may incur in excess of the Aggregate Estimate in such reasonable amounts as it may determine to be appropriate. If Purchaser elects to obtain
such insurance, the Seller Representative shall be afforded an opportunity to review and comment on any policies that Purchaser may obtain.
Purchaser and the Seller Representative shall each be responsible for paying one half of the premiums on such policies.
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8.

Section 5.12 . A new Section 5 .12 is hereby added to the Purchase Agreement to read as follows :

Section 5.12
Vehicle Transfer. Certain vehicles currently owned or leased by the Sellers are required to be transferred (either by
transfer of title or an assignment of lease) to Purchaser in connection with the Initial Closing and certain of these vehicles are to be retained by
the Sellers. Purchaser and the Sellers shall cooperate to use reasonable best efforts to effect these transfers as promptly as practicable and in any
event by thirty (30) days after the Initial Closing.
9.

Section 6.2(i). A new Section 6.2(i) is hereby added to the Purchase Agreement to read in its entirety as follows:

(i)
Agreement with Private Loan Owner Payee . Purchaser, Parent, and the Private Loan Owner Payee shall have entered
into an agreement acceptable to each of them providing that $7.5 million of the Purchase Price shall be paid by Purchaser on behalf Parent to
the Private Loan Owner Payee and that the p1incipal balance of all student loans identified in that agreement shall be written down by
approximately 40% of their outstanding principal balance as provided in such agreement.

IO.

Section 6.4. Section 6.4 of the Purchase Agreement is hereby deleted in its entirety and replaced with the follow ing:

Section 6.4
Subsequent Closing . If the conditions precedent set forth above in this ARTICLE VI to Purchaser's and the Sellers'
obligations to close under this Agreement shall have been satisfied or waived except that the applicable Pre-Closing Educational Consents for
any Everest Plus School(s) have not yet been obtained, then (a) if such consents for more than ten (10) Everest Plus Schools have not yet been
obtained, either party may terminate this Agreement at the Outside Date pursuant to Section 9.1 (b) . or (b) if such consents for ten ( 10) or fewer
Everest Plus Schools have not yet been obtained, then Purchaser, in its sole discretion, may (i) elect to proceed with Closing (notwithstanding
the failure of the condition in Section 6. l(b)) and to exclude some or all of such Everest Plus Schools and any additional Everest Plus Schools
associated with the same six-digit Office of Postsecondary Education Identification Number as issued by ED and any assets of the Sellers
(including employees) relating exclusively to those schools from the assets to be acquired hereunder at the Initial Closing, and such Everest Plus
School(s) (and associated assets) shall not be Purchased Assets, Assumed Contracts, or Assumed Leases, as applicable, for all purposes of this
Agreement at the Initial Closing, and shall instead be Excluded Assets for all purposes unless and until acquired by Purchaser pursuant to this
Section 6.4 at a subsequent closing, and (ii) require the Sellers to proceed with Closing on the remaining Purchased Assets (such Closing, the"
Initial C losing "). If the Pre-Closing Educational Consents required with respect to any Everest Plus School not transferred to Purchaser at the
Initial Closing (as contemplated in the previous sentence) are obtained within 90 days after the Initial Closing and all other conditions precedent
to Purchaser's obligations to close remain satisfied, then Purchaser shall acquire and the Sellers shall convey such Everest Plus School(s) (and
associated assets) in one or more subsequent closings in accordance with the terms of this Agreement applicable to the Initial Closing upon
payment by Purchaser of additional consideration of (i) One Dollar ($] .00) per school so acquired, plus (ii) the Estimated Subsequent Closing
Working Capital Adjustment (which for the avoidance of doubt may be a positive or negative amount), minus (iii) the Estimated Subsequent
Closing Deferred Revenue Adjustment. For the avoidance of doubt, Purchaser shall have no obligation to consummate any such transaction if
the Sellers shall have made any voluntary or involuntary filing in bankruptcy (unless the condition in Section 6.1 (e)(i) has been satisfied).
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For the avoidance of doubt, Purchaser shall not hire any employees of the Sellers with respect to any Everest Plus School that is
excluded from acquisition at the Initial Closing under this Section 6.4 , but rather Purchaser shall hire such employees at the time, if any, of a
subsequent Closing with respect to the applicable Everest Plus School.
11.

Section 8.3 (c) . The following sentence is hereby added to the end of Section 8.3(c) of the Purchase Agreement:

For the avoidance of doubt, the Cap shall apply only to Seller Representation Claims and not to claims made by Purchaser in respect of
amounts payable under the T ransition Services Agreement, the arrangements relating to reimbursement for certain workers' compensation costs
and expenses set forth in Sectio n 5. 11 or any other agreement entered into in connection with the Transactions.
12.
Schedules . All references in the Purchase Agreement to the Schedules and the Seller Disclosure Schedule shall refer to the
Schedules and the Seller Disclosure Schedule finalized and delivered as of the Closing Date.
13.
Certain Defined T erms . The following definitions in Annex A of the Purchase Agreement are hereby deleted in their entirety
and replaced with the following:
" Estimated Closing Deferred Revenue " has the meaning set forth in Section I .6(a) (i) .
"Estimated Closing Working Capital" has the meaning set forth in Section 1.6(a) (i) .
"Final Closing DefeITed Revenue Adjustment" means an amount equal to fifteen and one-half percent (I 5.5%) of the
sum of the Final Closing Deferred Revenue and, if applicable, the Final Subsequent Closing Deferred Revenue.
" Final Closing Working Capital Adjustment " means (i) the sum of the Final Closing Working Capital and, if
applicable, the Final Subsequent Closing Working Capital minus (ii) the Working Capital Target.
14.
Additional Defined Terms . The following defined terms are hereby added to Annex A of the Purchase Agreement in the correct
alphabetical location:
"Aggregate Estimate" has the meaning set forth in Section 5.1 l(a) .
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" Estimated Subsequent Closing Defen-ed Revenue" has the meaning set forth in Section l .6(a)(ii) .
"Estimated Subsequent Closing Working Capital" has the meaning set forth in Section l.6(a)(ii).
" Final Subsequent Closing Deferred Revenue " means the Subsequent Closing Deferred Revenue as finally
determined pursuant to Section l.6(b)(ii) or l.6(b)(iii) .
" Final Subsequent Closing Working Capital " means the Subsequent Closing Working Capital as finally determined
pursuant to Section I .6(b)(ii) or I .6(b)(iii).
"Initial Closing Schools" means the Everest Plus Schools included in the Initial Closing.
" Review Period " has the meaning set forth in Section I .6(b)(i) .
"Subsequent Closing Balance Sheet" has the meaning set forth in Section l .6(b)(i).
" Subsequent Closing Date" means the date of any subsequent Closing pursuant to Section 6.4 .
"Subsequent Closing Deferred Revenue" has the meaning set forth in Section 1.6(b)(i) .
"Subsequent Closing Schools" means any Everest Plus Schools included in a subsequent Closing pursuant to Section

"Subsequent Closing Working Capital " has the meaning set forth in Section I .6(b)(i) .
" Subsequent Closing Working Capital and Subsequent Closing Defen-ed Revenue Final Proposal " has the meaning
set forth in Section l.6(b)(ii) .
" Subsequent Closing Working Capital and Subsequent Closing Deferred Revenue Statement " has the meaning set
forth in Section I .6(b)(i) .
" Zurich Agreement " means the Ratification and Adoption Agreement effective as of the Closing Date, by and
between Purchaser and Zurich American Insurance Company and American Zurich Insurance Company .
15.
Limited Effect . Except as expressly provided in this Amendment, all of the terms and provisions of the Purchase Agreement are
and will remain in full force and effect and are hereby ratified and confirmed by the Parties. Without limiting the generality of the foregoing, the
amendments contained herein will not be construed as an amendment to or waiver of any other provision of the Purchase Agreement or as a
waiver of or consent to any further or future action on the part of either Party that would require the waiver or consent of the other Party. On and
after the Effective Date, each reference in the Purchase Agreement to "this Agreement," "the Agreement," " hereunder," " hereof," " herein" or
words of like import, and each reference to the Purchase Agreement in any other agreements, documents or instruments executed and delivered
pursuant to, or in connection with, the Purchase Agreement, will mean and be a reference to the Purchase Agreement as amended by this
Amendment.
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16.
Counterpai1s . This Amendment may be executed in multiple counterparts, each of which shall be deemed to be an original but
all of which shall constitute one and the same agreement. This Amendment may be executed by facsimile or electronic (.pdf) signature and a
facsimile or electronic (.pdf) signature shall constitute an original for all purposes.

[Signature Page Follows.]
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IN WITNESS WHEREOF, the Parties have executed this Amendment as of the date first written above.

ZENITH EDUCATION GROUP, INC.
By:

Isl David L. Hawn
Name: David L. Hawn
Title: President

For itself and on behalf of the Sellers,
CORINTHIAN COLLEGES, INC.
By:

Isl Jack D. Massimino
Jack D. Massimino
Name:
Chief Executive Officer
Title:

[Signature Page to Fourth Amendment to Asset Purchase Agreement]
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1 Imation Place, Building 2
Oakdale, MN 55128
(p) 651 -325-3253
www.zenith.org

zenith
EDUCAT I O N GROUP

Media contacts:
Sarah Elkins
selkins@gpq.com
202-481-8749

Shannon Creamer
shannoncreamer@gpg.com
646-495-1915

Zenith Education Group Transitions More Than 50 Corinthian
Campuses to Nonprofit Status, Announces Suite of Changes
Designed to Put Students First
Newly Created Nonprofit Provider of Career School Training
Names New Leadership
OAKDALE, Minn. , Feb. 3, 2015 - Zenith Education Group (Zenith), a newly created nonprofit
provider of career school training and a member of ECMC Group, announced today that it has
finalized its acquisition of more than 50 Everest and WyoTech campuses from Corinthian
Colleges, Inc. and transitioned them from for-profit to nonprofit status. In keeping with its
previously stated goals of increasing affordability and improving student outcomes by offering
training that directly links to job placement, Zenith unveiled a suite of immediate changes,
including the creation of a new Student Choice program, significant new tuition reductions and
millions of dollars in new student grants, while eliminating institutional loans and providing an
estimated $480 million in debt relief to current and former Corinthian students under the legacy
Genesis loan program.
Zenith also announced that Troy A. Stovall has been appointed interim president, effective
immediately. Stovall, who will be responsible for overseeing Zenith management and providing
strategic direction, comes to the role with nearly eight years of leadership experience in nonprofit
higher education administration. He has served as executive vice president and chief operating
officer for Howard University in Washington, DC, and as senior vice president of finance and
operations for Jackson State University in Jackson, Miss. In addition, Stovall has a distinguished
background in the private sector, having held leadership positions at McKinsey & Co. and in
various other advisory roles, which included public and private projects involving education
technology and economic development for underserved communities.
'Today, we begin delivering on our promise to transform the Everest and Wyo Tech schools we
have acquired into first-rate career colleges where success is measured not by how many
students we enroll , but by how many students complete their programs and get fulfilling jobs
when they graduate," said David Hawn, president and CEO of ECMC Group. "Troy shares our
vision for improving student outcomes and access to opportunity and brings passion, experience
and industry know-how to the Zenith presidency. He has successfully managed complex nonprofit
education organizations and has a reputation for leading with principle and integrity. We are
confident he will be a tireless champion for our students and an effective change agent for our
schools."
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"I am honored and humbled by the opportunity to help our students access the kind of highquality education and skills training they need to get good jobs and build better lives for
themselves and their families," said Stovall. "During my many years serving in and advising
nonprofit institutions of higher education, I've seen firsthand how a quality education can
transform the lives of students by providing an open door to opportunity and another sturdy rung
in the ladder of upward mobility. While we have significant work ahead of us, that is and will
remain our north star as we transform these schools."
The sale creates the largest nonprofit career college system in America. It finalizes the terms of
an original purchase agreement signed in November. Had the original purchase agreement not
been reached, Corinthian could have been forced to close these schools.
Effective immediately upon closing of the sale, Zenith announced it would implement key
improvements in the areas of program quality, affordability, completion and job placement rates,
and accountability and transparency:
• Student Choice Program: As a first step toward improving student outcomes, Zenith is
implementing an initiative that will phase out programs that do not meet acceptable job
placement rates and will begin to assess other programs in need of improvement to increase
job placement rates. Students in programs in either category will have three available options
through a newly created Student Choice program: receiving a transfer voucher for all
educational expenses already paid toward another course of study; receiving a full refund of
all tuition and fee payments, should the student choose to withdraw from the school entirely; or
continuing their program to completion as it is "taught out." The Student Choice program will
apply to approximately 40 percent of current students. Zenith will begin meeting with affected
students this week to discuss their Student Choice options.
• Lower Tuition, New Scholarships and Grants While Eliminating Institutional Loans:
Students enrolling after Feb. 2, 2015, will see an immediate 20 percent tuition cut for all
Everest programs. Everest students who continue in and complete their current programs will
be eligible for the Zenith Graduation Scholarship- a non-need-based institutional scholarship
providing a 20 percent tuition reduction, prorated for the student's remaining time in the
program. The scholarship will be awarded and applied as a non-cash payment against
outstanding loans or tuition upon graduation. In addition , in lieu of institutional loans, Zenith
will award millions of dollars each year to fill gaps in funding through a newly created
institutional Zenith Student Grant, which offers up to $10,000 annually to students of Zenithowned Everest and WyoTech schools who meet demonstrated financial need. Additionally, in
an effort to provide current Zenith students and thousands of prior Corinthian students with
debt relief from loans taken out through Corinthian's now defunct Genesis loan
program, ECMC Group has worked closely with the Consumer Financial Protection Bureau
and the U.S. Department of Education (ED) to obtain an estimated $480 million in loan
forgiveness. Students who have these loans will see an immediate 40 percent reduction in the
principal balances on their loans.
• Focus on Job Placement: Zenith is putting job placement front and center by creating a new
senior management position specifically focused on building partnerships with local, regional
and national employers, to provide better job opportunities for Zenith graduates while also
encouraging input from businesses to ensure programs are effectively arming students with
the skills employers are seeking. Zenith has also made the decision to voluntarily adhere to
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ED's gainful employment rules for all its programs, despite the fact that degree programs are
exempt from the rule for nonprofit schools. Additionally, Zenith will cap new enrollment in
programs that have not yielded acceptable employment opportunities for students, with a goal
of improving program quality and rightsizing enrollment numbers to better align with workforce
needs.
• Accountability and Transparency: As part of its commitment to operating with integrity and
transparency while complying with all applicable laws, regulations and accreditation standards,
Zenith today announced the appointment of Hogan Marren, Ltd., a Chicago, IL-based law firm
as independent compliance monitor. The monitor, approved by ED, will have full access to the
systems, data and people necessary to review Zenith's adherence to various standards of
performance- including the implementation of the Student Choice program, reduced tuition
and Zenith Graduation Scholarship program-and will independently report on that information
to ED. Today Zenith also launched its new Transparency Center [LINK), where students will
be able to access important information about their academic programs, job placement rates
and other measures of their likely success. This site will be updated regularly with
improvements suggested by the student users. Zenith also announced that it had installed a
new code of conduct for employees and will soon introduce a new code of conduct for
students.

In addition to the immediate changes announced today, Zenith intends to implement a number of
other critical improvements over the next several months, including efforts to improve the
academic, financial and job counseling services available to students and the installation of a new
culture of transparency and integrity in all marketing and communications with students.
For a list of campuses included in the acquisition, please visit the Zenith website: Zenith.org.
###
About Zenith Education Group
Zenith Education Group is a nonprofit provider of career school training and a member of ECMC
Group. Above all, Zenith is driven to promote the long-term success of its graduates- measured
in strong program completion and job placement rates. As the largest nonprofit career college
system in America, Zenith is working to help its students access the high-quality education
necessary to enter into prosperous and fulfilling careers.
About ECMC Group
ECMC Group is a nonprofit corporation with a mission to help students succeed. All companies in
the ECMC Group family work together to fulfill this mission through product and service support
and by funding its philanthropic activities through ECMC Foundation, which seeks to inspire and
facilitate improvements that affect educational outcomes-especially among underserved
populations-through evidence-based innovation. ECMC Group includes Zenith Education
Group, the nation's largest nonprofit provider of career education, and the nonprofit Educational
Credit Management Corporation (ECMC), one of the largest student loan guaranty agencies in
the United States. ECMC has invested heavily in programs promoting financial literacy, college
access and college completion, as well as worked tirelessly to lower student loan default rates
and provide resources to support student loan borrowers in successfully repaying their loans. As
part of its commitment to student success and education debt management, it recently acquired
the free online tool College Abacus, an innovative technology that increases college cost

ED00016604

CL_Review002518

(Page 4 of 4)
transparency and helps students and families better understand their financial aid options at all
types of colleges, including career colleges.
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From:

Sent:
To:

CC:

Subject:
Attachments:

Anthony Bieda <EXCHANGELABS/EXCHANGE ADMINISTRATIVE GROUP
(FYDIBOHF23SPDLT)/RECIPIENTS/3625966AA21 B477EA 17337561576FD9
F-ABIEDA>
6/19/2014 5:30:28 PM -0400
Albert C. Gray <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e0agray>; Joseph Gurubatham <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/2839eec7707f4128a4de87103ed162f4JGurubatham>
Jeff Olszewski <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/5b5c75d2faf243ad81863a2950d5c8f9JOlszewski>
RE: Corinthian Colleges--Filing of 8-K (June 19, 2014)
X140612 ED letter to Massimino re HCM1 .OCR.pdf

A lot of the content of this extremely damaging list of particulars against CCi pertains
to what it did or did not report to its accreditor, including the time periods, the backup evidence, the definition and application of waived from placement requirements,
etc. The Department also impl ies that it expects to see the teach-out plans CCi
develops to comply with accreditation requirements in the wake of HCM1 status;
copies of any new adverse initiated by ACICS against CCi; same for any new student
complaints.
A topic for deeper discussion at leadership team or off-line.

As my margin notes indicate, it would be good for us to know answers t
questions the Department is raising about CCi placement data in this formal
information request. I assume the Department's review of that data will
eventually lead to inquiries at Suite 980.

Regards,

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE I Suite 980 Washington, DC 20002
www.acics.org 202.336.678 1 - p I 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits
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CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain information
that is confidential and/or privileged in some way. Distribution or copying of this communication or the information contained
herein is not expressly authorized. ACICS reserves the right to disclose this communication as required by law without the
consent of the persons or entities to which this communication is addressed.

From: Albert C. Gray
Sent: Thursday, June 19, 2014 5:00 PM
To: Anthony Bieda; Joseph Gurubatharn
Subject: FW: Corinthian Colleges--Filing of 8-K (June 19, 2014)

Tony and Joseph,

Here are the 2 letters referenced in the Corinthian 8-K disclosure. I will talk to
Jeff/Katy about the financial adverse.

Al

From: Andrews, John [rnailto:JAndrews@cci.edu]
Sent: Thursday, June 19, 2014 3:46 PM
To: Albert C. Gray
Subject: RE: Corinthian Colleges--Filing of 8-K (June 19, 2014)

Al. ..

Here you go!

John

Joftn 'W. .'A.narew s
Vice President, Accreditation and Licensing
Corinthian Colleges, Inc.
6 Hunon Centre Drive, Suite 400
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Santa Ana, California 92707
Office: (71 4) 825-7918
Cell: (714)791-8946
fax: (714) 427-5116

"Everything will be alright in the end ...so if it is not alr ight, it is not yet the end."

From: Albert C. Grav [mailto:aqray@acics.org]
Sent: Thursday, June 19, 2014 10:21 AM
To: Andrews, John
Subject: RE: Corinthian Colleges--Filing of 8-K (June 19, 2014)

Thank you, John. Would you also send me copies of the January and June letters
from ED.

Al

President & CEO
ACICS

202 336 6778
202 306 4864 cel l
202 842 2593 fax

From: Andrews, John [mailto:JAndrews@cci.edu]
Sent: Thursday, June 19, 2014 10:33 AM
To: Albert C. Gray
Subject: Corinthian Colleges--Filing of 8-K (June 19, 2014)

Here is the 8- K filing that I discussed with you.
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We will keep you and t he Council fully apprised as the situation becomes more clear.

John

Jolin W . Anarews
Vice President, Accreditation and Licensing
Corinthian Colleges, Inc.
6 Hun on Centre Drive, Su ile 400
Santa Ana, California 92707
Office: (71 4) 825-7918

Cell: (714) 791-8946
Fax: (714) 427-5116

" Everything will be alright in t he end...so if it is not alr ight, it is not yet the end."

This e-mail and any files transmitted with it contains information from Corinthian Colleges, Inc.
that is confidential. Employees are reminded of their obligations regarding confidentiality and
trade secrets as stated in the Employee Handbook and CCi policies. If you are not the intended
recipient, you must not disseminate, distribute or copy this e-mail. We respectfully demand that
you notify the sender immediately by e-mail if you have received this e-mail in error and
permanently delete this e-mail from your system. If you are not the intended recipient, you are
notified that disclosing, copying, distributing or taking any action in reliance on the contents of this
information is strictly prohibited, will cause damage to CCi and may result in legal liability.

This e-mail and any files transmitted with it contains information from Corinthian Colleges, Inc.
that is confidential. Employees are reminded of their obligations regarding confidentiality and
trade secrets as stated in the Employee Handbook and CCi policies. If you are not the intended
recipient, you must not disseminate, distribute or copy this e-mail. We respectfully demand that
you notify the sender immediately by e-mail if you have received this e-mail in error and
permanently delete this e-mail from your system. If you are not the intended recipient, you are
notified that disclosing, copying, distributing or taking any action in reliance on the contents of this
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information is strictly prohibited, will cause damage to CCi and may result in legal liability.
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June 12, 2014

Mr. Jack D. Massimino, Chairman/CEO
Corinthian Colleges, Inc.
6 Hutton Centre Drive, Suite 400
Santa Ana, CA 92707

UPS Tracking
l ZA8796401 99724821

Re: Missing Placement Documentation/Information and Transfer of Corinthian Colleges.
Inc. to the Heightened Cash Monitoring Method of Payment
Dear Mr. Massimino:
This letter is a follow-up letter to the U.S. Department of Education's (Department's) previous
letters to Corinthian Colleges, Inc. (CCI) of January 23, 201 4, April 11 , 2014, and April 22,
20 I 4, and reiterated in telephone conversations with CCI' s Corporate Counsel and with Linda
Buchanan shortly after issuance of these letters, which required CCI to produce placement
documentation and related information. As noted in the April 11 , 2014 and April 22, 2014
letters, and again in a further letter of May 13, 2014, there remain several significant gaps in the
placement data that CCI has provided to datl:.
Chronology

A synopsis of the Department's correspondence with CCI on these matters is as follows:
January 23. 20 14: Letter from Robin Minor to you outlining data/documents to be produced
including A All placement disclosures provided to students in all academic programs at all CCI
locations (main and additional locations) for calendar years 2010, 2011, 2012, and 2013.
B. Evidence upon which CCI relied to calculate placement percentages, including individual
student files.
C. Excel worksheets with student names, other identifying information, and certain
placement information.
D. Records of grade and attendance changes made at all CCI locations for the period June
30, 201 1 through the date of extraction of the data.
CCI was to provide this information within 30 days. Almost five months have passed and CCI
continues to fail to provide significant portions of the required documentation.
April 11. 2014: Letter from Martina Fernandez-Rosario to you in follow-up to the January 23,
201 4 letter, reiterating the document production requirements, including the excel worksheets
containing student identifying and placement information. This letter also advised CCI that

Fed era IStudent

An OFFICE of t/1• U.S. DEPARTMENT of EDUCATION
ED00016611
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Corinthian Colleges, Inc.
Follow-up to requests for placement documentation
Page 2 of 8
continued noncompliance with these requirements would subject it to unspecified administrative
actions.
April 22, 2014: Letter from Martina Fernandez-Rosario to you identifying information that had
not yet been received from CCI including• Placement data for all Heald schools.
• Placement data for schools that were previously (during the production period) owned by
CCI but had been sold or closed, including locations of main campuses that had been
closed.
• The evidence used by CCI to derive placement rates provided in disclosure notices.
• Program Integrity Regulation (PIR) disclosures for Arlington, Virginia; Chicago, Illinois;
Columbus, Ohio; Decatur, Georgia; and Ft. Lauderdale, Florida published on July 1,
2012, or for any period after that date.
Once again, the Department advised CCI that it faced further administrative actions for its failure
to timely fulfill these production requirements.
May 13. 2014: Letter from Mike Frola to you regarding debt covenants and other financial
matters. This letter also included a reminder with respect to the submission of the outstanding
placement data, indicating the Department had not received the documentation identified in the
April 22, 2014 letter and requiring production of that information by May 22, 2014.
Placement Data

To date, CCI has failed to provide complete information and data identified in the Department's
January 23, 2014 letter and in subsequent correspondence. Although the Department continues
to receive piecemeal documentation, CCI should have all the requested documentation available
to scan or copy and send to the Department. Please respond immediately to the following items:
•

Disclosures - Januarv 23 letter. Page 4 Item A: The disclosures CCI has
produced thus far are incomplete and raise the following additional questions to
which we require responses:
o CCI Consumer Disclosures published on July 1, 2012 and July 1, 2013
appear to provide nearly identical placement rates for each program where
a report was made. The timeframcs specified in the footnotes to the
consumer disclosures, however, are often different. For example, ACICS
timeframes are displayed as June I, 2009 through June 30, 2010 in the
disclosures published on July 1, 2012 and are identified as July 1, 2011
through June 30, 2012 in the disclosures published on July I, 2013, even
though the rates reported using the ACICS methodology are the same.
o Conversely, CCI Consumer Disclosures published on July 1, 2011 and
July I, 2012 for ACICS schools both specify that they are reporting on a
timeframe from July I, 2009 to June 30, 20 l 0. However, the placement
rates reported are different. For example, the Consumer Disclosures
published on July I, 201 I and July 1, 2012 for San Bernardino specify an
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o

o

o

o
o

►

identical timeframe, however, one reports an institutional accreditor
placement rate of 64.3% for Criminal Ju~ticc Associate schools, while
another reports 13.3%.
CCI has only produced some Program Integrity Regulation (PIR)
disclosures required to be provided to prospective students, pursuant to 34
C.F .R. § 668.6(b)(iv) (effective July 1, 2011 ), for some of the required
years for some of its programs at som~ of its locations. Specifically, CCI
has not submitted any Heald College PIRs for the 2012 and 2013 years.
There are appropriately titled folders that are apparently meant to lead to
web pages with the required PIRs; however, the pages within the folders
are blank and do not contain any disclosure information. Campus
disclosures published on July 1, 2012 for Arlington, VA; Chicago;
Columbus; Decatur; and Ft. Lauderdale also have not been produced.
CCI fai led to produce any disclosures required pursuant to 34 C.F.R. §
668.41 (d)(S). These disclosures were required to be disclosed to enrolled
students, as well as prospective students, effective July L 2010. The
Depa11ment reiterates that it requires these disclosures, as well as the PIR
disclosures, for all programs for all locations whether open, closed, or
sold, since July l, 2010 and July 1, 2011, respectively, through the
present. As an example, for the Decatur, GA location, CCI produced only
two identical PlR disclosures, albeit labeled 2011 and 20 12. Despite the
fact that this location stopped accepting new students in or about March
20 12, enrolled students did not complete their training until December 31,
20 12; thus, the disclosures had to be made to those enrolled students. In
addition, CCI failed to produce Everest Decatur's required July l , 2010
disclosure of its 2009 placement rates. CCI must produce any placement
rate disclosures provided to enrolled or prospective students since July 1,
20 10. To the extent that CCI amended any disclosures, the Department
also requires that CCI produce the amended disclosures, as well as the
original disclosures, along with a notation that they were amended and the
date and reason as to why they were amended.
The Department understands that certain of CC l 's catalogs contained
consumer disclosures concerning placement. CCI has failed to produce
any of the catalogs containing such disclosures.
Certain placement rates are purportedly calculated on a "Calendar Year"
but do not state which calendar year.
Certain placement rates are purportedly based on a formu la (for example,
ACCSC) which calculates the cohort for placement. Please provide a
detailed accounting of each student considered as a part of the relevant
cohort.

Action required in response to this letter: Please provide immediately an
explanation for the discrepancies noted above, the catalog disclosures referenced
above, a detailed accounting of the calendar years, and the cohort of students on
which reporting was based.
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•

Evidence of placement percentages-January 23 letter. Page 4 Item B:
o CCI must provide the evidence on which it relied to derive its placement
percentages. This includes student placement files. To date, CCI has
produced placement files for the 2012-13 award year for the following CCI
schools: Santa Ana, Jacksonville, Melbourne, Kendall , Newport News, and
Orlan<lo North, whereas the Department required that CCI provide the campus
files that include the student placement files for each location. Although CCI
produced disclosure information for Brighton and Orange Park, the folders
labeled "backup documentation" are empty. Also please note that some files
are labeled "201 1-12" but appear to be 2012-13 records. By producing files
for only these six locations for only one year of the three years required, CCI
has produced only incomplete files for less than 6% of its locations.
o To the extent any accreditor or state calculates a placement cohort based on a
student's start date, CCI also failed to produce information concerning student
start dates. As a result, the Department is unable to assess those rates.
►

•

Action required in response to this letter: Within IO days of receipt of this letter,
provide a schedule, with exact production dates, for the submission of the
placement files for each location and year for which files have been requested.
CCI must produce the evidence on which CCI relied to derive the placement
percentages for each program at each campus to the Department within a
reasonable period of time, as delineated on the submitted schedule, and include a
written explanation as to why this information has not yet been provided. In
addition, CCI must submit a description of the staffing it is using to comply with
these requirements, including the number and titles of staff at each CCI location
that are delegated to gathering the information, and the amount of time each staff
person is devoting (on a daily basis) to the task at hand. Also, please indicate if
any changes are being made to comply with the Department' s requirements in a
more-timely manner. furthermore, to the extent CCI relied on any re-verification
telephone efforts, CCI must produce any documentation or data it has of those
efforts.

Waivers-January 23 letter. Page 4-5 Item C: The January 23, 2014 letter required
production of information for students who have been "waived" from inclusion in the
numbers of students available for placement and the reasons for those waivers. The
documentation CCI submitted includes health-related reasons for waivers, and the
following statements from some of these students: "I do not want to share my private
information" or "I wish to keep my personal medical condition private."
►

Action required in response to this letter: Provide a written explanation and
justification as to whether such a statement meets minimum accreditor standards
for waiver documentation, plus proof of those standards. If minimum standards
have not been met, CCI must produce additional information about the reason for
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these waivers. This information shall be produced within 10 days of receipt of
this letter.
•

Heald Colleges-Januarv 23 letter. Page 4 Item C: CCI provided one worksheet
containing placement information for each year of graduates. However, the worksheet
does not provide campus information. Because Heald published PIR consumer
disclosures on a campus basis. CCI must provide campus information for each graduate.
CCI must reproduce the worksheet and include campus and OPE ID information.
►

•

2013 Data-January 23 letter. Page 4 Items A. B. and C: As a reminder, CCI must
provide 2013 disclosure information when that becomes avai \able.
►

•

Action required in response to this letter: Provide this data within IO days of
receipt of this letter and include a written explanation as to why it was not
previously provided, including details specific to each Heald location.

Action required in response to this letter: Provide a date by which CCI will
produce this information.

Missing Placement Worksheets-January 23 Letter. Page 4-5 Item C:
o CC[ still has not produced the placement worksheets for the Decatur, GA location
and certain years of data are missing for other schools. Specifically, CCI
produced the Ft. Lauderdale, FL campus information for 2010-2011 but not for
2011 -20 I 2, yet it closed in March, 2012, and thus the 2011-2012 placement
information should be available. The same is true for the Hialeah, FL location (no
placement infonnation produced for 2012-13); the Chicago, IL location (no
worksheet produced for 2011-12); the Milwaukee, WI location (no worksheet
produced for 2012-13 ); and the Arlington, VA location (no worksheet produced
for2012-13).
o Many of the consumer disclosures CCI provided to students in 2010, 2011, 2012,
and 2013 specify, in footnotes, that timeframes being reported include students
who graduated in 2009. For example, the "Consumer Disclosures" CCI produced
in the 201 1 PIR folder specify timeframes in 2009. CCI failed to produce any
data for placements of graduates in 2009 and must do so immediately. If the 2008
cohort is implicated for any such disclosures, plt::ast:: also product:: data for those
graduates from 2008.
►

Action required in response to this letter: CCI must produce all missing
information within 10 days, and provide a written explanation as to why the
information was not produced in response to the earlier correspondence.

As stated in the April 22, 2014 letter, if you believe that CCI has produced any of the abovereferenced documentation, please direct the Department's attention to where these materials
exist.
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Method of Payment: Transfer of CCI Schools to HCMl
The Department has transferred all CCI schools from Advance Payment to Heightened Cash
Monitoring 1 (HCM 1), effective immediately. This action is being taken as a result of CCI's
failure to submit required documentation in a timely manner, as explained herein.
Under the HCMl payment methocJ, as statecJ at 34 C.F.R. § 668. l 62(e), CCI must first make
disbursements to eligible students and parents before it requests or receives funds for the amount
of those disbursements from the Department. This "Records First" requirement is fully
described in the 2013-20 14 Funding Authorization and Disbursement In formation
eAnnouncement, issued March 15, 2013. The funding request may not exceed the amount of the
actual disbursements that were made to the students and parents included in the funding request.
Providing the student accounts are credited before the funding requests are initiated, CCI
institutions are permitted to draw down funds through the Department's electronic system for
grants management and payments, GS, for the amount of disbursements it made to eligible
students and parents. Disbursement records must be submitted to the Common Origination and
Disbursement (COD) System at least seven days prior to the drawdown of Federal funds.
The Records First requirement also means that institutions on HCM1 that are participating in the
Direct Loan (DL) program will have their Current Funding Level (CFL) reduced to the greater of
Net Approved and Posted Disbursements (NAPD) or Net Draws (processed payments less all
refunds, returns, offsets, and drawdown adjustments). In the event of a return to Advance
Payment status, CCI will be expected to continue processing DL awards as Records First until
the next DL global funding increase is processed.
Refer to the following eAnnouncement,
http://ifap.ed.gov/eannouncements/attachments/03 l 5 l 3Attach1mportantReminders l 3 I 4Funding
AuthandDisburs lnfo.pdf, for additional information about the Records First requirement.

Reporting Requirement Under HCMl:

CCI schools must meet the reporting requirements listed below:
CCI must provide a disbursement roster containing the following information for each OPE ID #
(including any required adjustments due to changes in enrollment status or ·withdrawals):
•
•
•
•
•
•
•
•
•

Student Name
Social Security N umber
Educational Program
Campus Location
OPE ID of Location
Beginning Enrollment Date
Current Enrollment Status
Expected Completion Date
Title IV, HEA Program
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•
•
•
•
•

Amount
Disbursement Date
Anticipated Date of GS Drawdown
Total Drawdown Amount by Program
Total Drawdown Amount for Disbursement Roster

The disbursement rosters must be submitted directly to the e-mail address noted below. CCI
must first submit the roster and wait 21 business davs from submission of the disbursement
roster before drawing down the corresponding funds. CCI must ensure that Personally
Identifiable Information (PH) is protected.

In addition, CCI is required to provide information, by certified mail, no later than 10 days
after receipt of notification of any of the following events:
a) Any new adverse action, or letter advising CCI of potential adverse action, or change in
status of an existing adverse action, including show cause, probation or similar action,
taken against any CCI school by its accrediting agency or any federal oversight agency;
b) Any new adverse action, or letter advising CCI of potential adverse action, or change in
status of an existing adverse action taken against any CCI school by state licensure
agencies;
c) Any student complaints suhmi ttecl to CCI from the respective accrediting agencies or
state licensing agencies and information concerning the institution 's resolution of the
complaints;
d) Any violation by CCI of any loan agreement and the discovery of information that
suggests CCI is in jeopardy of breaching a debt covenant;
e) The creation of new teach-out agreements, or changes to any teach-out agreements in
place, including those approved by the institutions' accrediting agencies (and including
those in place prior to the issuance of this letter);
t) All other significant financial and other conditions, such as those required to be reported
to CCI's shareholders and to the Securities and Exchange Commission;
g) Any filing of a petition by or against CCI for relief in bankruptcy court.
CCI must also provide the following monthly updates, due on the last day of each month:
i.

11.

iii.

1v.

Announcements or changes made to student consumer infom1ation regarding the
institutions' degree and certificate program placement rates as required by 34
C.F.R. § 668.4l(d)(5);
Copies of any and all correspondence between CCI and its accrediting agencies
and state licensing agencies;
For students who graduated during the quarter, a summary of placement statistics
of those students (numbers began in cohort; numbers graduated; numbers placed;
number of waivers);
A worksheet consistent with those required in response to the Department's
January 23, 2014 letter with placement information, including student contact and
employer information (include all the same data as that required previously);
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v.
v1.

A copy of each student's placement file (or a file for those who were counted as
"waivers");
A worksheet reflecting all grade and attendance changes made during that quarter,
at any CCI location.

CCI is also required to provide the Department with immediate notice of CCl's intent to
close or sell any location. In addition, please provide the Department with a current list of
all CCI locations that do not currently have teach-out agreements in place.
CCI must include, in its submission, a written notice detailing the circumstances surrounding any
of the items listed above and, if necessary, measures considered or under consideration to resolve '
the issue.
Please note that this change in funding method does not preclude the Department from
transferring CCI-owned institutions, individually or collectively, to another method of payment
or taking adverse actions against the institutions.
The response to this lener and the notifications required under HCM I must be sent to:
Gayle E. Palumbo, Ed.D.
Compliance Manager
San Francisco/Seattle School Participation Division
U.S. Department of Education
Federal Student Aid
50 Beale Street, Suite 9800
San Francisco, CA 94105-} 863
E-mail: gayle.palumbo@ed.gov
Sincerely,

Robin S. Minor
Chief Compliance Officer
Program Compliance
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From:

Sent:
To:

Subject:

Anthony Bieda <EXCHANGELABS/EXCHANGE ADMINISTRATIVE GROUP
(FYDIBOHF23SPDLT)/RECIPIENTS/3625966M218477EA17337561576FD9
F-ABIEDA>
6/23/2014 9:47:55 AM -0400
Albert C. Gray <Exchangelabs/Exchange Administrative Group
(FYDIBOH F23S POLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e0ag ray>; Joseph Gurubatham <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/2839eec7707f4128a4de87103ed162f4JGurubatham>
RE: Corinthian Strikes Deal w ith Department.

We need a briefing from CCi on the details of the MOU; Quentin is retrieving the 8K from the
SEC website. They are signaling that they w ill in some timeframe dispose of all their campuses.
That must drive our planning with the CCi entourage going forward ...

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.aeies.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.eom/acicsaccredits

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied
and may contain information that is confidential and/or privileged in some way. Distribution or
copying of this communication or the information contained herein is not expressly authorized.
ACICS reserves the right to disclose this communication as required by law without the consent of
the persons or entities to which this communication is addressed.

From: Albert C. Gray
Sent: Monday, June 23, 2014 9:39 AM
To: Joseph Gurubatham; Anthony Bieda
Subject: RE: Corinthian Strikes Deal with Department.

Thank you, Joseph. I had not seen this. This is big news, it looks a little better for CCi. But they
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are far from out of the woods.

From: Joseph Gurubatham
Sent: Monday, June 23, 2014 9:23 AM
To: Albert C. Gray; Anthony Bieda
Subject: Fwd: Corinthian Strikes Deal with Department.

Dea r Al and Tony;

I don't know if we had received this update.

Joseph
Sent from my iPhone
Begin forwarded message:
From: Juanita Gur ubatham < jGurubatham@accsc.org >
Date: June 23, 2014, 8:11:47 AM EDT
To: Joseph Gurubatham < jqurubatham@acics.org >
Subject: Fwd: Corinthian Strikes Deal with Department.
FYI
Sent from my iPhone
Begin forwarded message:
From : Christopher Lambert < chris.lambert@accsc.org >
Date: June 23, 2014 at 8 :09 :00 AM EDT
To: Michale Mccomis < McComis@accsc .org >, Karen
Marcinski < kmarcinski@accsc.org >, Anne Santalla
< asantalla@accsc.org >, Corey Rosso < crosso@accsc.org >,
Juanita Gurubatham < jGurubatham@accsc.org >
Subject: Corinthian Strikes Deal with Department.
SANTA ANA, Calif., June 23, 2014 (GLOBE NEWSWIRE) -Corinthian Colleges, Inc. (COCO) announced today that it
has reached a memorandum of understanding with the U.S.
Department of Education (the "Department") that maintains
uninterrupted dai ly operations at its schools, until the
Company and the Department final ize a more detailed
t ransition plan. Corinthian currently serves about 72,000
students at 107 campuses and online.
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Corinthian and the Department agreed upon a Memorandum
of Understanding ("MOU") under which Corinthian will
immediately receive $16 million in federal student aid funds
earned through enrollment, avoiding an immediate cash
shortfal l that wil l allow its students to continue their
educational programs as planned . Under the terms of the
MOU, Corinthian and the Department will enter into an
Operating Agreement that will al low Corinthian to proceed
with its plan to pursue strategic alternatives for its
operations, including the sa le and teach-out of schools in a
manner that will best protect the interests of students,
faculty and staff, ensure the integrity of federa l student aid
funds and preserve the value of the schools. The Department
and Corinthian have agreed to finalize the details of the
transition plan in an Operating Agreement by Tuesday, July
1, 2014. For more information, see the 8-K issued by the
Company today.
"Throughout several days of intensive discussions with the
Department, our goa l has been to protect the interests of
our students, 12,000 employees, taxpayers and other
stakeholders," said Jack Massimino, Corinthian Chairman
and Chief Executive Officer. "This agreement helps achieve
that goa l. We worked collaboratively with the Department to
reach consensus, and we will continue to do so as we finalize
and implement the detai led transition plan."
Under the MOU, Corinthian wil l identify and engage an
independent compliance and business monitor acceptable to
the Department. The monitor wil l have fu ll access to
Corinthian's financial and operating records and information
and report to the Department on Corinthian's progress in the
implementation of the transition plan contemplated by the
MOU.
Corinthian will continue to seek new owners for most of its
campuses with the goal of entering into definitive sales
agreements with one or more third parties for such
campuses within approximately six months, and will proceed
in an orderly fashion with the "teach-out" of schools that are
under- performing or whose continued participation in the
Title IV student aid programs has been terminated by the
Department. During the teach-out process, no new students
will be enrol led at the affected schools, but all current
students will be able to complete their instructional
programs or transfer to another institution.

Sent from my iPad.
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From:

Sent:
To:

Subject:

Anthony Bieda <EXCHANGELABS/EXCHANGE ADMINISTRATIVE GROUP
(FYDIBOHF23SPDLT)/RECIPIENTS/3625966M218477EA17337561576FD9
F-ABIEDA>
6/23/2014 9:28:31 AM -0400
Joseph Gurubatham <Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/2839eec7707f4128a4de87103ed162f4JGurubatham>; Albert C. Gray <Exchangelabs/Exchange Administrative
Group
(FYDIBOH F23S POLT)/Recipients/a 1a35d9f738542d48eb5f1 dda be428e0ag ray>
RE: Corinthian Strikes Deal with Department.

No, thanks!

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied
and may contain information that is confidential and/or privileged in some way. Distribution or
copying of this communication or the information contained herein is not expressly authorized.
ACICS reserves the right to disclose this communication as required by law without the consent of
the persons or entities to which this communication is addressed.

From: Joseph Gurubatham
Sent: Monday, June 23, 2014 9:23 AM
To: Albert C. Gray; Anthony Bieda
Subject: Fwd: Corinthian Strikes Deal with Department.

Dear Al and Tony;

ED00016622

CL_Review002536

I don't know if we had received this update.

Joseph
Sent from my iPhone
Begin forwarded message:
From: Juanita Gurubatham < jGurubatham@accsc.org >
Date: June 23, 2014, 8: 11 :47 AM EDT
To: Joseph Gurubatham < jqurubatham@acics.org >
Subject: Fwd: Corinthian Strikes Deal with Department.

FYI
Sent from my iPhone
Begin forwarded message:
From: Christopher Lambert < chris.lambert@accsc.org >
Date: June 23, 2014 at 8:09:00 AM EDT
To: Michale Mccomis < McComis@accsc.org >, Karen
Marcinski < kmarcinski@accsc.org >, Anne Santalla
< asantalla@accsc.org >, Corey Rosso < crosso@accsc.org >,
Juanita Gurubatham < jGurubat ham@accsc.org >
Subject: Corinthian Strikes Deal with Department.
SANTA ANA, Calif., June 23, 2014 (GLOBE NEWSWIRE) -Corinthian Colleges, Inc. (COCO) announced today that it
has reached a memorandum of understanding with the U.S.
Department of Education (the "Department") that maintains
uninterrupted dai ly operations at its schools, until the
Company and the Department finalize a more detailed
transition plan. Corinthian currently serves about 72,000
students at 107 campuses and online.
Corinthian and the Department agreed upon a Memorandum
of Understanding ("MOU") under which Corinthian will
immediately receive $16 million in federal student aid funds
earned through enrollment, avoiding an immediate cash
shortfal l that wil l allow its students to continue their
educational programs as planned. Under the terms of the
MOU, Corinthian and the Department will enter into an
Operating Agreement that will al low Corinthian to proceed
with its plan to pursue strategic alternatives for its
operations, including the sa le and teach-out of schools in a
manner that will best protect the interests of students,
faculty and staff, ensure the integrity of federa l student aid
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funds and preserve the value of the schools. The Department
and Corinthian have agreed to finalize the details of the
t ransition plan in an Operating Agreement by Tuesday, July
1, 2014. For more information, see the 8- K issued by the
Company today.
"Throughout several days of intensive discussions w ith the
Department, our goa l has been to protect the interests of
our students, 12,000 employees, taxpayers and other
stakeholders," said Jack Massimino, Corinthian Chairman
and Chief Executive Officer. "This agreement helps achieve
that goa l. We worked collaboratively with the Department to
reach consensus, and we will continue to do so as we finalize
and implement the detailed transition plan."
Under the MOU, Corinthian wil l identify and engage an
independent compliance and business monitor acceptable to
the Department. The monit or wil l have full access to
Corinthian's financial and operating records and information
and report to the Department on Corinthian's progress in the
implementation of the transition plan contemplated by the
MOU.
Corinthian will continue to seek new owners for most of its
campuses with the goal of entering into definitive sales
agreements with one or more third parties for such
campuses within approximately six months, and will proceed
in an orderly fashion with the "teach- out" of schools that are
under-performing or whose continued participation in the
Title IV student aid programs has been terminated by the
Department. During the teach-out process, no new students
will be enrol led at the affected schools, but all current
students will be able to complete their instructional
programs or transfer to another institution.

Sent from my iPad.
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From:
Sent:
To:

Subject:

Leah Matthews <Leah@detc.org>
7/2/2014 11:36:36 AM -0400
Albert C. Gray <ExchangeLabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e
0-agray>
RE: Corinthian Teach Out

Al, I can only imagine the incredible amount of attention and energy this is
commanding of you. Honestly, my heart goes out to you and to your staff.

If there is Corinthian contact information you might be willing to share with me, I
will pass it on to our institutions - if you deem it appropriate.

Best,

Leah

From: Albert C. Gray [mailto:agray@acics.org]

Sent: Wednesday, July 02, 2014 11:29 AM
To: Leah Matthews
Cc: Anthony Bieda

Subject: RE: Corinthian Teach Out

Thank you, Leah. Corinthian is indeed a very unfortunate situation for students, the
institution's employees and accreditors. Given the magnitude it does present
significant challenges to ACICS. At this time it requires our attention on a daily
basis. I don't have any specific ideas at this point on how Title IV DETC schools can
be of assistance but may have some thoughts as we see more form CCI. If any of
your institutions want to contact CCi directly about teach -out matters I can provide
them with the appropriate contact.

Al

President & CEO
ACICS
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202 336 6778
202 306 4864 cell
202 842 2593 fax

From: Leah Matthews [ mailto:Leah@detc.org]

Sent: Wednesday, July 02, 2014 8:11 AM
To: Albert C. Gray
Cc: Anthony Bieda
Subject: Corinthian Teach Out

Dear Al,

I know that this must find you and your staff facing incredible challenges organizing
the teach out for Corinthian students. I am deeply saddened by what is happening
to Corinthian .

Please let me know if there is any assistance DETC could offer to support the teach
out. We have a few institutions that participate in Title IV that cou ld provide support
for the affected students if there is interest in completing v ia distance education.
Please don't hesitate to call.

Best to all,

Leah

Leah K. Matthews
Executive Director
Distance Education and Training Council
1601 18th Street NW, Suite 2
Washington, DC 20009-2529

ED00016626

CL_Review002540

202.234.5100 Ext. 101
Jeah@detc.org
www.detc.org
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Lawrence Leak i(b)(6)
@gmail.com>
6/20/2014 3:26:18 PM -0400
Eddie Colon <eddie.colon@acot.edu>
Albert C. Gray <ExchangeLabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e
0-agray>; Jeanne Herrmann Uhermann@globeuniversity.edu); John
Euliano <jeuliano@gkbinvestments.com>; Dr. Edward G. Thomas
<e.thomas@csuohio.edu>
Re: DURBIN, MADIGAN CALL ON CORINTHIAN COLLEGES TO
FORMALLY NOTIFY ALL ILLINOIS STUDENTS OF PENDING
FEDERAL AND STATE INVESTIGATIONS AND TO IMMEDIATELY
STOP ENROLLING STUDENTS

From:
Sent:
To:
CC:

Subject:

Thanks.
lel
Sent from my iPhone with apologies for any typos!
On Jun 20, 2014, at 3:16 PM, Eddie Colon < eddie .colon@acot.edu > wrote:

http://finance.yahoo.com/news/corinthian- colleqes- warns- may- shut164020066.html
This just came thru Al
Eddie Colon
6l____.JOn Jun 20, 2014, at 1 :47 PM, Lawrence Leak 4L
<b_l<_
l@~
g~m~a=i~l.~c ~
om
~ >
wrote:

Thanks for the timely continuing updates on this ongoing matter.
lel
Sent from my iPhone with apologies for any typos!
On Jun 20, 2014, at 2:31 PM, "Albert C. Gray" < aqray@acics .org >
wrote :

Senator Durbin has now jumped on the Corinthian case
(surprise!!) and refers to us accrediting commissions as "inhouse lap dogs". We have spent many hours trying to educate
Durbin's staff about accreditation and have complied with all
of their informational requests. Obviously to no avail.

Al

ED00016628

CL_Review002542

From: Mulka, Christina (Durbin)
Sent: Friday, June 20, 2014 1:02 PM
To: Mulka, Christina (Durbin)
Subject: DURBIN, MADIGAN CALL ON CORINTHIAN
COLLEGES TO FORMALLY NOTIFY ALL ILLINOIS STUDENTS
OF PENDING FEDERAL AND STATE INVESTIGATIONS AND TO
IMMEDIATELY STOP ENROLLING STUDENTS
<image00 l .jpg>

For Immediate Release
Contact: Christina Mulka
June 20, 2014

DURBIN, MADIGAN CALL ON
CORINTHIAN COLLEGES TO
FORMALLY NOTIFY ALL ILLINOIS
STUDENTS OF PENDING FEDERAL
AND STATE INVESTIGATIONS AND
TO IMMEDIATELY STOP
ENROLLING STUDENTS
Note Corinthian failed for five months to provide
data required by Department of Education
[WASHINGTON, D.C.] - U.S. Senator Dick Durbin (DIL) and Illinois Attorney General Lisa Madigan today
noted that Corinthian Colleges Inc. is under investigation
by 20 states and the Consumer Financial Protection
Bureau, the U.S. Department of Justice, and the Securities
and Exchange Commission. Corinthian operates in Illinois
under the name "Everest College" and has six campuses in
Burr Ridge, Bedford Park, Melrose Park, Merrionette Park,
North Aurora, and Skokie, enrolling a total of 3,300
Illinois students. The Department of Education reported
yesterday that Corinthian failed to provide required data
about its practices, including falsifying job placement data
used in marketing claims to prospective students and
allegations of altered grades and attendance.

"Corinthian stock dropped sharply on the news that,
because of its failure to disclose requested data, the U.S.
Department of Education is requiring Corinthian
schools to wait 21 days - instead of only a day or two after submitting enrollment information before they
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can access any federal Title IV funds," said Durbin.
"It's time to make the protection of Everest College
students our highest priority. Corinthian should
immediately stop enrolling students to prevent more
students from being loaded with debt if the company
fails because of fraudulent disclosures to the federal
government."
"My office has been investigating for-profit colleges for
several years having received hundreds of complaints
about questionable marketing and lending practices,
including dubious claims of job placement rates and
accreditation status," said Attorney General Madigan.
"I am encouraged by the Department of Education's
efforts to hold Corinthian Colleges accountable at the
federal level as we continue to work in Illinois to
protect students' interests."
In response to a December 16 investigation in the
Huffington Post, Durbin sent a letter to the Secretary of
Education, Arne Duncan, asking him to investigate
Corinthian Colleges, Inc. and their manipulative marketing
practices which included a subsidy program for employers
to hire graduates temporarily and outright lying by the
company through their adve1tisement of numbers
substantially higher than actual job placement rates. After
that letter, the Department requested information from
Corinthian related to their job placement rates, information
they have yet to provide, and denied the company's new
program applications. Durbin also called on the
Accrediting Commission of Career Schools and Colleges Corinthian Colleges, Inc. 's accreditor - to take action.

"For years I have been calling public attention to the
growing scandal in the for- rofit college industry.
Their "accrediting commissions" are nothing more
than in-house la dogs; their tuitions are sky high; their
diplomas are often worthless and they account for an
incredible 46% of all student loan defaults, despite
enrolling only 10% of the nation's students,' Durbin
said, "The Corinthian canary has a bad cough and it's
time to start protecting unsuspecting students from the
tragic consequences of a potential failure of this
enterprise."
Durbin's December 18 letter to Duncan can be found
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HERE along with similar letters he sent to the Chairman
and CEO of Corinthian Colleges, Inc., Jack Massimino, the
Accrediting Commission of Career Schools and Colleges,
and the Accrediting Council for Independent Colleges and
chools.
-30-
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Eddie Colon <eddie.colon@acot.edu>
6/20/2014 3:16:07 PM -0400
@gmail.com>
Dr. Lawrence Leak <{b)(6)
Albert C. Gray <ExchangeLabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e
0-agray>; Jeanne Herrmann Uhermann@globeuniversity.edu); John
Euliano <jeuliano@gkbinvestments.com>; Dr. Edward G. Thomas
<e.thomas@csuohio.edu>
Subject:
Re: DURBIN, MADIGAN CALL ON CORINTHIAN COLLEGES TO
FORMALLY NOTIFY ALL ILLINOIS STUDENTS OF PENDING
FEDERAL AND STATE INVESTIGATIONS AND TO IMMEDIATELY
STOP ENROLLING STUDENTS
http://finance.yahoo.com/news/corinthian-colleqes-warns-may-shut-164020066.html

From:
Sent:
To:
CC:

This just came thru Al
Eddie Colon
On Jun 20, 2014, at 1:47 PM, Lawrence Leak

~ qmail. com > wrote:

f b)(6)

Thanks for the timely continuing updates on this ongoing matter.
lel
Sent from my iPhone with apologies for any typos!
On Jun 20, 2014, at 2:31 PM, "Albert C. Gray" < aqray@acics .org > wrote:

Senator Durbin has now jumped on the Corinthian case (surprise!!) and
refers to us accrediting commissions as "in-house lap dogs". We have spent
many hours trying to educate Durbin's staff about accreditation and have
complied with all of their informational requests. Obviously to no avail.

Al

From: Mulka, Christina (Durbin)
Sent: Friday, June 20, 2014 1:02 PM
To: Mulka, Christina (Durbin)
Subject: DURBIN, MADIGAN CALL ON CORINTHIAN COLLEGES TO
FORMALLY NOTIFY ALL ILLINOIS STUDENTS OF PENDI NG FEDERAL AND
STATE INVESTIGATIONS AND TO IMMEDIATELY STOP ENROLLING
STUDENTS
<image00 l .jpg>

For Immediate Release
Contact: Christina Mulka

ED00016632

CL_Review002546

June 20, 2014

DURBIN, MADIGAN CALL ON CORINTHIAN
COLLEGES TO FORMALLY NOTIFY ALL
ILLINOIS STUDENTS OF PENDING
FEDERAL AND STATE INVESTIGATIONS
AND TO IMMEDIATELY STOP ENROLLING
STUDENTS
Note Corinthian failed for jive months to provide data
required by Department of Education
[WASHINGTON, D.C.] - U.S. Senator Dick Durbin (D-IL) and
Illinois Attorney General Lisa Madigan today noted that Corinthian
Colleges Inc. is under investigation by 20 states and the Consumer
Financial Protection Bureau, the U.S. Department of Justice, and the
Securities and Exchange Commission. Corinthian operates in Illinois
under the name "Everest College" and has six campuses in Burr Ridge,
Bedford Park, Melrose Park, Merrionette Park, North Aurora, and
Skokie, enrolling a total of 3,300 Illinois students. The Department of
Education reported yesterday that Corinthian failed to provide required
data about its practices, including falsifying job placement data used in
marketing claims to prospective students and allegations of altered
grades and attendance.

"Corinthian stock dropped sharply on the news that, because of its
failure to disclose requested data, the U.S. Department of
Education is requiring Corinthian schools to wait 21 days - instead
of only a day or two - after submitting enrollment information
before they can access any federal Title IV funds," said Durbin.
"It's time to make the protection of Everest College students our
highest priority. Corinthian should immediately stop enrolling
students to prevent more students from being loaded with debt if
the company fails because of fraudulent disclosures to the federal
government."
"My office has been investigating for-profit colleges for several
years having received hundreds of complaints about questionable
marketing and lending practices, including dubious claims of job
placement rates and accreditation status," said Attorney General
Madigan. "I am encouraged by the Department of Education's
efforts to hold Corinthian Colleges accountable at the federal level
as we continue to work in Illinois to protect students' interests."
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In response to a December 16 investigation in the Hu[fington Post,
Durbin sent a letter to the Secretary of Education, Ame Duncan, asking
him to investigate Corinthian Colleges, Inc. and their manipulative
marketing practices which included a subsidy program for employers to
hire graduates temporarily and outright lying by the company through
their adve1tisement of numbers substantially higher than actual job
placement rates. After that letter, the Department requested
information from Corinthian related to their job placement rates,
information they have yet to provide, and denied the company's new
program applications. Durbin also called on the Accrediting
Commission of Career Schools and Colleges - Corinthian Colleges,
Inc.'s accreditor - to take action.

"For years I have been calling public attention to the growing
scandal in the fo~ rofit college industry. Their "accrediting
commissions" are nothing ore than in-house lap dogs· their
tuitions are sky high; their diplomas are often worthless and they
account for an incredible 46% of all student loan defaults, despite
enrolling only 10% of the nation's students,' Durbin said, "The
Corinthian canary has a bad cough and it's time to start protecting
unsuspecting students from the tragic consequences of a potential
failure of this enterprise."
Durbin's December 18 letter to Duncan can be found HERE along with
similar letters he sent to the Chairman and CEO of Corinthian Colleges,
Inc., Jack Massimino, the Accrediting Commission of Career Schools
and Colleges, and the Accrediting Council for lnde endent Colleges
and Schools.
-30-
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Lawrence Leak ~(b)(6)
@gmail.com>
6/20/2014 2:47:33 PM -0400
Albert C. Gray <ExchangeLabs/Exchange Administrative Group
(FYD IBOH F23SPDLT)/Reci pients/a 1a35d9f738542d48eb5f1ddabe428e
0-agray>
CC:
Jeanne Herrmann Uhermann@globeuniversity.edu); John Euliano
<jeuliano@gkbinvestments.com>; Dr. Edward G. Thomas
<e.thomas@csuohio.edu>; Eddie Colon (eddie.colon@acot.edu)
Re: DURBIN, MADIGAN CALL ON CORINTHIAN COLLEGES TO
Subject:
FORMALLY NOTIFY ALL ILLINOIS STUDENTS OF PENDING
FEDERAL AND STATE INVESTIGATIONS AND TO IMMEDIATELY
STOP ENROLLING STUDENTS
Thanks for the timely continuing updates on this ongoing matter.

From:
Sent:
To:

lel
Sent from my iPhone with apologies for any typos!
On Jun 20, 2014, at 2:31 PM, "Albert C. Gray" < a gray@acics .org > wrote:

Senator Durbin has now jumped on t he Corinthian case (surprise!!) and refers to us
accrediting commissions as "in-house lap dogs" . We have spent many hours trying to
educate Durbin's staff about accreditation and have complied with all of their
informational requests. Obviously to no avail.

Al

From: Mulka, Christina (Durbin)
Sent: Friday, June 20, 2014 1:02 PM
To: Mulka, Christina (Durbin)
Subject: DURBIN, MADIGAN CALL ON CORINTHIAN COLLEGES TO FORMALLY NOTIFY
ALL ILLINOIS STUDENTS OF PENDING FEDERAL AND STATE INVESTIGATIONS AND TO
IMMEDIATELY STOP ENROLLING STUDENTS

<image00 l .jpg>

For Immediate Re lease
Contact: Christina Mulka
June 20, 2014

DURBIN, MADIGAN CALL ON CORINTHIAN
COLLEGES TO FORMALLY NOTIFY ALL ILLINOIS
STUDENTS OF PENDING FEDERAL AND STATE
INVESTIGATIONS AND TO IMMEDIATELY STOP
ENROLLING STUDENTS
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Note Corinthian failed for five months to provide data required by
D epartment ofEducation
[WASHINGTON, D.C.] - U.S. Senator Dick Durbin (D-IL) and Illinois Attorney
General Lisa Madigan today noted that Corinthian Colleges Inc. is under
investigation by 20 states and the Consumer Financial Protection Bureau, the U.S.
Department of Justice, and the Securities and Exchange Commission. Corinthian
operates in Illinois under the name "Everest College" and has six campuses in Burr
Ridge, Bedford Park, Melrose Park, Merrionette Park, North Aurora, and Skokie,
enrolling a total of 3,300 Illinois students. The Department of Education reported
yesterday that Corinthian failed to provide required data about its practices,
including falsify ing job placement data used in marketing claims to prospective
students and allegations of altered grades and attendance.

"Corinthian stock dropped sharply on the news that, because of its failure to
disclose requested data, the U.S. Department of Education is requiring
Corinthian schools to wait 21 days - instead of only a day or two - after
submitting enrollment information before they can access any federal Title IV
funds," said Durbin. "It's time to make the protection of Everest College
students our highest priority. Corinthian should immediately stop enrolling
students to prevent more students from being loaded with debt if the company
fails because of fraudulent disclosures to the federal government."
"My office has been investigating for-profit colleges for several years having
received hundreds of complaints about questionable marketing and lending
practices, including dubious claims of job placement rates and accreditation
status," said Attorney General Madigan. " I am encouraged by the Department
of Education's efforts to hold Corinthian Colleges accountable at the federal
level as we continue to work in Illinois to protect students' interests."
In response to a December 16 investigation in the Huffington Post, Durbin sent a
letter to the Secretary of Education, Arne Duncan, asking him to investigate
Corinthian Colleges, Inc. and their manipulative marketing practices which included
a subsidy program for employers to hire graduates temporarily and outright lying by
the company through their advertisement of numbers substantially higher than
actual job placement rates. After that letter, the Department requested information
from Corinthian related to their j ob placement rates, information they have yet to
provide, and denied the company's new program applications. Durbin also called
on the Accrediting Commission of Career Schools and Colleges - Corinthian
Colleges, Inc.'s accreditor - to take action.

"For years I have been calling public attention to the growing scandal in the
for-grnfit college industry. Their 'accrediting commissions" are nothing more
than ·n-house la dogs; their tuitions are sky high; their diplomas are often
worthless and they account for an incredible 46% of all student loan defaults,
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despite enrolling only 10% of the nation's students,' Durbin said, "The
Corinthian canary has a bad cough and it's time to start protecting
unsuspecting students from the tragic consequences of a potential failure of
this enterprise."
Durbin's December 18 letter to Duncan can be found HERE along with similar
letters he sent to the Chairman and CEO of Corinthian Colleges, Inc. , Jack
Massimino, the Accrediting Commission of Career Schools and Colleges, and the
Accrediting Council for Inde endent Colleges and Schools.
-30-
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From:

Sent:
To:

CC:

Subject:

Anthony Bieda <EXCHANGELABS/EXCHANGE ADMINISTRATIVE GROUP
(FYDIBOHF23SPDLT)/RECIPIENTS/3625966M218477EA17337561576FD9
F-ABIEDA>
10/20/2015 2:13:40 PM -0400
Albert C. Gray <ExchangeLabs/Exchange Administrative Group
(FYDIBOH F23S POLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e0ag ray>; Joseph Gurubatham <ExchangeLabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/2839eec7707f4128a4de87103ed162f4JGurubatham>; Katy Fisher <kfisher@acics.org>; Jeff Olszewski
<ExchangeLabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/5b5c75d2faf243ad81863a2950d5c8f9JOlszewski>
Susan Greer <ExchangeLabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/c539aa149ae54c71 a8d2bc2d86525db6sgreer>
RE: DURBIN: DEPARTMENT OF EDUCATION TIGHTENS CONTROLS ON
ITT TECH

I' m confused. Today or Wednesday?

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

This communicat ion is only int ended for the persons or entities to which it is addressed or copied and may
contain information t hat is confident ial and/or privileged in some way. Distribution or copying of this
communication or the information contained herein is not ex pressly authorized. ACICS reserves the right to
disclose this communication as required by law w ithout the consent of the persons or entities to which t his
communication is addressed.

From: Albert C. Gray
Sent: Tuesday, October 20, 2015 2:00 PM
To: Joseph Gurubatham; Anthony Bieda; Katy Fisher; Jeff Olszewski
Cc: Susan Greer
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Subject: RE: DURBIN: DEPARTMENT OF EDUCATION TIGHTENS CONTROLS ON ITT TECH

Let' s meet at 2:15 in my office. Joseph- please call 202 336 6855.

Al

From: Joseph Gurubatham
Sent: Tuesday, October 20, 2015 1:56 PM
To: Albert C. Gray; Anthony Bieda; Katy Fisher; Jeff Olszewski
Cc: Susan Greer
Subject: RE: DURBIN: DEPARTMENT OF EDUCATION TIGHTENS CONTROLS ON ITT TECH

Dear Al and Friends:

I w ill be leaving for the airport in a few minutes. If you feel that this meeting ought t o take place t his
afternoon, I can call in if the meeting is held at around 3:15 p.m. your t ime. If not, we can meet
tomorrow.

I do have an international conference call at 10:30 a.m. Please let me know if you want to meet today
and at what t ime.

I have to board 3:30 p.m. (4:30 your time).

Joseph

Joseph E. Gurubatham, Ed.D.
Executive Vice President, Accreditation and Institutional Development
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6797 - p 202.842.2593 - f
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From: Albert C. Gray
Sent: Tuesday, October 20, 2015 1:39 PM
To: Anthony Bieda; Katy Fisher; Jeff Olszewski
Cc: Susan Greer; Joseph Gurubatham
Subject: RE: DURBIN: DEPARTMENT OF EDUCATION TIGHTENS CONTROLS ON ITT TECH

I just read over this quickly and it looks like a cash flow restrict ion is being applied, but not as bad as the
infamous 21-day edict. We need to have Joseph in the loop on a teach -out discussion, so let's meet
tomorrow morning.

Al

From: Anthony Bieda
Sent: Tuesday, October 20, 2015 12:48 PM
To: Katy Fisher; Jeff Olszewski
Cc: Albert C. Gray; Susan Greer
Subject: FW: DURBIN: DEPARTMENT OF EDUCATION TIGHTENS CONTROLS ON ITT TECH

In lieu of Ian' s presence, we need to huddle this afternoon and assess whether or not a teach-out plan
for ITT is appropriate.
The relevant DOE letter is attached.

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Faccbook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

This communication is only int ended for the persons or entities to which it is addressed or copied and may
contain informat ion t hat is confidential and/or privileged in some way. Distribution or copying of this
communication or the information contained herein is not expressly aut horized. ACICS reserves the right to
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disclose this communication as required by law w ithout the consent of the persons or entities to which t his
communication is addressed.

DICK DURBIN
UNl l

~D

STAT~S

S~NATOR

ILLINOIS
For Immediate Release
Contact: Christina Mulka
October 19, 2015

DURBIN: DEPARTMENT OF EDUCATION TIGHTENS
CONTROLS ON ITT TECH

[WASHINGTON, D.C. ] - U.S. Senator Dick Durbin (D-IL) responded today to
a move by the Department of Education to tighten controls over ITT Tech
after finding that the for-profit college - facing investigations by the
Department of Justice and at least 18 state Attorneys General and lawsuits
by the Consumer Financial Protection Bureau and the Securities and
Exchange Commission- failed to meet its fiduciary obligations and the
administrative capability standards required of institutions participating in
Title IV federal funding programs. The announcement was made in a let ter
from the Department to I TT Tech.

ITT Tech currently operates at least four campuses in Illinois including
Arlington Heights, Orland Park, Oak Brook, and Springfield. Earlier today,
the for-profit college chain announced that it would be suspending new
enrollments at several of its campuses around the country.
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"The bright lights of state and federal regulators are shining on the
wrongdoing and abuses of ITT Tech like never before," said Durbin.
"At the same time, this company, deemed 'not financially
responsible' by the U.S. Department of Education, continues to
receive billions in federal Title IV dollars. Isn't it time to protect
students and taxpayers and turn out the lights at ITT?"

ITT Tech

In May, following the Securities and Exchange Commission's lawsuit against
ITT Tech and two of its executives for fraud, Durbin called on the Illinois
Board of Higher Education to take appropriate action against ITT Tech to
protect current students and ensure that additional students are not
harmed. He also sent a letter to Secretary of Education, Arne Duncan,
requesting information about the actions the Department has taken, and
will take, to investigate and respond to fraud and other wrongdoing at
Career Education Corporation, Education Management Corporation and ITT
Tech.

For-Profit College Industry

For-profit institutions of higher education enroll about 10 percent of all
college students, but take in 20 percent of the Department of Education's
federal student aid funds and account for 44 percent of student loan
defaults. Since the collapse of Corinthian Colleges, Incorporated, the forprofit college industry is experiencing a long overdue reckoning as state and
federal investigations and lawsuits against the largest companies continue
to accumulate.

ITT Tech is under investigation by at least 18 state Attorneys General and
the U.S. Department of Justice and is being sued by the New Mexico
Attorney General, the Consumer Financial Protection Bureau, the Securities
and Exchange Commission.
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Education Management Corporation is under investigation by at least 14
state Attorneys General and is being sued by the Colorado Attorney General
and the U.S. Department of Justice.

Career Education Corporation is under investigation by 21 state Attorneys
General.

Other major for-profit college chains such as DeVry, Westwood, and Kaplan
are also facing additional regulatory scrutiny.

-30-
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From:

Sent:
To:

CC:

Subject:

Joseph Gurubatham <EXCHANGELABS/EXCHANGE ADMINISTRATIVE
GROUP
(FYDIBOHF23SPDLT)/RECIPIENTS/2839EEC7707F4128A4DE87103ED162F
4-JGURUBATHAM>
10/20/2015 1:56:27 PM -0400
Albert C. Gray <ExchangeLabs/Exchange Administrative Group
(FYDI BOHF23SPDLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e0agray>; Anthony Bieda <ExchangeLabs/Exchange Administrative Group
(FYDI BOH F23SPDLT)/Recipients/3625966aa21b477ea 17337561576fd9fABieda>; Katy Fisher <kfisher@acics.org>; Jeff Olszewski
<ExchangeLabs/Exchange Administrative Group
(FYDI BOHF23SPDLT)/Recipients/5b5c75d2faf243ad81863a2950d5c8f9JOlszewski>
Susan Greer <ExchangeLabs/Exchange Administrative Group
(FYDI BOHF23SPDLT)/Recipients/c539aa149ae54c71 a8d2bc2d86525db6sgreer>
RE: DURBIN: DEPARTMENT OF EDUCATION TIGHTENS CONTROLS ON
ITT TECH

Dear Al and Friends:

I will be leaving for the airport in a few minutes. If you feel that this meeting ought to take place this
afternoon, I can call in if the meeting is held at around 3:15 p.m. your time. If not, we can meet
tomorrow.

I do have an international conference call at 10:30 a.m. Please let me know if you want to meet today
and at what time.

I have to board 3:30 p.m. (4:30 your time).

Joseph

Joseph E. Gurubatham, Ed.D.
Executive Vice President, Accreditation and Institutional Development
Accrediting Council for Independent Colleges and Schools

750 First Street, NE I Suite 980 I Washington, DC 20002
www.acics.org I 202.336.6797 - p I 202.842.2593 - f

From: Albert C. Gray

Sent: Tuesday, October 20, 2015 1:39 PM
To: Anthony Bieda; Katy Fisher; Jeff Olszewski
Cc: Susan Greer; Joseph Gurubatham

Subject: RE: DURBIN: DEPARTMENT OF EDUCATI ON TIGHTENS CONTROLS ON ITT TECH
ED00016644
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I just read over this quickly and it looks like a cash flow restriction is being applied, but not as bad as the
infamous 21-day edict. We need to have Joseph in the loop on a teach - out discussion, so let's meet
tomorrow morning.

Al

From: Anthony Bieda

Sent: Tuesday, October 20, 2015 12:48 PM
To: Katy Fisher; Jeff Olszewski
Cc: Albert C. Gray; Susan Greer
Subject: FW: DURBIN: DEPARTMENT OF EDUCATION TIGHTENS CONTROLS ON ITT TECH

In lieu of Ian's presence, we need to huddle this afternoon and assess whether or not a teach-out plan
for ITT is appropriate.
The relevant DOE letter is attached.

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE I Suite 980 I Washington, DC 20002
www.acics.org I 202.336.6781 - p I 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits
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CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may
contain information that is confidential and/or privileged in some way. Distribution or copying of this
communication or the information contained herein is not expressly authorized. ACICS reserves the right to
disclose this communication as required by law without the consent of the persons or entities to which this
communication is addressed.

DICK DURBIN
U N l l ED

STATES

SENATOR

ILLINOIS
For Immediate Release
Contact: Christina Mulka
October 19, 2015

DURBIN: DEPARTMENT OF EDUCATION TIGHTENS
CONTROLS ON ITT TECH
[WASHINGTON, D.C.] - U.S . Senator Dick Durbin (D-IL) responded today to
a move by the Department of Education to tighten controls over ITT Tech
after finding that the for-profit college - facing investigations by the
Department of Justice and at least 18 state Attorneys General and lawsuits
by the Consumer Financial Protection Bureau and the Securities and
Exchange Commission- failed to meet its fiduciary obligations and the
administrative capability standards required of institutions participating in
Title IV federal funding programs. The announcement was made in a letter
from the Department to ITT Tech .
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ITT Tech currently operates at least four campuses in Illinois including
Arlington Heights, Orland Park, Oak Brook, and Springfield. Earlier today,
the for-profit college chain announced that it would be suspending new
enrollments at several of its campuses around the country.

"The bright lights of state and federal regulators are shining on the
wrongdoing and abuses of ITT Tech like never before," said Durbin.
"At the same time, this company, deemed 'not financially
responsible' by the U.S. Department of Education, continues to
receive billions in federal Title IV dollars. Isn't it time to protect
students and taxpayers and turn out the lights at ITT?"

ITT Tech

In May, following the Securities and Exchange Commission's lawsuit against
ITT Tech and two of its executives for fraud, Durbin called on the Illinois
Board of Higher Education to take appropriate action against ITT Tech to
protect current students and ensure that additional students are not
harmed . He also sent a letter to Secretary of Education, Arne Duncan,
requesting information about the actions the Department has taken, and
will take, to investigate and respond to fraud and other wrongdoing at
Career Education Corporation, Education Management Corporation and ITT
Tech.

For-Profit College Industry

For-profit institutions of higher education enroll about 10 percent of all
college students, but take in 20 percent of the Department of Education's
federal student aid funds and account for 44 percent of student loan
defaults. Since the collapse of Corinthian Colleges, Incorporated, the forprofit college industry is experiencing a long overdue reckoning as state and
federal investigations and lawsuits against the largest companies continue
to accumulate.
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ITT Tech is under investigation by at least 18 state Attorneys General and
the U.S. Department of Justice and is being sued by the New Mexico
Attorney General, the Consumer Financial Protection Bureau, the Securities
and Exchange Commission.

Education Management Corporation is under investigation by at least 14
state Attorneys General and is being sued by the Colorado Attorney General
and the U.S. Department of Justice.

Career Education Corporation is under investigation by 21 state Attorneys
General.

Other major for-profit college chains such as DeVry, Westwood, and Kaplan
are also facing additional regulatory scrutiny.

- 30-
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From:
Sent:
To:

Subject:

John Euliano <jeuliano@GKBlnvestments.com>
10/20/2015 3:33:16 PM -0400
Albert C. Gray <ExchangeLabs/Exchange Administrative Group
(FYDI BOH F23SPDLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e
0-agray>; Ms. Jeanne Herrmann <jherrmann@globeuniversity.edu>; Dr.
k@gmail.com>; Edward Thomas
Lawrence Leak Kb)(6)
kb)(6)
@gmail.com)
RE: DURBIN: DEPARTMENT OF EDUCATION TIGHTENS CONTROLS
ON ITT TECH

Of course this puts us in a bad spot.

The DOE likes to say Corinthian was accredited all the way up to the point of filing bankruptcy, but fa ils
to mention that it was THEIR action that caused the bankruptcy.

So here we go again ..... We have nothing on ITT to cause us to show cause/ close/ terminate their
accreditation .... And the DOE swoops in ...wreaks havoc on their financials ... and then expects us to shut
them down because of their financial instability.

This is absolutely ridiculous ... . And politics is ruining t he education sector.

With that being said, we have to do something so as to not look like we are sitting on our hands.

It's a wonderful day in the neighborhood,

John

From: Albert C. Gray [mailto:agray@acics.org]

Sent: Tuesday, October 20, 2015 3:17 PM
To: Ms. Jeanne Herrmann <jherrmann@globeuniversity.edu>; John Euliano
<jeuliano@GKBlnvestments.com>; Dr. Lawrence Leak <fb)(6)
Wgmail.com>; Edward Thomas
(edthomascsu@gmail.com) f bl(6)
~gmail.com>
Subject: RE: DURBIN: DEPARTMENT OF EDUCATION TIGHTENS CONTROLS ON ITT TECH
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Absolutely. Here is the immediate plan subject to thoughts of this committee. We are drafting an
adverse letter this afternoon in which we are requiring a response on all of the compliance issues; but
more importantly we will require ITT to provide a "contingency plan" on how they will prepare teachout plans if ACICS issues that requirement, including a timeline to accomplish having approved teachout plans in place. No teach-out plans required yet, but we want evidence that they are prepared for
that contingency. We have been receiving bi-weekly cash flow reports from ITT so we will analyze
financial stability and report to FRC in December. If the latest DOE restrictions impose financia l stress
we should see that in the bi-weekly cash flow analysis. If we do perceive high risk and instability then I
think the Council must show-cause ITT. We are probably not there at this time.

We will be contacted by the media on this and will make sure they are aware that we are watching ITT
closely and have instituted our own "Heightened Cash Monitoring" . I would be interested in your
thoughts.

Al

From: Jeanne Herrmann [mailto:JHerrmann@globeuniversity.edu]
Sent: Tuesday, October 20, 2015 2:30 PM
To: Albert C. Gray; Mr. John Euliano; Dr. Lawrence Leak; Edward Thomas j(b)(6)
t@gmail.com)
Subject: RE: DURBIN: DEPARTMENT OF EDUCATION TIGHTENS CONTROLS ON ITT TECH

Unless we want to be in the same place we landed with CCi, I think it's critical to consider a different
path.

Jeanne Herrmann
Chief Operating Officer
Corporate Support - Operations

Phone: 651.332.8012
Cell: ....
f b_
)(6_) _ __,

http://www.globeuniversity.edu
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From: Albert C. Gray fmailto:agray@acics.org1
Sent: Tuesday, October 20, 2015 1:08 PM
To: Mr. John Euliano < jeuliano@gkbinvest m ents.com>; Dr. Lawrence Leak
kb)(6)
(Q)gm ail.com>; Edward Thomas ¥b)(6)
l@gmail.com)
!/bl/6)
@gmail.com>; Jeanne Herrm ann <JHerrmann@globeuniversity.edu>
Subject: FW: DURBIN : DEPARTMENT OF EDUCATION TIGHTENS CONTROLS ON ITT TECH

Executive Committee,

More bad news for ITT. We are considering recommended ACICS
action/response at this time.

Al

DICK DURBIN
UN l l

tD

STA T tS

StNATDR

ILLINOIS
ED00016651
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For Immediate Release
Contact: Christina Mulka
October 19, 2015

DURBIN: DEPARTMENT OF EDUCATION TIGHTENS
CONTROLS ON ITT TECH

[WASHINGTON, D.C.] - U.S. Senator Dick Durbin (D-IL) responded today to
a move by the Department of Education to tighten controls over ITT Tech
a~er finding that the for-profit college - facing investigations by the
Department of Justice and at least 18 state Attorneys General and lawsuits
by the Consumer Financial Protection Bureau and the Securities and
Exchange Commission- failed to meet its fiduciary obligations and the
administrative capability standards required of institutions participating in
Title IV federal funding programs. The announcement was made in a letter
from the Department to I TT Tech.

ITT Tech currently operates at least four campuses in Illinois including
Arlington Heights, Orland Park, Oak Brook, and Springfield. Earlier today,
the for-profit college chain announced that it would be suspending new
enrollments at several of its campuses around the country.

"The bright lights of state and federal regulators are shining on the
wrongdoing and abuses of ITT Tech like never before," said Durbin.
"At the same time, this company, deemed 'not financially
responsible' by the U.S. Department of Education, continues to
receive billions in federal Title IV dollars. Isn't it time to protect
students and taxpayers and turn out the lights at ITT?"

ITT Tech

In May, following the Securities and Exchange Commission's lawsuit against
ITT Tech and two of its executives for fraud, Durbin called on the Illinois
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Board of Higher Education to take appropriate action against ITT Tech to
protect current students and ensure that additional students are not
harmed. He also sent a letter to Secretary of Education, Arne Duncan,
requesting information about the actions the Department has taken, and
will take, to investigate and respond to fraud and other wrongdoing at
Career Education Corporation, Education Management Corporation and ITT
Tech .

For-Profit College Industry

For-profit institutions of higher education enroll about 10 percent of all
college students, but take in 20 percent of the Department of Education's
federal student aid funds and account for 44 percent of student loan
defaults. Since the collapse of Corinthian Colleges, Incorporated, the forprofit college industry is experiencing a long overdue reckoning as state and
federal investigations and lawsuits against the largest companies continue
to accumulate.

ITT Tech is under investigation by at least 18 state Attorneys General and
the U.S. Department of Justice and is being sued by the New Mexico
Attorney General, the Consumer Financial Protection Bureau, the Securities
and Exchange Commission.

Education Management Corporation is under investigation by at least 14
state Attorneys General and is being sued by the Colorado Attorney General
and the U.S. Department of Justice.

Career Education Corporation is under investigation by 21 state Attorneys
General.

Other major for-profit college chains such as DeVry, Westwood, and Kaplan
are also facing additional regulatory scrutiny.

-30-
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CONFIDENTIALITY STATEMENT: This electronic message contains
information from the Globe Education Network of schools, may be
confidential and is intended to be for the use of the individual or entity
named above. If you are not the intended recipient, be aware that any
disclosure, copying, distribution or use of the contents of this message is
prohibited. If you have received this message in error, please immediately
advise the sender by reply e-mail and delete the message and any
attachments.
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From:
Sent:
To:

Subject:

Jeanne Herrmann <JHerrmann@globeuniversity.edu>
10/20/2015 2:29:42 PM -0400
Albert C. Gray <ExchangeLabs/Exchange Administrative Group
( FYDIBOH F23SPDLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e
0-agray>; Mr. John Euliano <euliano@gkbinvestments.com>; Dr.
gmail.com>; Edward Thomas
Lawrence Leak (b)(6)
!(b)(6)
@gmail.com)
RE: DURBIN: DEPARTMENT OF EDUCATION TIGHTENS CONTROLS
ON ITT TECH

Unless we want to be in the same place we landed with CCi, I think it's critical to consider a different
path.

Jeanne Herrmann
Chief Operating Officer
Corporate Support - Operations

Phone: 651.332.8012
Cell: fb)(6)

http://www.globeuniversity.edu

From: Albert C. Gray [mailto:agray@acics.org)
Sent: Tuesday, October 20, 2015 1:08 PM
To: Mr. John Euliano <jeuliano@gkbinvestments.com>; Dr. Lawrence Leak
fbl(6)
l@gmail.com>; Edward Thomas ff/b\/6\
@gmail.com)
1(b)(6)
!@gmail.com>; Jeanne Herrmann <JHerrmann@globeuniversity.edu>
Subject: FW: DURBIN: DEPARTMENT OF EDUCATION TIGHTENS CONTROLS ON ITT TECH
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Executive Committee,

More bad news for ITT. We are considering recommended ACICS
action/response at this time.

Al

DICK DURBIN
UN l l

tO

STATtS

StNATOR

ILLINOIS
For Immediate Release
Contact: Christina Mulka
October 19, 2015

DURBIN: DEPARTMENT OF EDUCATION TIGHTENS
CONTROLS ON ITT TECH

[WASHINGTON, D.C.] - U.S. Senator Dick Durbin (D-IL) responded today to
a move by the Department of Education to tighten controls over ITT Tech
a~e r finding that the for-profit college - facing investigations by the
Department of Justice and at least 18 state Attorneys General and lawsuits
by the Consumer Financial Protection Bureau and the Securities and
Exchange Commission- failed to meet its fiduciary obligations and the
administrative capability standards required of institutions participating in
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Title IV federal funding programs. The announcement was made in a letter
from the Department to ITT Tech.

ITT Tech currently operates at least four campuses in Illinois including
Arlington Heights, Orland Park, Oak Brook, and Springfield. Earlier today,
the for-profit college chain announced that it would be suspending new
enrollments at several of its campuses around the country.

"The bright lights of state and federal regulators are shining on the
wrongdoing and abuses of ITT Tech like never before," said Durbin.
"At the same time, this company, deemed 'not financially
responsible' by the U.S. Department of Education, continues to
receive billions in federal Title IV dollars. Isn't it time to protect
students and taxpayers and turn out the lights at ITT?"

ITT Tech

In May, following the Securities and Exchange Commission's lawsuit against
ITT Tech and two of its executives for fraud, Durbin called on the Illinois
Board of Higher Education to take appropriate action against ITT Tech to
protect current students and ensure that additional students are not
harmed. He also sent a letter to Secretary of Education, Arne Duncan,
requesting information about the actions the Department has taken, and
will take, to investigate and respond to fraud and other wrongdoing at
Career Education Corporation, Education Management Corporation and ITT
Tech.

For-Profit College Industry

For-profit institutions of higher education enroll about 10 percent of all
college students, but take in 20 percent of the Department of Education's
federal student aid funds and account for 44 percent of student loan
defaults. Since th e collapse of Corinthian Colleges, Incorporated, the forprofit college industry is experiencing a long overdue reckoning as state and
federal investigations and lawsuits against the largest companies continue
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to accumulate.

ITT Tech is under investigation by at least 18 state Attorneys General and
the U.S. Department of Justice and is being sued by the New Mexico
Attorney General, the Consumer Financial Protection Bureau, the Securities
and Exchange Commission.

Education Management Corporation is under investigation by at least 14
state Attorneys General and is being sued by the Colorado Attorney General
and the U.S. Department of Justice.

Career Education Corporation is under investigation by 21 state Attorneys
General.

Other major for-profit college chains such as DeVry, Westwood, and Kaplan
are also facing additional regulatory scrutiny.

-30-

CONFIDENTIALITY STATEMENT: This electronic message contains information from the
Globe Education Network of schools, may be confidential and is intended to be for the use
of the individual or entity named above. If you are not the intended recipient, be aware
that any disclosure, copying, distribution or use of the contents of this message is
prohibited. If you have received this message in error, please immediately advise the
sender by reply e-mail and delete the message and any attachments.
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From:
Sent:
To:

Subject:

Shawn Crawford at HQ <SCrawford@itt-tech.edu>
6/18/2015 12:31 :13 PM -0400
Albert C. Gray <Exchangel abs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e
0-agray>
RE: ITT Educational Services, Inc. - Additional Reporting (Sent on behalf
of Kevin M. Modany)

Al:
Since a photo of you and the Senator was featured, I've taken the liberty of pasting the article in below.

Worth noting, the caption to the photo references how you were being "grilled" . ..

June 18, 20 15

How a For-Profit's Implosion Could Be
a Game-Changer for College Oversight

Chronicle photo by Goldie Rlumcnstyk

Sen. Elizabeth WaiTen grills Albert C. Gray, president of the agency that accredited Corinthian
Colleges, at a hearing on Wednesday: "How many federal and state agencies need to file
lawsuits" before the accreditor takes action?
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By Goldie Blumenstyk
Washington

Last week's loan-forgiveness plan for students who attended Corinthian
Colleges' closed campuses will very likely have ramifications that extend to
all of higher education.
The U.S. Department of Education's actions are unprecedented in scope,
opening the door to the possibility that thousands of defrauded students
could see their federal loan debts wiped away in one fell swoop, at a
potential cost to taxpayers of hundreds of millions of dollars.
By many accounts, the move could also change how accreditors, states, and
the federal government handle quality assurance of college programs.
"If we are going to be discharging a significant amount of debt, it means we
have to pay much more attention" says David A. Bergeron, a senior fellow
at the Center for American Progress who long served as an Education
Department official.
Pauline Abernathy, vice president of the Institute for College Access and
Success, says the move represents a shift in responsibility, making the
government, not just the students, financially liable for loans used at
colleges that defraud their students.
"The stakes to the students have been very clear for a very long time," says
Ms. Abernathy. Now the Education Department, state regulators, and
accreditors will face pressure "to all act much sooner" to prevent abuses that
could justify a loan discharge, she adds.
Yet it's hardly clear that any of those actors are equipped or inclined to take
on the responsibilities the department's latest actions could require. Even
though attorneys general across the country have undertaken investigations
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of for-profit colleges, lawmakers in Florida, for instance killed a bill this
week that would have targeted low-quality institutions.

Sticking Taxpayers With the Bill
In some cases, the parties might not believe they are even justified to act.
That was made visible on Wednesday, during a testy face-off at a Capitol
Hill hearing that left several Democratic senators exasperated by the stance
of one of the accredition-agency leaders invited to testify.
Sen. Elizabeth Wan-en, in particular, grilled the president of the Corinthian
campuses' accreditor for leaving their accreditations intact "right up to the
minute they closed." She also questioned why his agency continued to
accredit the campuses of another for-profit-college company, ITT
Educational Services, despite the accusations it faces from state attorneys
general, the Consumer Financial Protection Bureau, and the U.S. Securities
and Exchange Commission.
"How many federal and state agencies need to file lawsuits" before the
accreditor takes action? asked Ms. Warren, a Democrat from Massachusetts.
"The accrediting agency continued to look the other way, and now students
and taxpayers are stuck with the bill."
Albert C. Gray, president of the Accrediting Council for Independent
Colleges and Schools, responded that his agency had increased its watch
over several of the colleges but had not withdrawn accreditation because
"our council makes recommendations based on facts, not allegations."
Although the Education Department has taken several actions against
Corinthian, including its decision to restrict loan advances to the company
last summer and its imposition of a $30-million fine against its Heald
Colleges in April, the company has disputed the many allegations against it
by the federal government and other agencies. ITT also disputes the
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accusations against it.
"Are you saying there was no evidence that Corinthian Colleges lied to their
students?" Ms. Warren pressed, while another skeptical Democrat, Sen.
Chris Murphy of Connecticut, advised Mr. Gray "there would be much more
faith in the accrediting process" if he would have acknowledged that "we
missed this one."
Yet while the caution the accrediting agency showed may have been legally
proper, accreditation leaders who watched the Senate hearing and who have
been following the news cycles acknowledged that accreditors can't just
duck expectations that they play some role in protecting against fraud.
"We need to take a look at whether it ought to be an accreditor
responsibility, and if it is an accreditor responsibility, how?" said Judith S.
Eaton, president of the Council for Higher Education Accreditation. "How
do we get into the appropriate preventative role?"

Potential Costs Are Steep
The details of exactly who will be eligible to have their federal loan
obligations wiped away remain to be worked out -

to the consternation of

both student advocates, who hope the process won't be too restrictive, and
fiscal hawks, who worry that these discharges and future ones will become
too costly to taxpayers.
"My concern is that, down the road, being 'defrauded' means something
different," says Lindsey Burke, an education-policy fellow at the rightleaning Heritage Foundation.
It's not just those in right-leaning organizations who have that worry. Mr.
Bergeron, of the Center for American Progress, says there's a danger that "if
the department goes overboard in forgiving loans, it could unde1mine the
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financial and political viability of the student-loan system."
Along with the Corinthian situation and the pending legal actions against
ITT, major legal cases are now underway against colleges owned by the
Education Management Corporation and Stevens-Henager College (both of
which are being sued by the U.S. Department of Justice, among others). Any
of those lawsuits could result in findings that justify loan discharges based
on fraud.
Strictly speaking, the Education Department hasn't announced a new policy;
it's just beginning to put in place a process that will allow borrowers to
exercise a legal right they've had since the early 1990s.
But the department's action is notable for several reasons. For one, it has
agreed to provide loan discharges to thousands of students at Corinthian's
Heald College based on its own finding that the college systematically
misled students about its job-placement rates.
It has also put into motion the steps for a discharge process for other
students who believe they have been defrauded by their college. And for the
first time in history, the department plans to appoint a special master to
review claims by students who contend they deserve loan discharges
because they were defrauded by Corinthian or other colleges.
"It's a significant change," says Robyn Smith, a lawyer at the National
Consumer Law Center who calls the creation of the process a welcome sign
"that the department recognizes there are large numbers of students who
have been harmed."
And while some observers have speculated that the policy could also open
the door to widespread demands for loan discharges law students misled by job-placement promises -

think disgruntled

several higher-education

observers call such concerns a red herring. The key problems, they say,
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come from colleges found to have systematically lied to students. The real
question is what standard of proof the department will require to allow a
discharge.
For example, several for-profit-college companies have been sued or are
under investigation by state attorneys general. And often when such cases
are resolved, the settlements include language saying that the college does
not admit wrongdoing. Will borrowers from those colleges be able to cite
the settlement as grounds for a discharge?
For Eileen Connor, a lawyer with the New York Legal Assistance Group,
that's a very real question. The organization represents students who
attended colleges owned by the Career Education Corporation, which settled
a case with the State of New York in 2013 for misrepresenting jobplacement rates.
Ms. Smith, of the National Consumer Law Center, says she hopes the
Corinthian incident will prod the Education Department to become more
assertive against colleges that mislead students -

and to try to recover the

cost of the loan discharges from the colleges, not the taxpayers.
"They should be seeking as much as they can" before the colleges shut
down, she says.
But Mr. Bergeron, the fonner Education Department official, notes that the
organizational structure of the department may work against that, since it is
responsible both for ensuring fraud does not occur and for granting loan
discharges to borrowers who believe they are victims of it. If the agency is
worried about costing the taxpayers money, those two objectives may
conflict with each other.
Senator Warren, who has proposed moving the student-loan complaint
system out of the Education Department and into the Consumer Financial
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Protection Bureau, says the department ought to be able to balance the two
priorities when it comes to loan discharges for fraud. The department "has
power to cut off aid to fraudulent schools long before students are hurt and
taxpayer dollars are wasted," she said in a written statement to The
Chronicle. "If they don't want taxpayers to pay for discharges when students
get cheated, [department officials] should invest the time and resources
early to make sure predatory schools never cheat those students in the first
place."
That may be easier said than accomplished.
Goldie Blumenstyk writes about the intersection of business and higher
education. Check out www.goldieblumenstyk.com for information on her
new book about the higher-education crisis; follow her on Twitter
@GoldieStandard: or email her at goldie@chronicle.com.

From: Albert C. Gray [mailto:agray@acics.org]

Sent: Thursday, June 18, 2015 12:02 PM
To: Shawn Crawford at HQ
Subject: RE: ITT Educational Services, Inc. - Additional Reporting (Sent on behalf of Kevin M.
Modany)

Shawn,

We appreciate your sending the information along to us as you report to ED. No
additional information is needed at this t ime.

I haven't seen the Chronicle article, not sure why since I am an on-line subscriber.
But several people have told me that they thought the rantings of Senators Warren,
Franken and Murphy were handled well in my responses. It is difficult since they
never al low you to finish a statement without jumping in; and they refuse to hear
facts. It's just pure politics.
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Al

Albert C. Gray, Ph.D.

President & CEO
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6778 - p 1202.464.5621 - f .....
fb_
)<5_> _ __.I- c
Follow us on Twitter - http://twitt er.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits

VEGAS
2015
THE ACICS ANNUAL CONFERENCE AND BUSINESS MEETING
May 27 - 29, 2015
Las Vegas, Nevada
REGISTER HERE Today!
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From: Shawn Crawford at HQ [mailto:SCrawford@itt-tech .edu]

Sent: Thursday, June 18, 2015 11: 13 AM
To: Albert C. Gray
Subject: RE: ITT Educational Services, Inc. - Additional Reporting (Sent on behalf of Kevin M.
Modany)

Al:
Please let us know if you require any additional infonnation with respect to our additional reporting to
ED.

Also, I saw the article in The Chronicle this morning, and thought that your response to Ms. Warren was
outstanding.

Have a wonderful day.

Shawn

From: Robin Shapiro at HQ

Sent: Thursday, June 18, 2015 11:09 AM
To: Albert C. Gray
Cc: Shawn Crawford at HQ

Subject: FW: ITT Educational Services, Inc. - Additional Reporting (Sent on behalf of Kevin M.
Modany)

Dear Dr. Gray,

Please find attached our most recent submission to the Department of Education.

I've also attached our proposed schedule of additional reporting submissions through
the end of the year.
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Thank you,
Robin

Robin M. Shapiro

Director, Regulatory Affairs
ITT Educational Services, Inc.

317-706-9276
rsha piro@itt-tech .ed u

From: Robin Shapiro at HQ

Sent: Monday, June 15, 2015 4: 15 PM
To: Tiffany.Hill@ed.gov; Byron.Scott@ed.gov
Cc: michael.Frola@ed.gov; Kevin Modany at HQ; Dan Fitzpatrick at HQ; Ryan
Roney at HQ; Shawn Crawford at HQ; But ner, Blain (bbutner@cooley.com)
Subject: ITT Educational Services, Inc. - Additional Reporting (Sent on behalf of
Kevin M. Modany)

Dear Ms. Hill and Mr. Scott,

Please find attached our second report of additional information from ITT
Educational Services, Inc. as requested in Michael Frola's letter of May 20, 2015.
The following documents are included:

• Cover Letter
• 13-week Projected Cash Flow Statement - The file is encrypted. I will send
you the password for the file in a separate e-mail.
• Business and Financial Disclosures - The file is encrypted . I will send you the
password for the file in a separate e-mail.

Please feel free to contact me if you have any questions. Thank you in advance for
confirming receipt of the information.
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Sincerely,

Robin M. Shapiro
Director, Regulatory Affairs
ITT Educational Services, Inc.

317-706-9276
rsha piro@itt-tech .ed u
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From:
Sent:
To:

CC:

"Fernandez-Rosario, Martina" <Martina.Fernandez-Rosario@ed.gov>
10/10/2014 6:16:00 PM -0400
"Thornton, Cynthia" <Cynthia.Thornton@ed.gov>;
teri.stanfill@azppse.gov; joanne.wenzel@dca.ca.gov;
georgia.roberts@dhe.state.co.us; susan.hood@fldoe.org;
sam.ferguson@fldoe.org; ccam@npec.state.ga.us;
carolyn.small@iowa.gov; cullen@ibhe.org; sarah.levy@ky.gov;
kcpe@ky.gov; approvalquery@bhe.mass.edu;
sackerball@mhec.state.md.us; beamishm@michigan.gov;
george.roedler@state.mn.us; leroy.wade@dhe.mo.gov;
rusty.monhollon@dhe.mo.gov; michelle.robinson@njhe.state.nj.us;
Sondra. Fountain@dol.state.nj.us; Robert.Grimmie@dol.state.nj.us;
dperlman@cpe.state.nv.us; ezunon@mail.nysed.gov;
mborden@mail.nysed.gov; ltemplem@mail.nysed.gov;
mkrupcza@mail.nysed.gov; john.ware@scr.state.oh.us;
alethia.miller@state.or.us; matt.barber@state.or.us; ra-pls@pa.gov; raCOLLUNIVSEMINFO@state.pa.us; catherine.bingle@twc.state.tx.us;
cathie.maeyaert@THECB.state.tx.us; JoeDeFilippo@schev.edu;
SylviaRosaCasanova@schev.edu ; pspencer@wtb.wa.gov;
michaelb@wsac.wa.gov; stotler@hepc.wvnet.edu;
elaine.marces@wyo.gov; mwinegar@utah.gov; julie.woodruff@tn.gov;
david .dies@eab.wisconsin.gov; annie.walker@dvs.virgina.gov;
lorna.candler@dhe.state.co.us; Rebeca.Becerra@calvet.ca.gov;
billc@npec.state.ga.us; brenda.germann@arkansas.gov;
clinton.w.dick@state.ma.us; rachael.pauze@state.ma.us;
MaryJayne.Fay@state.ma.us; kevin.scanlon@state.ma.us;
Layla.D'Emilia@state.ma.us; clambert@accsc.org; Joseph Gurubatham
<ExchangeLabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/2839eec7707f4128a4de87103ed162f4
-JGurubatham>; smanning@hlcommission.org; kbell@wascsenior.org;
coberg@wascsenior.org; mepetrisko@wascsenior.org;
rwinn@wascsenior.org; "Coughlin, Betty" <Betty.Coughlin@ed.gov>;
"Frola, Michael" <Michael.Frola@ed.gov>; "Gifford, Nancy Paula"
<Nancy.Paula.Gifford@ed.gov>; "LoBosco, Ralph"
<Ralph.LoBosco@ed.gov>; "Miller, Christopher"
<Christopher.Miller@ed.gov>; "Parrott, Douglas"
<Douglas.Parrott@ed.gov>; "Bennett, Ron" <Ron.Bennett@ed.gov>;
"Minor, Robin" <Robin.Minor@ed.gov>; "Chauvin , Karen"
<Karen.Chauvin@ed.gov>; "White, Carolyn" <Carolyn.White@ed.gov>;
"Gust, Mary" <Mary.Gust@ed.gov>; "Pickett, Veronica"
<Veronica.Pickett@ed.gov>; "Lawrence, Andrew"
<Andrew.Lawrence@ed.gov>; "'Johnson, Jacqueline"'
<jjohnson@ksbor.org>; Karen Solinski (ksolinski@hlcommission.org);
deh uber@nd .gov; martina.mu rray@dvs.virg inia .gov;
'Annette.funderburk@dpe.edu'; 'Tivoli.nash@dpe.edu';
'mailto:Elizabeth.French@ache.alabama.gov'; "Pankey, Laura"
<Laura.Pankey@ed .gov>; "Hochhalter, Kathleen"
<Kathleen.Hochhalter@ed.gov>; "Palumbo, Gayle"
<Gayle. Palu mbo@ed.gov>
'MILLER Alethia - HECC' <alethia.miller@ode.state.or.us>; '"Landis,
Patricia A (PDE)"' <plandis@pa.gov>; 'DUNFORD Helen - HECC'
<helen.dunford@ode.state.or.us>; Anthony Bieda
<Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/3625966aa21b477ea17337561576fd9
f-ABieda>; 'Carolyn.small@iowa.gov.'; "'Powell, Travis (CPE)"'
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Subject:
Attachments:

<TravisA.Powell@ky.gov>; Bobbi.Lum-Mew@dcca.hawaii.gov; '"Miller,
Ross (CHE)"' <rmiller@che.l N.gov>; "'McElmurray, Michelle (Education
Cabinet)"' <Michelle.McElmurray@ky.gov>; "'Holbrook, Rosemary G
(Education Cabinet)"' <Rosemary.Holbrook@ky.gov>; "'Hunt, Jody"'
<hunt@ibhe.org>; 'mailto:Keith.Boylan@calvet.ca.gov';
'mailto:James.Vanderbilt@calvet.ca.gov'; "'Sauer, Ken (CHE)'"
<KSauer@che.lN.gov>; "Campbell, Alekia" <Alekia.Campbell@ed.gov>;
"Moya, Jesus" <Jesus.Moya@ed.gov>; "Nave, Tracy"
<Tracy.Nave@ed.gov>; "'Walker. Annie (DVS)"'
<annie.walker@dvs.virginia.gov>; 'Rifredi, Leeza@DCA'; Albert C. Gray
<Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e
0-agray>
RE: Joint Meeting with External Oversight Partners
CCI Meeting With Oversight Partners #13 10 08 2014 Notes.docx

We want to thank you ALL again for your continued participation in our weekly
meetings. The notes from our last meeting on Wednesday, October 8, 2014 are
attached.
Our next meeting will be on October 29,h. If any1hing of urgency comes up and we
need to have a meeting, Ms. Gayle Palumbo, Compliance Manager on the San
Francisco/Seattle SPDwill send you all a separate outlook invite. The Call-In number
will remain the same.
Thank you.
Martina
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Meeting with external partners/oversight agencies #13: NOTES
Wednesday, October 8, 2014 1:00pm PST
In keeping with our commitment to share any relevant information we receive on the CCI situation, we have
established a standing weekly meeting so that we can share information and to try to answer any questions you
might have.

Occurs every Wednesday at 1:00 PM PST, 3:00 CST, 4:00 pm EST
Conference Call N umber: 866-802-5030
Participant Code: 8175416

Please note:
Unless it is necessary, we will NOT hold this meeting over the next two weeks. Ifthere is a need for a
meeting, a new calendar invite will be sent out to everyone on the current distribution list. Gayle
Palumbo, Compliance Manager with the San Francisco/Seattle SPD will be the contact person in case of
any urgent matters related to CCI. She has been following the CCI case very closely.

Next meeting is scheduled for October 29, 2014.
This week:
•

•

•

The Depaitment has continued to provide Title IV funds to CCI on a weekly basis to fund operations
and to avoid a precipitous closure of the schools. The Department released another $50.5 mil. in Title
IV to CCI for student disbursements this week.
We have heard that there are some CIO negotiations; however, we don ' t have any specific information
at our level that we can share at this time. If we become aware of any CIO application that is submitted
to any of the Divisions, we will be sure to provide an update. As we heard during the meeting, others
have also heard of the potential sales; however, there is no specific inf01mation at this time.
Sr. Officials at the Department plan to revisit the terms of the OA and determine next steps, if necessary,
given any progress that may have been made on the sale of the schools. While we don't know the exact
timeframe, we expect it to be in the near future. We will provide any information we can share as soon
as it becomes available. As of now, things remain status quo.

New and/or updated teach-out agreements we've received from CCi. Addendums to previous teach-out
agreements are to be use together; original and addendum - submitted for the following schools:
• Everest Institute-Grand Rapids: Dated July and August 2014
• Everest Institute-Pittsburg, Pennsylvania: July 2014
• Everest Institute-Southfield, Michigan: July 2014
• Everest Institute-Dearborn, Michigan: July 2014
• Everest Institute-Detroit, Michigan: July 2014
• Everest Institute-Kalamazoo, Michigan: July 2014
• WyoTech- Blairsville, Pennsylvania: July 2014
Action taken by ACCSC: Letter issued 9/15/2014 placing all CCI schools on a system-wide Warning status. Chris
Lambert advised that there is no further update at this time since CCI's response is not yet due (response due in December
2014). All CCI Schools remain on the reporting requirement for placement information. Chris also indicated that he
1
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expects to be able to provide some additional information on the Cross Lanes and Eagan locations of CCI (teach-out
schools), at our next meeting.

Other discussion/Concerns:
Question for the group:
G iven the financial situation with CCI, how prepared are we to handle an unexpected closure of the schools?
What should be our action plan be if there is a precipitous closure:
We agreed that we all share the same concern in that none of our agencies are fully prepared to deal with the
magnitude of a potential CCI system-wide closure. Some suggestions provided by the group:
• Have the Department provide a standard message that can be posted on each of the oversight agency's
website so that we have a consistent message for all students;
• Better coordination by the Servicers in responding to student inquiries about loan discharges: The
Servicers reach-out to students after the closure information is processed in our PEPS system. This may
take a week or so. We need to let students know that they shouldn't try to file closed school loan
discharges until after about a week ofany closure.
• We also must not lose the focus on the Distance ED students: The Department has begun some
additional work on this, so we appreciate the continued reminderfrom the group;
• Post the contact information that has been provided to the Department from the oversight agencies .
We 're also working on accomplishing this.
For any questions on the teach-out agreements, we encourage you to continue to work with CCI. You can also
reach out to Gayle Palumbo for any CCI related questions that may come up prior to our next meeting on
October 29th .

Reminders:
(1) The website that has been set up to relate CCI information to the public/students:
https://studentaid.ed.gov/about/announcements/corinthian

•
•

It has useful information about the Teach-out schools by OPEID's including any additional locations.
It also has a Frequently Asked Questions section related to the teach-outs and sale of certain schools.

Reminder of Department of ED contacts for the various States/Regions:
School Eligibility Service Group Director: Ron Bennett

New York/Boston Division: Betty Coughlin; Tracy Nave; Patrice Fleming; Chris Curry
States Covered: Connecticut, Maine, Massachusetts, New Hampshire, Rhode Island, Vermont, New Jersey, New York, Puerto Rico,
Virgin Islands
Philadelphia Division: Nancy Gifford, John Loreng, Sherrie Bell
States Covered: DC, Delaware, Mwyland, Pennsy lvania, Virginia, West Virginia 2
Foreign Schools Division: Mike Frola, Barbara Hemelt, Joseph Smith
Atlanta Division: Christopher Miller, David Smittick
States Covered: Alabama, Florida, Georgia, Mississippi, North Carolina, South Carolina
Dallas Division: Cynthia Thornton, Jesus Moya, Kim Peeler
States Covered: Arkansas, Louisiana, New Mexico, Oklahoma, Texas
Kansas City Division: Ralph LoBosco, Dvak Corwin, Jan Brandow

2
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States Covered: Iowa, Kansas, Kentucky, Missouri, Nebraska, Tennessee
Chicago/Denver Division: Douglas Parrott, Earl Flurkey, Brenda Yette
States Covered: Jllinois, Minnesota, Ohio, Wisconsin, Indiana, Colorado, Michigan, Montana, North Dakota, South Dakota, Utah,
Wyoming
San Francisco/Seattle Division: Martina Fernandez-Rosario, Dyon Toney, Gayle Palumbo, Erik Fosker
States Covered: American Samoa, Arizona, California, Guam, Hawaii, Nevada, Palau, Marshall Islands, North Marianas, State of
Micronesia, Alaska, Idaho, Oregon, Washington

3
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From:

Anthony Bieda <EXCHANGELABS/EXCHANGE ADMINISTRATIVE GROUP
(FYDIBOHF23S PDLT)/RECIPIENTS/3625966M218477EA17337561576FO9
F-ABIEDA>

Sent:
To:

CC:

Subject:

5/1/2015 9:29:34 AM -0400
Albert C. Gray <ExchangeLabs/Exchange Administrative Group
(FYDIBOH F23S POLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e0ag ray>
Ian Harazduk <ExchangeLabs/Exchange Administrative Group
(FYDIBOHF23S PDLT)/Recipients/653bda8a64144114820bfcbf53b7514e1Harazduk>
RE: Letter to Dr. Albert Gray

By the way, the accolades for how this train wreck has been hand led to date are
pouring in:

Wyo Tech students, instructors dazed by news of closure
By Aliyah Mohammed - Fremont Bulletin
The WyoTech campus in Fremont and Everest and Heald col leges across the state
shuttered abruptly Monday, causing uncertainty for students and instructors.
On Sunday, students and teachers heard that career-college giant Corinthian
Colleges Inc., whose widely publicized impending collapse over the last year had
worried students who had taken out large loans for a chance to better thei r lives,
wou ld shut down Monday.
This came as a shock for many students, who had been given reassurances from the
administrat ion and recruiters that the schools -- which were hoping to get acquired - would remain unaffected by any ownership changes.
Some students who walked onto campus on Monday afternoon had no idea the
school had shut down, and expressed disbelief as they walked out. Information
sessions were held for the 385 students at the WyoTech campus this week, letting
students know what their options are.
Some students commenting on the WyoTech Fremont Facebook page expressed their
sadness and disappointment that the school was closing, and concerns about their
loans.
Jo Ann Kay posted, "Super sad day -- this really sucks. A really good group of people
affected, both students and staff."
Other expressed their anger and frustration with the college, including Jeffery
Nelson, who posted, "You should have provided lab materials and followed through
with what you promised people when they came in to sign up. Your company used to
use slogans like 'changing lives,' and 'we don't lie, cheat or steal,' and that is exactly
what you did. worked at this company for seven years and at first it was awesome,
t hey provided the tools and instructors to really help those looking for a career or
career change, then slowly but surely, they brought in the worst of the worst for
management and administration, started cutting off all the material and lab needs to
keep 14 extra worthless secretaries and staff, and ruined what used to be a great
t rade school, Sequoia Institute ... Now give these kids their money back you,
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scandalous thieves."
Many students are eligible to have their federal loans forgiven by applying to the
U.S. Department of Education.
The announcement came less than two weeks after the U.S. Department of
Education announced a $30-million fine against the company, accusing it of faking
job- placement rates of Corinthian Colleges' graduates. The 28 closures -- affecting
some 16,000 students, many of whom are in California -- include Heald College
campuses in California, Hawaii and Oregon, and Everest and WyoTech schools in
California, Arizona and New York.
Students from the 13 WyoTech and Everest campuses in California, which are
monitored by a state agency, will be eligible for state relief from the California
Department of Consumer Affairs' Bureau for Private Postsecondary Education with
the Tuition Recovery Fund, which students at Everest and WyoTech pay into as part
of their tuition. Hea ld, which has 10 campuses statewide, is regionally accredited and
not under the bureau's influence.
Corinthian Colleges issued a statement on Sunday saying the company is "working
with other schools to provide educationa l opportunities" for its students, which
"depend to a great degree on cooperation with partnering institutions and regu latory
authorities."
In November, the U.S. Department of Education brokered a sale of 56 Corinthian
campuses to the nonprofit Educational Credit Management Corp. The nonprofit
agreed to cut tuition by 20 percent, submit audited financial statements for two
years, and pay the federal government $17 .25 million in return for a release from
successor liability -- an essential condition of the sale, according to a Corinthian
spokesperson .
In parallel, the company was negotiating selling 150-year-old Heald College, Everest
College and WyoTech, efforts they say were unsuccessful because of federal and
state regulators seeking to "impose financial penalties and conditions on buyers and
teach-out partners."
"We believe that we have attempted to do everything within our power to provide a
quality education and an opportunity for a better futu re for our students," said Jack
Massimino, chief executive officer of Corinthian in a statement. "Unfortunately the
current regulatory environment would not allow us to complete a transaction with
several interested parties that would have allowed for a seamless transition for our
students. I would like to t hank our employees for their selfless dedication and
commitment to fulfilling the educational and career goals of all of our students."
A Corinthian College spokesperson said the organization would contest the fine
issued by the U.S. Department of Education.
In 2013, California Attorney General Kamala Harris filed a complaint alleging that
Corinthian Colleges intentionally targeted low-income, vulnerable Californians
through deceptive and false advertisements and aggressive marketing campaigns
that misrepresented job placement rates and school programs ..
The complaint further alleged that Corinthian executives knowingly misre resented
job placement rates to investors and accrediting agencies, which harmed students,
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investors and taxpayers.
"Corinthian continued to deceive its students to the end. Closure of these campuses
should help students get out from under the mountains of debt Corinthian imposed
upon them through its lies. Federal and state regulators rightly acted to prevent
taxpayer dollars from flowing t o Corinthian, which preyed on the educational dreams
of vulnerable people such as low-income individuals, single mothers and veterans by
misleading students and investors about job placement rates and course offerings.
My office wi ll work closely with our state and federal partners to ensure that students
get the relief they deserve, providing them with a new path to achieve their
educational goals and rebuild their lives," Harris said in a statement.
Students who attended Corinthian's WyoTech, Everest or Heald College campuses
can visit oag.ca.gov/corinthian and https://studentaid .ed .gov/repayloans/forgiveness-cancellation to find information on eligibility for debt relief,
avai lable resources and the closure status of a specific campus.

The Closing of Corinthian Colleges Leaves Thousands of
Students with Unhappy Choices
by Doug Porter on April 30, 2015 · 1 comment
in Activism, Business, Columns, Courts, Justice, Education, Government, Labor,
Media , Polit ics, The Starting Line
On Sunday, April 26th, the for-profit Corinthian Colleges, Inc. closed its doors.
Twenty eight campuses, plus on line options, spread over five states were gone. Ten
thousand of the sixteen thousand students then-enrolled at those colleges are from
California .
The predatory recruiting and loan sales practices of Corinthian left many students
with tens of thousands of dollars in debt. The U.S. Department of Education is urging
students to considering transferring to other schools, including at least 13 other forwofit institutions with cor,J_orate owners sub ·ect to state or federal investigations.
While the former students are now eligible for complete forgiveness of their federal
student loans, the Education Department is working hard to avoid a potential_$214
mi llion ~ out. The problem for many of these students is that their completed
credits are not transferable to schools accredited as public institutions; they can keep
(and run up further) their debt or start over.
From the Huffington Post:
Sen. Dick Durbin (D-I/1.) sharply criticized the Education Department on Tuesday for
its apparent policy reversal, asking during remarks on the Senate floor, "Why now
will the department accept that outcome for these students?"
"Has the Department of Education learned nothing?" Durbin continued. "How in good
faith can they tell these Corinthian students - who just had their college disappear
and are sitting on a pile of debt - that these are viable transfer options?... "
...Bridgepoint Education Inc. , which owns Ashford University, is under investigation
qy at least four state attorn§'S general. Graham Holdings Co. , which owns Kaplan
University and Kaplan College, faces probes by at least three state prosecutors. At
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least two state attorneys general are investigating Apollo Education Group Inc. ,
which owns University of Phoenix. And DeVry Education Group Inc. , which owns
Carring_ton Col/eg_e and DeVry University, faces investigations from at least three
state prosecutors and the Federal Trade Commission.
Attorneys general of 20 states are investigating Career Education Corp., which owns
International Academy of Design & Technology, Le Cordon Bleu College of Culinary
Arts, and American Intercontinental University. The U.S. Department of Justice and
at least a dozen state prosecutors have pending investigations into Education
Management Corp. , the owner of Argosy University and the Art Institutes. And
Illinois Attorney General Lisa Madigan has a pending 2012 lawsuit against Westwood
College, alleging the school misled students about their future employment prospects
while leaving them with mountains of debt.
The companies have either denied wrongdoing or said they are cooperating with the
probes.

Defending t he Indefensible
As bad as this whole situation with Corinthian Colleges may seem, there are some
who who want to blame the Obama administration.
From Media Matters :
On April 2 7, The Wall Street Journal editorial board defended Corinthian, claiming
that the "feds and [California Attorney General] Kamala Harris put 16,000 students
on the street." The editorial alleged that the Department of Education (ED) "began to
drive Corinthian out of business by choking off federal student aid," that Corinthian
was held at "government gunpoint," and that an ED "penalty scared away
prospective buyers."
These actions by Corinthian and some other (but not all) for-profit schools should
have been crim inalized long ago. There are real victims here, people who were trying
to do the right thing with their lives, fed false promises and left with huge mountains
of debt. That, of course, is the same scenario that played out on Wa ll Street over the
past decade ... lots of victims, few consequences.

UPDATE: The Mario Rubio Corinthian Connection
This is a bit snarky because it's from Wonketteand that's what they do ... Facts are
facts :
What will the the CEO of Corinthian do now that he won 't pull down $3 million-plus a
year? What will the many marketing-related entities that sucked at the teat of
Corinthian to the tune of $294 million dollars do without that money? Why wasn't
someone thinking of the real- world damage done when you take vast sums of money
away from people who earned it honestly - by dicking over under-informed
students?
Oh wait. You know who was thinking of that and striving to protect the a/I-American
goodness that was Corinthian? Our hero, Marco Rubio. Yes, the good senator from
Florida with a thirst for justice (and also for actual water) stood athwart Corinthian
yelling STOP.
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Last summer, Senator Marco Rubio of Florida asked the U.S. Department of
Education to "demonstrate leniency" toward Corinthian Colleges by permitting the
wealthy for-profit company to continue accessing millions of dollars in federal
financial aid while it was cooperating with a federal investigation.

San Diego Civic: Weak Sauce, Strong Disrespect
There are other folks working on this story who know a lot more than I do ...... more
to come ...
My underst anding is that the Board of Directors of Civic San Diego met yesterday
and approved a completely spineless set of guidelines for staff to "consider."
I know that advocates for an actual meaningful policy were disrespectfully treated.
And I know that some of the local mediapublished the following paragraphs, missing
out on what actually went on at the meeting.
The Civic San Diego Board of Directors Wednesday approved a Community Benefits
Policy, which establishes guidelines that staff will consider when working on publicly
funded projects to make sure the projects have positive impacts on their
neighborhoods.
Civic San Diego staff will use the policy, developed after several months of public
meetings, to evaluate projects proposed for downtown San Diego, City Heights,
Encanto, Southeast San Diego and other communities included in former
redevelopment areas.
The policy calls for promoting the development of mixed-income housing; helping the
recruitment, training and retention of local residents to work on projects; contracting
with local businesses; expanding, retaining and relocating local businesses;
developing the youth workforce; sustainability; and arts and culture.

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.aeics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Faeebook - http://facebook.com/acicsaecredits
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This communication is only intended for the persons or entities to which it is addressed or copied and may contain in formation
that is confidential and/or privileged in some way. OistTibution or copying of this communication or the information contained
herein is not express ly authorized. ACICS reserves the right to disclose this communication as required by law without the
consent of the persons or entities to which this communication is addressed.

From: Anthony Bieda
Sent: Friday, May 01, 2015 9:00 AM
To: Albert C. Gray
Cc: Ian Harazduk
Subject: FW: Letter to Dr. Albert Gray
Importance: High

Boohoo.

Or, CCi could cough up the enrollment records of current students at the four ACICS
campuses so that we could begin working with:
All other ACCS colleges and schools in CA and NY that may have programs where
these students could transfer or complete their studies
DEAC, ACCSC, ABHES and COE to inventory their institutions that may be able to
accept some of these students
BPPE in CA and Dept of Ed in NY to identify records retention and transcripts access
protocols
USDOE/Title IV to identify bona fide teach-out partners whom would be eligible for
T4 reimbursement

Looks like all of the usual suspects followed all of the requisite rules and protocols
and produced lousy outcomes for students; question is, do we want to be part of that
narrative or a different narrative? Such as below:

FOR IMMEDIATE RELEASE (Option B)
Contact Tony Bieda, 202.336.6781

ACICS reaches out to help Everest/Corinthian's students
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May 1, 2015: Washington, D.C. - The accrediting authority for three Everest Colleges in California
(Ontario, Santa Ana and San Bernardino) and one in Rochester, New York is reaching out to
other accredited institutions, state approval authorities and the U.S. Department of Education to
develop satisfactory transfer and teach-out options for students enrolled at closing campuses.
The Accrediting Council for Independent Colleges and Schools (ACICS) has provided quality
assurance for EveresUCorinthian institutions since 1966.

"The untimely and unfortunate demise of the Everest Colleges primarily creates hardship and
stress for students. To the degree we can encourage other institutions and authorities to exhaust
all remedies for these students, ACICS will do so," said Albert C. Gray, president and CEO of
ACICS.

Gray emphasized that students should expect Corinthian/Everest to follow its published and
approved refund policy; provide students access to a grievance process and respond to formal
complaints, and that the school's credit transfer policy is applied diligently and faithfully. A
complete inventory of student's rights is available at www.acics.org.

Gray advised students of the following additional resources:
http://www.cci.edu/update.php

Student refunds: For students who are unable to complete their education at the Everest
campus in which they enrolled because of campus closure, the institution is required to provide a
refund for the tuition and fees paid to date. Contact Everest through the information provided
above about the application process for refunds and the interval for receiving full payment. In
addition, depending on the state, a tuition recovery fund or surety bond may be available to
compensate students for the inability to complete their education. The website for Corinthian
{above) includes resources for students at the state levels and for the U.S. Department of
Education.

Student loans: Students who participate in Federal Student Aid programs (Title IV subsidized
education loans) may be eligible to apply for discharge of their debt. The U.S. Department of
Education has information about the requirements and process. The fact that the school closed
does not automatically relieve a student of his/her obligation to repay federal loans. Students are
urged to contact their loan servicer to request loan forgiveness through the U.S. Department of
Education. Information on how to request a discharge should have been sent to you by your
servicer and is also available at: https://studentaid.ed.gov/repay-loans/forgivenesscancellation/closed-school.
Student transcripts/financial aid records: The closing campus is required to provide for the
safe keeping of all student academic records (transcripts) and student financial aid records, and
to convey those in a secure manner to students or the institutions they designate upon request.
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For more information about how to gain access to transcripts and financial aid records, contact
Everest through the information provided above.

-30-

Anthony S. Bieda

Vice President for External Affairs
Accrediting Council for Independent Colleges and Schools

750 First Street, NE Suite 980 I Washington, DC 20002
www.acics.org 202.336.6781 - p 202.842.2593 - f
Follow us on Twitter - http://twitter.com/acicsaccredits
Like us on Facebook - http://facebook.com/acicsaccredits

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities to which it is addressed or copied and may contain information
that is confidential and/or privileged in some way. Distribution or copying of this communication or the information contained
herein is not express ly authorized. ACICS reserves the right to disclose this communication as required by law without the
consent of the persons or entities to which this communication is addressed.

From: Massimino, Jack [mailto:JMassimino@cci.edu]
Sent: Thursday, April 30, 2015 8:02 PM
To: Albert C. Gray
Cc: Ian Harazduk; Joseph Gurubatham; Anthony Bieda; Susan Greer
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Subject: Letter to Dr. Albert Gray
Importance: High

Dr. Gray,
Please see the attached letter from Jack Massimino.
Kind regards,

Carolyn Riel
Executive Assistant
On behalf of

Jack Massimino, Chairman & CEO
Corinthian Colleges, Inc.
6 Hutton Centre Dr., Suite 400
Santa Ana, CA

92707

(714) 825-7276 direct
jmassimino@cci.edu

This e-mail and any files transmitted with it may contain confidential information. Employees are
reminded of their obligations regarding confidentiality and trade secrets as stated in the Employee
Handbook and corporate policies. If you are not the intended recipient, you must not disseminate,
distribute or copy this e-mail. We respectfully demand that you notify the sender immediately by
e-mail if you have received this e-mail in error and permanently delete this e-mail from your
system. If you are not the intended recipient, you are notified that disclosing, copying, distributing
or taking any action in reliance on the contents of this information is strictly prohibited, and may
result in legal liability.
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From:
Sent:
To:

CC:
Subject:
Attachments:

Michale Mccomis <mccomis@accsc.org>
12/15/2014 4:04:40 PM -0500
Jessica Menjivar <ExchangeLabs/Exchange Administrative Group
(FYDI BOHF23SPDLT)/Recipients/1 f5300692f024a49b36d7f16b6a6ec8d
-jmenjivar>; Albert C. Gray <ExchangeLabs/Exchange Administrative
Group
(FYDIBOHF23SPDLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e
0-agray>
Karen Marcinski <kmarcinski@accsc.org>; Christopher Lambert
<chris.lambert@accsc.org>
RE: Request for Accreditation Status of CCI campuses in California
Corinthian Colleges SAL 08-14 Systemwide Warning.pdf; Corinthian
Colleges Good Cause Request 12-2014.pdf

Dr. Gray,

As an initial response to your request, ACCSC has issued a System-wide Warning
Order to all Corinthian Col lege, Inc. affiliated campuses. Attached is a copy of that
Warning Order. In addition, ACCSC has requested additional information regarding
the proposed change of ownership. That letter is also attached .

We are compiling campus-level information and will have that too ACICS shortly.

Sincerely,
Michale S. Mccomis, Ed.D .
Executive Director
ACCSC

From: Jessica Menjivar [mailto:jmenjivar@ACICS.ORG]
Sent: Friday, December 12, 2014 5:08 PM
To: Michale Mccomis
Subject: Request for Accreditation Status of CCI campuses in California
Importance: High

Good Afternoon Dr. Mccomis:

Please see attached correspondence on behalf of ACICS requesting the accreditation
status of campuses currently accredited with ACCSC.
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If you have any questions about this request, please contact me directly.

Thank you.

Best Regards,

Jessica Menjivar
Program Analyst 11
Accrediting Council for Independent Colleges and Schools

750 First Street, NE I Suite 980 I Washington, DC 20002
www.acics.org 202.336.6762 - p J 202.842.2593 - f

CONFIDENTIALITY NOTICE:

This communication is only intended for the persons or entities lo which ii is addressed or copied and may contain information that is
confidential and/or privileged in some way. Distribution or copying o f this communication or the information contained herein is not
expressly authorized. ACICS reserves the rig ht to disclose this communication as required by law without the consent of the persons
or entities to which this communication is addressed.
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ACCSC

2101 Wilson Boulevard. Suite 302
Arlington. Virginia 22201
703.247.4212
703.247.4533 fax

Accrediting Commission of Coreer Schools ond Colleges

www.accsc.org

December 15, 2014

ELECTRONIC DELIVERY
jmassimino@cci.edu

Jack Massimino
Chief Executive Officer
Corinthian Colleges, Inc.
6 Hutton Centre Drive, Suite 400
Santa Ana, California 92707
Dear Mr. M assimino :
At the December 2014 Full Commission Conference Call, the Accrediting Commission of Career Schools
and Colleges ("ACCSC" or "the Commission") considered the Request to Show Good Cause submitted
by Corinthian Colleges, Inc. ("CCI''). Specifically CCI is seeking to show good cause as to why the
Commission should approve a transfer of accreditation that would result from a change of ownership for
twenty-eight ACCSC-accredited schools currently on Warning 1 - the proposed new owner is Zenith
Education Gro up, Inc. ("Zenith"), an affiliate of ECM C Group, Inc. ("ECMC"). CCI is also seeking an
allowance for Everest Institute in Southfield, Michigan to add multiple branch campuses within a 122
month period whi le on Warning. This is to inform you that the Comm ission requires additional
information regarding this request. The reasons for the Commission's decision and the additional
information required are set fo1th below.
Overall , whi le the Commission found that the proposed change of ownership plans appear to be in the
best interest of students, the Commission requires more detailed information regarding the primary
component of Section N (E)(2)(p)(iv), Rules of Process and Procedure, Standards of Accreditation,
which states the following:

Schools that are subject to a Warning or Probation Order may only seek the Commission '.s
approval for the transfer of accreditation that would result from a change of ownership only by
making a clear and convincing showing of good cause th.at demonstrates that the proposed
change of ownership would substantially resolve the issues that led to the Waming [e mphasis
added] or Probation Order. ff the Commission determines th.at such. a sh.owing has been ma£le and
permits the transfer of accreditation, the school will still be required to respond to the pending
Warning or Probation Order and demonstrate th.at the school has come into compliance with
accrediting standards such that the Warning or Probation Order should be lifted.
In this regard, CCI' s request includes the following statements:

...[ECMC] intend[s] to invest considerable resources to reduce tuition and expand programs and
student services over the next few years. Additionally, they will review current programs with poor
outcomes to determine solutions or eliminate the programs ... ECMC's strong financial position and
commitment to investment in the Everest and WyoTech institutions should address any concerns
regarding the financial situation at Corinthian. In addition, the ECMC Group has identified
Accountability and Transparency and Improved Job Placement as two of its four key areas offocus
immediately following its purchase of the Everest and WyoTech. institutions. These initiatives, and
ECMC Group's focus on strong program completion rates and job placement rates, as well as
compliance, quality control and internal audit functions, and the employment of a monitor to oversee
1

Section JV (£)(2)(p)(iv), Rules of Process and Procedure, Standard1· ofAccreditation. See the July 3 1, 2014 and the September
15, 201.4 Warning Orders.
2
As part of the proposed change of ownership plan CCI intends to realign seven ex.isting branch campuses as branches of Everest
Institute Southfield, Michigan main school (ACCSC School #M000257) and therefore is also seeking pennission to apply more
than one branch campus in a 12-month period and while subject to a Warning (Section !V(E)(5)(a)(i)(4&6). Rules of Process and
Procedure, Standards ofAccredilation).
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Cori11thia11 Colleges, Inc.
December 15, 2014
Page2 of3

its regulatory obligations related to the acquired schools, position the schools to best address the
issues raised in the Warning with respect to job placement statistics as the Commission moves
forward to acklress and correct the deficiencies ident(fied in the Warning.
The Commission took note of and appreciates the initiatives planned and the commitments made by the
proposed new owner regarding the Commission's concerns. However, the proposed new owner's
intentions aside, the request does not sufficiently address the proposed new owner's specific plans to
resolve the Commission's stated concerns and how such plans will substantially resolve the issues that led
to the Warnings. In fact, Attachment 9 to the change of ownership application indicates that "there are no
specifically contemplated changes in school operations." The Warnings stemmed from operational issues
at CCI - the reporting, veracity, and verifiability of employment rates - as well as the continued
approvals to operate the schools in the state of Illinois. As such, the Commission is interested in Zenith's
specific plan for resolving the issues that led to the Warning Orders as well as additional information
regarding the management team that will be responsible for the operational oversight of the campuses and
for implementing the new corporate policies and initiatives described.
In addition to the Good Cause request, CCI also submitted the Application for a Change of Ownership
Part-I and although the application includes biographies for the members of the board of directors for the
proposed new owner, some of which have some experience in postsecondary education, it does not show
that the proposed new owner has experience operating vocational institutions in compliance with
accrediting standards and there is no information about who will be responsible for managing the
operations at the campuses to implement the new corporate policies that are being planned by the board of
directors. Although the application indicates that the newly formed Zenith Education Group, Inc. 3 will
retain some corporate level support staff and none of the cunent senior-level management, there is no
information regarding the scope of such retention or the replacements planned for the senior-level team.
Lastly, the request does not clearly demonstrate how Everest Institute in Southfield, Michigan has the
capacity to oversee seven additional branch campuses. The request indicates "[t]he Southfield campus of
Everest Institute currently has four branches and is, therefore, well aware of the responsibilities related to
its being a main campus." Although the request asserts that the Southfield campus is aware of the
responsibilities of being a main campus, the request does not provide information regarding how the
school has the capacity to oversee seven additional campuses, and any planned changes that will be made
to accommodate this increased volume of oversight - including any support to be provided by the new
corporate ownership entity.
Based on the foregoing, the Commission requests that CCI and ECMC Group submit the following:
a. A detailed description of the current plans and steps taken to create the new management team at
Zenith - this refers to both the senior-level management team as well as the mid-level corporate
managers - who will be responsible for the oversight of campus operations and for implementing the
new policies and initiatives planned by the board of directors;
b. A current proposed organization chart filled in with as many names as available;
c. A list of members of the new Zenith senior-level management team and their qualifications and
experience in operating accredited career-oriented postsecondary institutions, particularly with
respect to the size of the group of institutions being acquired;

3

Zenith Education Group, Inc.is the proposed Level l new ownership entity.
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d.

A detailed explanation as to how the experience of the above team qualifies these indi viduals and this
team to substantially resolve the issues that led to the Warning and to operate vocational institutions
in compliance with accrediting standards;

e. Zenith's specific plan of oversight with regard to the ongoing authorization for the schools to operate
in the state of Illinois as well as iL<; plan to oversee and monitor the reporting, veracity, and
verifiability of employment rates at all schools; 4
f.

A more detailed explanation as to how Everest Institute in Southfield, Michigan has the capacity to
oversee seven additional branch campuses - including any support to be provided by the new
corporate ownership entity - and can bear the accountability that comes with that oversight
responsibility.

Response Requirements:
CCJ's and ECMC Group's response to the above requested information must be submitted in an
electronic format prepared in accordance with ACCSC's Instructions for Electronic Submission. The
response must also include a signed certification attesting to the accuracy of the information and be
received in the Commission's office on or before December 18, 2014. If a response is not received in the
Commission's office on or before December 18, 2014, the Commission will likely not be able to act
upon the request before the end of the calendar year.

****
For additional information pertaining to this matter, please contact me directly at 703.247.4520 or
mccornis@accsc.org.
Sincerely,

1~)(6)

Micha le S. McCornis, Ed.D.
Executive Director
c:

jandrews@cci.edu

4

If the Commission determines that the proposed change of ownership would lead to substantially resolving the issues that led to
the Warning Order and permits the transfer of accreditation, the school will still be required to respond to the pending Warning
Order and demonstrate that the school has come into compliance with accrediting standards such that the Warning could be lifted
(Section IV(E)(2)(p)(iv), Rules of Process and Procedure, Standards ofAccredilation).
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CL_Review002602

ACCSC

2101 Wilson Boulevard, Suite 302
Arlington, Virginia 22201
703.247.4212
703.247.4533 fax

Accrediting Commission of Coreer Schools ond Colleges

www.accsc.org

September 15, 2014

ELECTRONIC DELIVERY
jmassim.ino@cci.edu
jandrews@cci.edu

Jack Massimino
Chief Executive Officer
Corinthian Colleges, Inc.
6 Hutton Centre Drive, Suite 400
Santa Ana, California 92707

System-wide Warning

Dear Mr. Massimino:
At the August 2014 meeting, the Accrediting Commission of Career Schools and Colleges ("ACCSC" or
" the Commission") considered the Employment Verification Report with information regarding the
1
system of ACCSC-accredited Corinthian Colleges, Inc. schools ("Corinthian"). The Commission also
took into consideration the current status of Corinthian with the U.S. Department of Education
("Department"). Upon review of these matters, the Commission voted to take the fo llowing actions:
•

Place the Corinthian system of schools on Warning;

•

Continue the Corinthian system of schools on Employment Verification Reporting;

•

Continue review of the materials and responses submitted by Corinthian regarding all outstanding
matters both with the Commission and externally;

•

Direct Corinthian to inform current and prospective students that the school is on Warning;

•

Place Corinthian o n Financial Repotting; and

•

Restrict the application of any Level-I or Level-II substantive change for any ACCSC-accredited
Corinthian-affiliated institution.

The reasons for the Commission's decision and the Commission's requirements for the schools to
demonstrate compliance are set forth below. Please note that upon further review of the information
provided by Corinthian and as updates are provided to the Commission with regard to the ongoing
2
investigations, the Commission may require the submission of additional information.

1. Svstem-wide Employment Verification Report:
At the February 2014 meeting, the Commission reviewed several informational reports and institutional
responses 3 regarding Corinthian. In light of the serious nature of the allegations regarding the accuracy of
job placement rates, the Commission placed the ACCSC-accredited institutions on Employment
Verification Reporting and directed Corinthian to engage an independent third-pa1t auditor to verify for
accuracy Corinthian's graduate placement data as reported to ACCSC and to students. In response,
Corinthian contracted with Collegiate Admissions and Retention Solutions ("CARS") to complete the
audited review.

1

A list of the ACCSC-accredited Corinthian schools is provided in Appendix A.
In a separate action, the Commission is reviewing Everest Institute in Cross Lanes, WV based upon the findings of a U.S.
Department of Education investigation. That review includes issues related to the accurate reporting of employment rates to
ACCSC.
3
See the March 3 I, 20 14 letter for a listing of items reviewed.

2
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At the August 2014 meeting, the Commission reviewed the Commission's March 31, 2014 letter; the
independent third party employment verification report; and Corinthian's response. The CARS audit
report shows the foIJowing:
Sample
4293

Placed as
Submitted
1,266

Placed as
Submitted%
29.5%

Placed but
Different
734

Placed but
Different%
17. 1%

Invalid

Invalid%

152

3.5%

Unable to
Verify
214 1

Unable to
Verify%
49.9%

"Unable to Verify" Records
The Standards of Accreditation require that schools maintain "verifiable records of initial employment"
(Section Vil (B)(l)(b)(ii), Substantive Standards, Standards of Accreditation). Based on the results of the
third-party verification process, CARS was unable to verify nearly half (49.9%) of the sample.
Additionally, in the March 31, 2014 letter the Commission directed Corinthian to provide an explanation
for any program where the independent third-party could not verify 20% or more of the records due to an
inability to contact either the employer or graduate. Corinthian' s response indicates that "out of 271 total
programs, only 15 programs fell within this category." The Commission questions how Corinthian arrived
at the conclusion that only 15 programs had 20% or more records that could not be vetified by CARS
when the overall sample yielded a 49.9% rate of records that could not be verified. The Commission' s
review of the CARS report found only 13 programs - less than 5% of all programs reported - where more
than 80% of the sample records could be verified (see Appendix B). The Commission found that in 95.2%
of the programs included in the aud it report - 258 of 271 programs and not 15 programs as Corinthian's
response indicates - CARS could not verify 20% or more of the employment records.

Number of Programs and Percentage where the Independent Third-Party Auditor could not verify
20% or more of the employment records (N=271):
Percentage Range
Unable to Verify
20% - 29%
30% - 39%
40% - 49%
50% - 59%
60% - 69%
70% - 79%
80% - 89%
90% - 99%
100%
Total

Number of Programs in Range
25
44
41
71
38
24
7
4
4
258

Percentage of Total Programs
(# of Programs in Range/N)
9.2%
16.2%
15. 1%
26.2%
14%
8.9%
2.6%
1.5%
1.5%
95.2%

As part of the response, Corinthian pointed to m1t1gating factors that " may be useful to for the
Commission to fully understand the challenges experienced by CARS (and perhaps other third-party
independent auditors) when verifying employment." These "challenges" experienced by CARS and the
internal Campus Support Center verification team include: employer fatigue; employers missing
personnel records; lack of cooperation by the employer or graduate; graduates misreporting or concealing
information; human error; and outdated information. The Commission appreciates and understands the
factors impacting employment verification, but found that the response does not show how these factors
mitigate the fact that in 95% of the programs reviewed, the third-party aud itor could not verify 20% or
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more of the records - in several cases CARS could not verify far more than 20% - totaling over 2000
graduates.
Inaccurate Classifications and Record Keeping
The March 31, 2014 Commission letter also directed Corinthian to provide an explanation for any student
that the school reported as employed in a training related field but that the independent third-party found
that classification to not be accurate. In response, Corinthian stated "CARS alleges that approximately
3.5% of the sampled placements were inaccurate or invalid" and provided supporting documentation "that
validates the placement for every student who fell into this category" for the 152 graduates. Although
Corinthian provided supporting documentation for each of the 152 placements in this category, the
Commission noted several discrepancies with the documentation including:
•

"Oral Employment Confirmation" forms that do not include verification with the employer and the
graduate (Guidelines for Employment Classification, Appendix Vll Substantive Standards, Standards
of Accreditation);

•

"Oral Employment Confirmation" forms that do not include contact information for the employer and
graduate (Guidelines for Employment Classification, Appendix VII Substantive Standards, Standards
ofAccreditation);

•

Screen shots from CampusVue and CampusVue printouts that do not fulfill the documentation
requirements listed in the Guidelines for Employment Classification, Appendix VII Substantive
Standards, Standards ofAccreditation;

•

Employment Confirmation forms where the employee's start date is after the date the
employer/verifier signed the form which questions whether the employment classification is
appropriate and for a reasonable period of time;

•

Employment Confirmation forms with predetermined employment end date or employment end dates
occurring close to start dates which does not show that the employment classification is for a
reasonable period of time and can be considered sustainable;

•

Job titles that do not appear directly related to the program of study, such as:
•

Medical Assistants employed as Massage Therapists, Phlebotomists, Dental Assistants, and
Chiropractic Assistants;

•

Medical Administrative Assistants employed as Schedulers, Optometrist Assistants, and
Receptionists; and

•

Pharmacy Technicians employed as Customer Service Representatives and Visual Inspectors -

which do not show that the employment is directly related to the program from which the student
graduated and the employment aligns with a majority of the educational training objectives of the
program; and
•

Employment Confirmation forms with information that does not match the information provided to
CARS (e.g. - different job title, employer, and/or start date).

Although Corinthian provided these additional records, the Commission did not find several of the
records to be reliable indicators that the graduates in questions were/are in fact employed in a training
related field as reported to the Commission.
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In addition, the CARS audit identifies 734 (17.1%) employment records as "Placed but Different" which
means that although CARS could verify the employment, the information provided by Corinthian was not
fully accurate. Although there are cases where the audit found a minor difference in the records (e.g., one
or two day difference in start date), there are other types of discrepancies such as:
•

Start Dates differing by several months and even more than a year earlier or later and

•

Job titles that do not match the information provided.

The Commission is interested as to why Corinthian did not provide any further explanation on these
graduates/records given that they represent a sizable portion of the sample (i.e., 17 .1%). While the
challenges experienced by CARS, including human error and outdated information, may contribute to the
inaccuracy of the records, the response does not show how these factors alone mitigate the fact that over
20% (3.5% Invalid and 17.1 % Placed but Different) of the records reviewed by CARS may contain
inaccuracies. The accuracy of the schools' records is crucial for demonstrating successful student
achievement outcomes.
Classification and Verification Process

In addition, the March 31, 2014 letter directed Corinthian to provide a description of the schools' internal
classification process and how each school determines the classification of graduates as employed in
alignment with Appendix Vll - Guidelines for Employment Classification, Substantive Standards,
Standards of Accreditation. Corinthian's response indicates that the schools use "a multifaceted
approach" including "product knowledge training, policy and procedure training, and verification
processes." Corinthian further stated the process utilizes "a two-part verification process to validate
graduate employment," including a "first-level verification" which is conducted at the campus level,
followed by a second-level review conducted by the "independent employment verification team at the
corporate Campus Support Center." Further, the response includes the definition of employment
categories for Regular Employment, Self-Employment, and Career Advancement Employment. However,
the Commission continues to have questions regarding Corinthian's definition of employment categories
because as detailed above under the "Inaccurate Classification" item of this letter, the employment
verification forms and job titles, in some cases, do not show that employment classification is for a
reasonable period of time, can be considered sustainable, and is directly related to the program from
which the student graduated.
The Commission also questions whether the process for obtaining employment verification aligns to the
Guidelines for Employment Classification in the Standards of Accreditation. Specifically, for regular
employment Corinthian indicated the following:
[T]he campus attempts to secure a written confirmation of employment.from the employer. The
campus will try to obtain the confirmation via mail, email, or fax, depending on the employer's
preference. if the employer does not respond, the campus then attempts to secure written
confirmation from the graduate. If the campus cannot secure written confirmation from the
employer or the graduate, the campus must obtain oral confirmation from the employer and
document the results on the School's Oral Employment Confirmation Form.
The Guidelines for Employment Classification state that schools are to show that "diligent efforts" have
been made to secure written documentation without success prior to the use of other internal employment
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verification. 4 The Commission noted that the response, however, does not provide make clear how its
process represents "diligent efforts" on behalf of the school to obtain written documentation from the
employer or graduate (e.g., the number and types of attempts the school uses before resorting to an
internal verbal verification). In addition, the Guidelines for Employment Classification indicate that after
diligent efforts have been attempted, the alternate internal employment verification is to include the
graduate's and employer's name and contact information and a signature of school staff attesting to verbal
employment verification with both the employer and the graduate. The Oral Employment Confirmation
forms provided in the response state "[c]omplete this form to document the oral confirmation you
received from the employer once the graduate has slatted working." The form does not appear to include
verbal confirmation with the graduate or the graduate's name and contact information.
While the Commission recognizes Corinthian's efforts, the Commission cannot overlook that less than
30% of the records sampled by CARS were verified as "Placed as Submitted." The Commission
considered Corinthian's explanations for the challenges faced by internal and external aud itors and
concluded that it is each school's responsibility to ensure that the school: can j ustify the reporting of each
graduate classified as employed in a training related field; is meeting its obligations to students; is
reporting accurately the placement of students; and maintains verifiable employment records.

Graduate Employment Disclosures
The Mai·ch 31, 2014 Commission letter directed Corinthian to provide a matrix that shows the graduate
employment statistics reported to students aligned with graduate employment data reported to ACCSC for
each program based on data reported in the 2012 and 2013 Annual Reports. The letter also requested an
explanation for any employment rate disclosed to students that differed from the rate reported to ACCSC.
In response, Corinthian stated the 2012 ACCSC Annual Report data was not disclosed to students
because of a change in the publishing calendar issued by the U.S. Depa1t ment of Education and provided
a summary discussing the timing of the School' s disclosures and the Department's requirements
regarding those disclosures. Further, Corinthian stated:

As a result of the changes and guidance provided by the Department, the shift from July 2012
to January 2013 as the publishing month, and the Department's guidance that no updates other
than median loan debt needed to be updated by January 2013 for programs that had already
been updated as of July 2012, the School used the 2011 ACCSC Annual Report data until the
next publishing deadline of January 31, 2014.
Although the Commission does not dispute Corinthian's record of the Department of Education
requirements, Co1inthian did not provide evidence that the schools disclosed, minimally, the graduate
employment rate for each program offered as last reported to the Commission as required (Section IV
(C)(3), Substantive Standards, Standards ofAccreditation). ACCSC requires schools to comply both with
accrediting standards and applicable federal government requirements and in cases where accrediting
standards and federal government requirements differ, the more stringent will apply (Section 1 (B)(e)(iii),
Rules of Process and Procedure, Standards of Accreditation). As such, the schools should have disclosed
the 2012 ACCSC Annual Report data to students. In addition, the response states that "on the 2014 GE
program disclosures unintentional errors were made and are being corrected," including missing
4

Section 4(a)(iii) - In cases where a school can show diligent efforts have been made to secure such written documentation
without success, the school maintains employment verification records that include a) the graduate's and employer's name and
contact information, b) a signature of school staff attesting to verbal employment verification with the employer and the graduate,
and c) the date(s) of verification are acceptable.
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programs, listing state agency rates instead of ACCSC rates, and variances due to changes in program
length. However, Corinthian did not provide documentation to demonstrate the errors had been corrected.
Based on the Commjssion's questions regarding the third-party employment verification results and the
school's response to those results and the school's employment classification and reporting process, the
Commission determined that additional information is necessary. The Commission directs Corinthian to
again engage an independent third-party auditor to verify for accuracy Corinthian's graduate employment
data as reported to ACCSC in the 2014 Annual Report.
Based on the foregoing, the Commission directs Corinthian to submit the following:
a.

With regard to the schools' internal employment classification process, provide:
i.

A detailed description of the employment classification and verification process used by
Corinthian-affiliated schools.

11.

A detailed description as to how each school determines the classification of graduates as
employed in accordance with Appendix VII Guidelines for Employment Classification,
Substantive Standards, Standards of Accreditation and specifically how the school defines and
determines employment as sustainable and related to the program of study;

111.

A justification as to how the employment verification process used prior to the "Oral
Employment Confinnation" represents "diligent efforts";

1v. A description of the Oral Employment Confirmation Process; and
v.

A description of any changes made to the processes described above since the Corinthian's last
response to the Commjssion.

b. A more detailed explanation as to why less than 30% of the total records reviewed in the audit of the
2013 Annual Report data could be verified by the independent third party auditor to match the
school's record and justification as to why Corinthian believes that ACCSC can rely on the school' s
reported rates given the high percentage of records that could not be verified by the independent third
party auditor.
c.

An analysis as to the efficacy of Corinthian's second-level review conducted by the "independent
employment verification team at the corporate Campus Support Center" in identifying and correcting
the types of errors and inaccuracies found by the independent third-party auditor as described in this
letter and a justification as to why the Commission can rely on this process to produce accurate
reporting.

d. With regard to the 2013 Annual Repo1t data, provide re-calculated Graduation and Employment
Charts for programs where Corinthian has re-classified the employment status of any graduates based
on the general findings outlined in this letter (e.g., the employment does align to the majority of the
program objectives, is not sustainable, etc.). Provide a matrix which shows the rate previously
reported against the newly calculated rate and an explanation as to the reason(s) for the differences.
e. An Independent Third-Party Audit of Employment Records for the Graduate and Employment Charts
submitted in the 2014 Annual Report by each ACCSC-accredited Corinthian school as follows:
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The audit must be conducted by an acceptable independent third-party. 5 The independent thirdparty auditor must secure or attempt to secure verification from the employer or the graduate
either verbally or in writing for at least 33%6 of the graduate employment data ("GraduatesEmployed in Field," line 15 on the Graduation & Employment Chart) for each program at each
school submitted in the school's 2014 ACCSC Annual Report.
Corinthian must submit minimally the following information for each ACCSC-accredited
Corinthian institution:
a.

A detailed description as provided by the independent third-party auditor of the methodology,
scope, and specific investigative processes used to select the sample and to verify the
placements at Corinthian' s ACCSC-accredited schools;

b. A signed certification from the independent third-party auditor attesting to the accuracy of the
infom1ation; and
c.

111.

A list of all the employment records selected for verification organized by campus location
and by program (School Name, City, State; ACCSC School Number; Program Name;
Program Length in Mos.).

The audit findings are to be grouped by campus location and by program (School Name, City,
State; ACCSC School Number; Program Name; Program Length in Mos.) including the
following for each employed graduate in the sample, at a minimum:
•

The graduate's name, place of employment, and descriptive job title/position;

•

Status/Results (i.e., minimally: verified accurate placement, placement is not accurate, or
unable to verify);

•

The source of that verification (i.e., graduate and/or employer);

•

The date of the verification;

•

How long the graduate has been in the position;

•

Reason Placement is Not Accurate, as applicable (e.g., employee could not be found m
employer's records);

•

Reason for Unable to Verify, as applicable (e.g., employer unwilling to provide information,
could not reach employer or graduate after all attempts, etc.); and

•

A detailed summary of the findings per school location, by program, including:
•

The number of inaccurate placements and

•

The number of placements unable to verify.

iv. Corinthian must submit, based upon the findings of the audit, the following:
a.

An explanation for any student which the school reported as employed in a training related
field that the independent third-party verified as not accurate and

5

Please refer to the July l, 2013 Accreditation Alert for the Commission's independent third party auditor definitions and
requirements.
6
For those programs with 25 or fewer employed graduates, the auditor must attempt to verify I 00% of the placements.
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b. An explanation for any program where the independent third-party is unable to verify 20% or
more of the sample records due to an inability to contact either the employer or the graduate.
f.

A matrix that shows the graduate employment statistics reported to students aligned with the graduate
employment data reported to ACCSC for each program grouped by campus location based on the data
reported in the 2013 and 2014 Annual Reports as follows:
School Name:

School City, State:

ACCSC School Number:

2013 Annual Report
Program Name

Program Length
in Mos.

Graduate Employment Rate
Disclosed to Students

Graduate Employment Rate
Reported to ACCSC

Program Length
in Mos.

Graduate Employment Rate
Disclosed to Students

Graduate Employment Rate
Reported to ACCSC

2014 Annual Report
Program Name

g. From the matrix above, an explanation for any employment rate disclosed to students that differed
from the rate reported to ACCSC.
h. Provide an attestation from each school signed by the school director that the employment rate
information submitted to ACCSC and disclosed to students has been, to the best of their knowledge
and belief, truthful and accurate as well as an attestation from the CEO of Corinthian stating the same
on behalf of the system of schools.
1.

Provide any additional information that the school believes will assist the Commission in making a
determination regarding the school's compliance with accrediting standards in the areas cited above.

2. Financial Soundness, Compliance with Other Regulatorv Agencies, and Ongoing Operations
The Commission is aware of the issues faced by Corinthian related to the action by the U.S. Department
of Education to restrict Title IV payments for students attending Corinthian institutions, which resulted in
the near closure of the Corinthian system of schools. The Commission is concerned with the Corinthian's
financial soundness and ability to continue to operate and fulfill obligations to students. As such, the
Commission directs Corinthian to submit the following as an operations and status update:
a.

Audited Financial Statements for the fiscal year ended June 30, 2014 in accordance with ACCSC
Instructions for the Preparation and Submission of Financial Statements and Related information;

b. A Management Discussion and Analysis examining and explaining the school' s current financial
condition to include:
1.

A discussion that address school's financial performance goals and results,

11.

A financial improvement plan,

m. Anticipated future demands, events, conditions, and trends that may impact the school,
iv. Specific comments relative to the school's financial position and condition, its revenues and
costs, assets and liabilities, and other obligations and commitments, and
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A discussion regarding how Corinthian believes it will be able to continue to operate and fulfill
its obligations to students;

c.

An update on any regulatory actions being taken by any regulatory agency;

d.

An update on any actions (legal or other) being taken by any governmental authority;

e. A description of the process being followed with the U.S. Department of Education Monitor
regarding the sale of Corinthian campuses and the current status of the sale of any Corinthian
campuses; and
f.

Updated Institutional Teach-out plans as necessary due to changing cii:cumstances or a Corinthian
decision to close a campus.

System-wide Warning Response Requirements:
Employment Verification Report
The independent third party must send a copy of the report directly to the Commission at the same time
the report is sent to Corinthian. The independent third-party must ensure that personal or confidential
student information that is not required for the Commission's review (e.g., social security numbers, dates
of birth, etc.), is removed or redacted. The independent third party must submit the report in an electronic
format, prepared in accordance with ACCSC's Instructions for Electronic Submissions, which is available
online at www .accsc.org.
Financial Report and Other Matters
Corinthian must provide a response to the items expressed above along with any additional information
that the school believes supports a demonstration of compliance with accrediting standards. If the
school's response contains documentation that includes personal or confidential student or staff
information that is not required for the Commission's review (e.g., social security numbers, dates of birth,
etc.), please remove or redact that information. Corinthian must submit its response in an electronic
format, prepared in accordance with ACCSC' s Instructions for Electronic Submissions, which is available
online at www.accsc.org. The response must also include a signed certification attesting to the accuracy
of the information and be received
Corinthian must ensure that a) the independent third-party's results report, b) Corinthian's response to the
audit report, and c) all other items requested from Corinthian above are received in the Commission's
office on or before December 31, 2014 for review at the February 2015 Commission meeting. If these
responses are not received in the Commission's office on or before December 31, 2014, the Commission
will consider further appropriate action.

Warning Notice to Students and Substantive Change Restriction:
Each Corinthian campus must notify each currently enrolled student and each applicant that the school is
on Warning with ACCSC. As part of Corinthian's response to the letter, please provide a copy of the
notice provided to students and potential students.
The Commission will continue to restrict the application of any Level-I or Level-II substantive change for
any ACCSC-accredited Corinthian-affiliated institution. However, a school that is subject this Warning
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may seek the Commission's approval for the transfer of accreditation that would result from a change of
ownership as described in Section IV, Rules of Process and Procedure, Standards ofAccreditation.

Notice of Further ACCSC Action:
If Corinthian cannot demonstrate compliance with accrediting standards, then the Commission may take
other appropriate actions as set forth under Section VII, Rules of Process and Procedure, Standards of
Accreditation, including withdrawal of accreditation.

****
For further information
mccomis@accsc.org.

pertain ing to this

matter,

please contact

me

Sincerely,

Michale S. Mccomis, Ed.D.
Executive D irector
c:

State Approving Agencies
U.S. Department of Education

Encls:

Appendix A - Corinthian Schools Accredited by ACCSC
Appendix B - Total Number of Corinthian Programs with Verification Rates above 80%
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Appendix A
Corinthian Schools Accredited by ACCSC
• Everest College - Alhambra, CA (School #M000042)

• Everest College - Skokie, IL (School #M000453)

• Everest College - Bedford Park, IL (School
#B072313)

• Everest College - Burr Ridge, IL (School
#B070610)

• Everest Institute - Chelsea, MA (School #B070763)

• Everest College - Melrose Park, IL (School
#B072314)

• Everest Institute - Norcross, GA (School #B070664)
•

Everest College - Anaheim, CA (School #M001238)

•

Everest Institute - Brighton, MA (School #M000549)

• Everest Institute - Southfield, MI (School #M000257)
• Everest Institute - Austin, TX (School #B070637)
• Everest Institute - Dearborn, MI (School #B070493)

• Everest College - North Aurora, IL (School
#B070923)

• Everest Institute - Detroit, MI (School #B070750)

• Everest Institute - Cross Lanes, WV (School
#M000287)

• Everest Institute - South Plainfield, NJ (School
# B070943)

• Everest Institute - Eagan, MN (School #B070774)

• Everest College - Torrance, CA (School #M070683)

• Everest College - Gardena, CA (School # M000537)

• WyoTech - Fremont, CA (School #M051399)

• Everest Institute - Grand Rapids, MI (School
#M072140)

• WyoTech - Ormond Beach, FL (School #M072254)
• WyoTech - Lo ng Beach, CA (School #M000716)

• Everest Institute - Kalamazoo, MI (School
#B072141)

• Everest College - City of Industry, CA (School
#B057763)

• Everest College - Merrillville, IN (School
#B072142)

• Everest College - Los Angeles, CA (School
#B056769)

• Everest College - Ontario, CA (School #M055377)

• WyoTech - Laramie, WY (School #M000312)

• Everest Institute - Gahanna, OH (School #B070896)
• Everest Institute - Jonesboro, GA (School
#B072113)
• Everest College - Renton, WA (School #M058442)
• Everest Institute - Houston, TX (School #B070778)
• Everest College - Reseda, CA (School #M000348)
• Everest College - Atlanta, GA (School #B072305)
• Everest Institute - Marietta, GA (School #B072114)
• Everest Institute - San Antonio, TX (School #M00l 180)
• Everest Institute - Houston, TX (School #B070403)
• Everest Institute - Houston, TX (School #B070550)
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Appendix B
Total Number of Corinthian Programs with Verification Rates above 80%
Of the 271 programs reported, the following 13 are the only programs identified where the independent thirdparty auditor could verify at least 80% of the sample records.
School

Program

Total
Provided

Sample

Unable to
Verify

Unable to
Verify%

Everest Merrillville, IN (B072142)

Dental Assistant

26

7

1

14%

Everest Ontario, CA (M055377)

Medical Administrative
Assistant

27

7

7

14%

Everest Chelsea, MA (B070763)

Massage Therapy

15

15

l*

7%

Everest Grand Rapids, MI
(M072140)

Massage Therapy

42

11

2

18%

28

7

I

14%

41

11

2

18%

13

13

2

15%

14

14

2

14%

5

5

0

0%

1

l

0

0%

1

l

0

0%

Everest Norcross, GA (B070664)
WyoTech Blairsville, PA
(B070538)
WyoTech Blairsville, PA
(B070538)
WyoTech Blairsville, PA
(B070538)

Medical Administrative
Assistant
Automotive Technology
w/Light Duty Diesel (S) 12
Diesel/Auto Vehicle
Technology (S) 12 MO
Street Rod & Custom
Fabrication w/ Collision /
Refinishing Technology (S)

9
WyoTech Blairsville, PA
(B070538)
WyoTech Daytona, FL (M072254)
WyoTech Daytona, FL (M072254)

Street Rod & Custom
Fabrication w/ Diesel
Technologv (S) 9
Marine Technology and
Management
Motorcycle Technology and
Management

WyoTech Daytona, FL (M072254)

Motorcycle Technology 9

1

1

0

0%

WyoTech Laramie, WY
(M000312)

Diesel Technology w/Trim
& Upholstery TechnolOQv

2

2

0

0%

*The Commission noted that the CARS data shows 11 of the IS sample students listed as invalid. Thus the Commission is unsure as to the
validity of the audit for this program.
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From:
Sent:
To:
CC:

Subject:
Attachments:

Shawn Crawford at HQ <SCrawford@itt-tech.edu>
5/18/2015 6:36:54 PM -0400
Johnson, Latanaya@CalVet
Debbie.Endsley@calvet.ca.gov; Keith.Boylan@calvet.ca.gov; Wenzel,
Joanne@DCA (Joanne.Wenzel@dca.ca.gov); Albert C. Gray
<Exchangelabs/Exchange Administrative Group
(FYDIBOHF23SPDLT)/Recipients/a 1a35d9f738542d48eb5f1 ddabe428e
0-agray>; Jacqueline.Duncan@va.gov
RE: Title 38 Notice of Suspension Letters - ITT Technical Institutes
California AFR Reports Etc. .zip

Latanaya:

Thank you for speaking with me this afternoon, and identifying additional documentation CalVet believes
is necessary to evidence our institution's financial stability, as prescribed by ACICS.

With respect to your three bulleted items of verifiable documentation:

Attached please find a compressed file with electronic copies of the AFRs filed with ACICS for each of
the California ITT Tech campuses during 20 14, a copy of the referenced corporate organizational chart,
and a copy of the institution's related audited financial statements. Please note that the balance sheet
section for all of these campuses list "zeroes," because all of our California campuses are additional
locations of the Indianapolis, IN main campus for financial reporting purposes. A copy of the AFR for the
Indianapolis main campus is also included, which includes comprehensive balance sheet information.

Per your request, we will obtain a second letter from ACICS to supplement the May 18, 2015 letter you
have already received. Significantly, in that letter, ACICS confirmed "that ITT Technical Institutes are
currently in compliance with the ACJCS financial stability standards as set forth in the ACJCS
Accreditation Criteria, Section 3-1-203." You agreed to provide us with the express language CalVet
wants to see incorporated into this second letter no later than tomorrow, May 19, 2015. I have
notified Dr. Gray of your request, and he has graciously agreed to review and respond to that
communication on an expedited basis.

You have already acknowledged receipt of the letter from ACICS dated May 18, 20 15, which addresses
both the third bullet of your email and the sole deficiency communicated in the CSAAVE's Title 38 Notice
of Suspension letterofMay 12, 2015.

Thank you again for the courtesy you extended, and for providing clear direction to having the issued
Notices of Suspension rescinded. In the interest of continuing to serve the needs of our veteran students
(especially as we approach the Memorial Day weekend), we look forward to a speedy and successful
resolution.
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Very trnly yours,

Shawn

From: Johnson, Latanaya@CalVet [mailto:Latanaya.Johnson@calvet.ca .gov]
Sent: Monday, May 18, 2015 4:09 PM
To: Shawn Crawford at HQ
Subject: RE: Tit le 38 Notice of Suspension Letters - ITT Technical Institutes

ITT must provide verifiable documentation evidencing financial
stability, as prescribed by ACICS including:
o The filing of ITT's Annual Financial Report for the most

recent fiscal year, including audited financial statements
o A report of findings and results of ACICS 's review of ITT's

Annual Financial Report
o A statement of determination from ACICS that all California

ITT Technical Institute campuses ful ly comply with the
financial stability standards and requirements for
accreditation

Latanaya Johnson,
Education Administrator

I California

Department of Veterans Affairs

California State Approving Agency for Veterans Education
916-503-8319 (Direct)

I 916-653-1035

(Fax)

www.calvet.ca .gov
Like us on

IJ Follow us on

ALL INSTITUTIONS: Please include your facility code in the subject line of
your email.
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From: Shawn Crawford at HQ [mailto:SCrawford@itt-tech.edu]
Sent: Monday, May 18, 2015 11:09 AM
To: Johnson, Latanaya@CalVet
Cc: Boylan, Keith@calVet; Wenzel, Joanne@DCA
Subject: RE: Title 38 Notice of Suspension Letters - ITT Technical Institutes

Keith and Latanaya:
For your reference, attached please a letter from the AC[CS dated today confirming that our colleges arc
currently in compliance with its financial stability standards for accreditation.

Please let me know if you require any other information prior to our call. Thank you.

From: Johnson, Latanaya@CalVet [ mailto:Latanaya.Johnson@calvet.ca .gov]
Sent: Monday, May 18, 2015 1:58 PM
To: Shawn Crawford at HQ
Cc: Boylan, Keith@calVet
Subject: Title 38 Notice of Suspension Letters - ITT Technical I nstitutes

Mr. Crawford,

Thank you for contacting CalVet, regarding the Notice of Suspensions issued to all
California ITT Technical Institute campuses. I am available to discuss the
Suspensions and the necessary steps ITT must take, in order to demonstrate
compliance for reinstatement of CSAAVE approval. If you are available, I would like
to schedule a telephone conference call with you today at 1 :00 PM PST. Please let
me know if this will work for you. If so I will contact you at (317) 582-0720.

I look forward to speaking with you and assisting ITT, as we proceed forward.

Sincerely,

Latanaya Johnson,
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Education Administrator

I California

Department of Veterans Affairs

California State Approving Agency for Veterans Education
916-503-8319 (Direct)

I 916-653- 1035 (Fax)

www.calvet.ca .gov
Like us on

IJ Follow us on

ALL INSTITUTIONS: Please include your facility code in the subject line of
your email.

From: Shawn Crawford at HQ [mailto:SCrawford@itt-tech.edu]
Sent: Friday, May 15, 2015 1:36 PM
To: Endsley, Debbie@CalVet; Boylan, Keith@CalVet; Kane, Sue@CalVet; Irby, Todd@CalVet;
csaaveinfo@CalVet
Cc: Albert C. Gray; Wenzel, Joanne@DCA; Jacqueline.Duncan@va.gov
Subject: Title 38 Notice of Suspension Letters - ITT Technical Institutes

Good afternoon:

Attached is a copy of a letter CSAA VE recently sent to ITT Technical Institutes currently approved to
operate as private postsecondary educational institutions in California. We are completely surprised by the
receipt of this communication, and are eager to resolve this misunderstanding as soon as possible.

Although I attempted to contact the telephone number referenced in the letter, I was unsuccessful in
reaching anyone with knowledge of this decision. However, I appreciate the opportunity to communicate
our concern with the abrupt action taken by CSAA VE, which presents an immediate detriment to our
active and prospective veteran students.

Significantly, the basis CSAA VE identified justifying the immediate suspension of all approved courses
offered by our institutions for the training of veterans and other eligible persons under the provisions of
Title 38, U.S. Code §3675, effective May 11 ,20 15, is factually and material inaccurate, as follows:

CSAAVE's reference to the Fonn 8-K filed April 29, 2015 (including Exhibit No. 99.1) is not relevant.
That filing with the SEC reported (i) student enrollment results as of and for the three months ended March
31, 2015, (ii) the planned retirement of CFO Daniel M. Fitzpatrick, (iii) the revised resignation date for
CEO Kevin M. Modany, and (iv) the appointment ofC. David Brown to the Board of Directors. There is
no "sufficient detail" in those documents to provide CSAA VE the ability to demine anything about the
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financial stability of our instin1tions.

CSAA VE's claim that our instin1tion does not fully comply with the financial stability standards of our
accrediting agency is not factually accurate. The ITT Technical Institutes are cmTently in compliance with
Section 3-1-203, Financial Stability, of the ACICS Accreditation Criteria, as confirmed directly earlier
today via telephone with Dr. Al Gray, President and Chief Executive Officer, ACICS. Dr. Gray has
graciously offered to draft a letter confim1ing that our institutions fully comply with the ACICS financial
stability standards. I will forward that letter to your attention upon receipt under separate email, but in the
interim Dr. Gray stated that you may contact him directly at (202) 336-6888.

I appreciate the opportunity to speak with whoever is in a position to discuss and re.solve this matter at
your earliest convenience. We are greatly concerned that this unwarranted suspension will adversely and
unnecessarily affect our veteran students w ho depend upon these funds to pay their daily living costs,
including housing.

Sincerely,

Shawn J. Crawford
SVP, Chief Compliance Officer

ITT Educational Services, Inc.
13000 N. Meridian Street
Cannel, IN 46032
(3 17) 582-0720
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Morningstar®Document ResearchsM
FORM10-K
ITT EDUCATIONAL SERVICES INC - ESI
Filed: October 16, 2014 (period: December 31 , 2013)
Annual report with a comprehensive overview of the company

The information contained herein may not be copied, adapted or distributed and is not warranted to be accur ate, complete or timely. The user
assumes all risks for any damages or losses arising from any use of this informa tion, except to the extent such damages or losses cannot be
limited or excluded by applicable law. Past financial performance is no guarantee of future results .
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PART I
Item 1.

Business.

Forward-looking Statements: All statements, trend analyses and other information contained in this report that are not historical facts areforward!ooking statements within the meaning o_fthe safe harbor provision of the Private Securities Litigation Reform Act of1995 and as defined in Section 27A of
the Securilies Act of !933 (the "Securities Act") and Section 21 E of the Securities Exchange Act of !934 (the "Exchange Act''). Forward-looking statements
are made based on our management's current exp ectations and beliefs concerning future developments and their potential effects on us. You can identify
those statements by the use of words such as "could," "should, " ··would." "may," "will," "project, " "believe," "anticipate," "expect," "plan," "estimate, "
'f orecast," "potential," "intend, " "continue," and "contemplate, " as well as similar words and expressions. Forward-looking statements involve risks and
uncertainties and do not guarantee future pe,forma11ce. We cannot assure you that future developments affecting us will be those anticipated by our
management. Among the factors that could cause actual results to differ materially are the following:
the impact ofthe adverse actions by the US. Department ofEducation related lo ourfailure to submit our 2013 audited financial statements
and compliance audits to it by the due date;
the impact o_four co11solidatio11 ofa variable interest entity on us and the regulations, requirements and obligations that we are subject to;
0111· inability to obtain further required amendments or waivers ofnoncompliance with covenants under our credit agreement;
actions by the New York Stock Exchange to delist our common stock;
our inability to remediale material weaknesses, or the discovery o_fadditional material weaknesses, in our internal control over financial
reporting;
issues related to the restatement ofourfinancial statements for the firs/ three quarters o/2013;
our exposure under our guarantees related to private education loan programs;
the outcome of litigation, in vestigations and claims against us;
changes in federal and state governmental laws and regulations with respect to education and accreditation standards, or the inte1pretatio11 or
enforcement ofthose laws and regulations, i11cl11ding, but not limited to, the level ofgo11ernmentfu11dingfor, and our eligibility to participate
in, student financial aid programs utilized by our students;
busi11ess conditions i11 the postseco11da1y educatio11 indus/ly a11d in the general eco11omy;
0111-Jailure to comply with the extensive education laws and regulations and accreditation standards that we are subject to;
effects o_fany change in our ownership resulting in a change in control, including, but not limited to, the consequences ofsuch changes 011 the
accreditation and federal and state regulation ofour campuses;
011r ability to implement our growth strategies;
our.failure to maintain or renew required.federal or slate authorizations or accreditatio11s of our campuses or programs ofslue~)';
receptivity ofstudents and employers lo our existing program offerings and new curricula; and
0111· ability to collect interned stude11tfina11cingfrom our students.
Readers are also directed to other risks and uncertainties disct1ssed in "Risk Factors " and elsewhere in this Annual Report and those detai/edji-om time to
time in other documents we file with the U.S. Securities and Exchange Commission ("SEC''). We undertake 110 obligatio11 to update or revise anyJorward!ooki11g information, whether as a result ofnew informatio11,future developments or otherwise.
You should keep in mind the following points as you read this report:
References i11 this document to "we," "us," "our" and "JIT/ ESJ" refer to JIT Educational Services, Inc., its subsidiaries and the variable
interest entity (" VIE'') o_fwhich it is the primary beneficiary, unless the context requires or indicates otherwise.
The terms " /IT Tech11ical Institute" or "Daniel Webster College" (i11 singular or plural.form) refer to an i11dividual school or campus owned
and operated by 177'/ESI, including its learning sites, ifany. The term '·institution" (in singular or plural form) means a main campus and its
additional locations, bra11ch campuses and/or learning sites, ifany.
References in this document to "education programs" refer to degree or diploma programs ofstudy that have been, or may be, offered by an ITT
Technical fn stilllte or by Daniel Webster College; and references in this document to "training programs" refer to the non-degree, short-term
programs that have been, or may be, offered through the Centerfor Professional Development @ !IT Technical institute.
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Background
We are a Delaware corporation incorporated in 1946. Our principal executive offices are located at 13000 North Meridian Street, Cannel, Indiana
46032-1 404, and our telephone number is (3 17) 706-9200. From 1966 until our initial public offering on December 27, 1994, we were wholly owned by ITT
Corporation, an Indiana corporation, formerly a Delaware corporation and fonnerly known as ITT Industries, Inc. ("Old ITT"). On September 29, 1995, ITT
Corporation, a Nevada corporation ("ITT"), succeeded to the interests of Old ITT in the beneficial ownership of83.3% of our common stock. ITT's beneficial
ownership of our common stock ended in February 1999.
Overview

We are a leading proprietary provider of postsecondary degree programs in the United States based on revenue and student enrollment. As of
December 3 I, 2013, we were offering:
master, bachelor and associate degree programs to approximately 57,000 students; and
short-tern1 inforn1ation technology and business learning so lutions for career advancers and other professionals.
As of December 31, 2013, we had 149 college locations (including 147 campuses and two learning sites) in 39 states and one train ing facil ity. lo addition,
during 2013 we offered one or more of our online programs to students who are located in all 50 states. All of our college locations are authorized by the
applicable education authorities of the states in which they operate, and are accredited by an accrediting commission recognized by the U.S. Department o f
Education ("ED"). We design our education programs, after consultation with employers and other constituents, to help graduates prepare for careers in
various fields involving their areas of study. We have provided career-oriented education programs since 1969 under the " ITT Technical ln stitute" name and
since June 2009 under the "Daniel Webster College" ("DWC") name.

In August 2013, we acquired all of the membership interests of Cable Holdings, LLC ("Cable Holdings"), an education company that offers short-tern,
infonnation technology and business learning solutions for career advancers and other professionals. The acquisition of Ca ble Holdings allowed us to
immediately begin operating in the short-te1111 learning solutions market, which we hope to expand upon by:
leveraging our relationships with employers ofour ITT Technical Institute and DWC graduates, the ITT Technical Institute and DWC alumni and
our facilities; and
integrating Cable Holdings' operations into the Center for Professional Development @ ITT Techni cal Institute (the "CPD").
In 20 l 3, we did not begin operations at any new ITT Technical Institute campuses or learning s ites. As part ofour effo1ts to maximize the efficiency
and effectiveness of our current campus locations, during 2013, we:
re located five of our campuses into existing facilities of other ITT Techn ical Institute campuses; and
suspended the en rollment of new students at two other ITT Technical Institute campuses an d, subsequently, detennined to discontinue
operations at those campuses after the students who a re ctmently attending those campuses have had an opportunity to comp lete their educa tion
programs at those campuses.
In 2013, we also continued our e ffo1ts to diversify our program offerings by developing education programs at different credential levels in technology
and non-technology fields of study that we intend to offer at o ur campuses and deliver entirely in residence, en tirely on line over the Internet or partially in
residence and partially on line.
In June 20 14, the Aud it Committee of o ur Board of Directors detern1ined that, beg inning on February 28, 20 13, we should have consol idated the trust
(the "PEAKS Tmst") that purchased, owns and collects private education loans made under the PEAKS Pri vate Student Loan Program (the " PEAKS Program")
in our consolidated financial statements (the "Consolidation"). As a result of the Conso lidation, we have restated our unaudited condensed consolidated
financia l statements as of and for each of the fiscal quarters ended March 31, 20 13, June 30, 20 13 and September 30, 2013. Our consolidated financial
statements as ofand for the fiscal year ended December 31, 2013 contained in this report reflect the Consolidation. The Consolidation has resulted in a
significantly dilTerent p resentation in our consolidated financial statements of our transactions with the PEAKS Trust. See "Management's Discussion and
Analysis of Financial Condition and Results of Operations" and our Notes to Conso lidated Financial Statements for further infonnation about the
Consolidation.
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Business Strate:,:v

Our strategy is to pursue multiple opportunities for growth. We are implementing a growth strategy designed to:
improve the academic outcomes of our students;
increase the value proposition of our education programs for our students; and
increase access to high-quality, career-based education.
We intend to pursue th is strategy by:
increasing student enrollment in existing p rograms at existing campuses;
increasing the number and types of program and other educational offerin gs that are delivered in residence and/or on line;
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increasing our students' engagement in their programs of study;
enhancing the relevancy ofoureducational offerings;
assessing student achievement and learning;
improving the flexibility and convenience of how our institutions deliver their educational offerings;
helping our graduates obta in entry-level employment i nvolving their fie lds of study at higher starting annua l salaries;
operating new campuses across the United States; and
invest ing in other education-related opportunities.
The principal elements of this strategy include the following :

E11ha11ce Resultl· at Ead, /11stit11tio11.
Increase Enrollments at Existing Campuses. We intend to increase recruiting effo1ts that are primarily aimed at delivering high-quality, career-based
education to multip le adult-learner audiences.
Develop and Deliver Different Education Program Ofi'erings. We intend to deve lo p and deliver different education program offerings that we believe
offer graduates attractive returns on their educational investments.
As patt of th is strategy, we intend to fu1ther diversify our offe1ings by developing new education programs in both technology and non-technology
fields, but primarily in technology- and healthcare-related disciplines. We believe that those programs of study will be at different education levels and
delivered in a vaiiety of fomiats, including entirely in residence, entirely on line or pattially in residence and pa1tially online. ln 20 13, we began offe1ing two
new education programs and increased the number of our campuses that offer bachelor degree programs from 133 to 134.

We a lso believe that we should increase the number of education programs that we offer to our students across our campuses. In 2013, we added a total
of348 associate and bachelor degree programs among I 04 campuses.
We believe that developing new programs of study, delivering programs in different fonnats and increasing the number of p rograms from which
prospective students may choose, can:
attract more, and a broader base of, students to our insti tutions;
motivate current students to extend their studies;
help improve student outcomes;
increase the value p roposition of our programs of study to our students;
increase access to high-quality, career-based education; and
improve the utilization ofour facilities.

Improve Student Outcomes. We strive to improve the graduation and graduate employment rates ofour ITT Techn ical Institute and DWC students by:
providing academic and career serv ices;
ded icating administrative resources to those serv ices;
increasing our students' engagement in their programs of study;
enhancing the relevancy ofour educational offerings;
assessing student achievement and learning; and
increasing our students' access to financial a id.

Proville Education-Related Services. We plan to continue to develop and provide education-re lated services to students and other
constituencies. These services may involve a variety of activ ities. T hrough the CPD, we are offering training programs to career advancers and other
professionals. We are delivering assessments, consulting and authorized and customized training programs and curricula in the areas ofinfom1ation
technology ("IT"), information technology infrastructure li brary ("ITIL"), development, b usiness analysis, project management and leadership development.
On January 3 1, 2014, we acquired certain assets and assumed cettain liabilities of Great Equalizer, lnc. and CompetenC Solutions, lnc., two companies that
offered short-tenn IT and business learning solut ions for career advancers and other professionals, primari ly under the name of Ascol ta. We are integrating
these acquired operations in the CPD.
In August 2014, we became the education management organizer ("EMO") for a public charter h igh school in Michigan, which will offer high
school students an opportuni ty to concurrently earn both a high school diploma and an associate d egree. These services are being offered under The Early
Career Academy @ ITT Technical Institute ("Early Career Academy") name.
Programs of Study

As of December 31, 20 13, the ITT Technical Institutes were offering 52 education programs in various fields of study across the fo llowing schools of
study:
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Business;
Drafting and Design;

Electronics Technology;
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Criminal Justice;
IT; and
Breckinridge School ofNursi ng and Health Sciences.
We design our education programs to he lp graduates prepare for careers in various fields by offering students a broad -based foundation i n a variety of
skills used i n those fields. The following table sets forth examples of various fields involving the subject matter of education programs within a particular
school of study in which graduates have obtained en try-level positions:
School of Study

Fields

Business

accounting
business administration
financial serv ices
manufacturing
marketi ng and advertising
sales

Drafting and Design

architectural and constmction drafting
civ il drafting
computer-aided drafting
electrical and electronics drafting
i ndustrial engineering technology
inte1ior design
landscape arch itecture
mechanical drafting
mu ltimedia communicat ions

E lectronics Technology

communications
computer technology
electronics product design and fabrication
industrial electron ics
instmmentation
telecommunications

Criminal Justice

correct ions
cyber security
investigations
security and po licing

IT

communications
network administration
network technology
software development
systems technology
techn ical support

Breckinridge School of Nursing and Health Sciences

health infonnation technology
medical assisting and adm inistration
nursi ng

At the vast majority ofourcampuses, we generally organize the academic schedule for education programs of study on the basis of four 12-week
academic quarters in a calendar year, with new students beginning at the start of each academic quarter. At these campuses, students taking a fu ll -time course
load can complete our associate degree programs in seven or eight academic quarters, bachelor degree programs in 14 or 15 academic quarters and a master
degree program in seven academic quarters. We typically offer classes in most residence education programs in:
3 .5- to 5.5-hour sessions three days a week, Monday through Saturday, with all program courses taugh t entirely or partially in residence; or
sessions that are scheduled two to three days a week, Monday th rough Saturday, wi th certain program courses taught entirely or partially on line
over the lnternet most academic quarters.
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Depending on student enrollment, class sessions at the vast majority of our !TI Technical Institute campuses are generally available during the day and
evening. The courses for education programs that are taught on line over the Internet are delivered through an asynchronous leaming network and have a
prescribed schedu le for completion of the coursework. At the vast majority of our ITT Technical Institute campuses, the class schedule for our education
program residence courses and the coursework completion schedule for our education program on line courses generally provide students with the flexibility
to mainta in employment concurrently with their studies. Based on student surveys, we believe that a majority ofour ITT Techn ical Insti tute students work at
least pa1t-time du1ing their programs of study.
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Most ofour education programs of study blend traditional academic content with a pplied learning concepts and have the objective of helping
graduates prepare for a changing economic and/or technological environment. A sign ificant portion of most education programs offered at our campuses
involves practical study in a lab environment.
The learning objectives of most courses in each education program are substantially the same among the vast majority ofourcampuses to provide
greater unifonnity and to better enable students to transfer, if necessary, to other ITT Technical Institute campuses offering the same programs wi th less
d isruption to their education. We regularly review each curriculum to respond to changes in technology an d industry needs. Each of the ITT Technical
Institutes establishes an advisory committee for each field of study for education programs taught at that campus, which is comprised ofrepresentatives of
local employers and other constituents. These advisory committees assist the ITT Technical h1stitutes in assessing curricula, equipment and laborato1y
d esign, and updating the curricula. ln addition to courses directly related to a student's program of study , our education programs also include general
education courses in the humanities, composition, mathematics, the sciences and the social sciences.
Gross tuition for a student entering an undergraduate residence education program at an ITT Technica l Institute in December 2013 for 36 quarter cred it
hours (the minimum course load for a full-time student for an academic year consisting of three academic quarters) was $ 17,748 for all ITT Technical histitute
undergraduate residence education programs, except as adjusted in one state to reflect applicable taxes and fees. Gross tuition for a student entering an
undergraduate residence edu cation program at DWC in September 2013 for 24 semester credi t hours (the minimum course load for a fu ll-time student for an
academic year consisting of two academic semesters) was $15,630 for all DWC undergraduate residence education programs. The gross tui tion amounts
d iscussed above do not reflect institutional scho larships and awards, which reduce the amount of gross tui tion that students pay to attend our institutions. In
the academic year begi nning in December 2013 and ending in September 2014, we believe that institutional scho larships and awards fo r ITT Techn ical
Institute students will average approximately $3,282 per student, based on the number of students enrolled in education programs in each of the three months
ended March 31, 2014, June 30, 2014 and September 30, 20 14. We have not increased gross tuition rates for our ITT Technical histitute education programs
of study since 2010, and we do not intend to increase gross tuition rates for our ITT Technical Institute education programs of study in 20 14. The majority of
students attending residence programs at our campuses lived in that campus' metropolitan area p1ior to enrollment. The only student housing that we provide
is at the Nashua, New Hampshire campus ofDWC.
As of December 3 1, 20 13, the CPD was offerin g 293 training programs in th e following areas:
IT

Leadership development

ITlL

Professional deve lopment

Development

Business software application

Business analysis

Process and productivity

Project management

Graphic design and media

The length of these programs ranges from four hours to 40 hours. These programs are taught primarily through instructor-led sessions delivered in person and
virtually.

Student Recruitment
With respect to education programs offered at the ITT Technica l Institute and DWC, we strive to attract students with the motivation and ability to
complete the career-oriented educational programs. To generate interest among potentia l students, we engage in a broad range of activities to i nfonn
potential students and their parents about our campuses and the programs they offer. These activities include telev ision, Internet and other media advertising,
social media, direct mailings and high school presentations. As of December 31, 20 13, we employed approximately 1,400 full- and pa1t-time recm iting
representatives to assist in recruit ing efforts.
Recmiting representatives pursue expressions of interest from potential stud ents for our residence education programs by con tacting prospective
students and arranging for interviews at the campus or any learning s ite of that campus. Occasionally, we a lso pursue expressions of interest from students for
our residence education programs by contacting them and arrang ing for thei r attendance at a seminar providing infonnation about the campus and its
programs. We pursue expressions of interest from potential students for our Online education programs by providing program and resource infonuation on our
websites and through telephone calls, e lectronic mail, social media and postal delivery.
Student recruitment activities are subject to substantial regulation at both the state and federal level and by our accrediting conU11issions. Certain states
have bonding and licensing requirements that apply to many of our representatives and other employees involved in student recmitment. Our National
Director of Recruitment and Regional Directors ofRecmitment oversee the implementation of recru itment policies and procedures. In addition, our
compl iance department reviews student recruiting practices at each of our campuses on at least an annual basis.
Representatives of the CPD periodically communicate with national and local employers, primarily th rough face-to-face meetings, phone calls and
emails, to identify their training needs. These needs arise through new IT systems implementations,
-5-
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employee turnover, and a desire by emp loyers and employees to expand their skills. The CPD also hosts infonnational webinars and conferences that help
identify training opportun ities. Additionally, individuals and employers contact the CPD through infonnation found on its website.

Student Admission and Rete ntion
We require all applicants for admission to any of our campus' education programs to have a h igh schoo l diploma or a recogn ized equi valent.
Depending on the program of study and the campus, applicants may a lso be required to:
pass an admission examination;
possess a designated numberofcredit hours or degree with a specified overall cumulative grade point average from an accred ited postsecondary
educational institution;
comp lete the Scholastic Assessment Test or American Col lege Testing examination; and
tour the campus .
The following tab le sets forth the demographics of students at the ITT Technical Institutes as of the dates indicated :
Approximate Percent of Student Census
December 3 1, 2013
December 3 1, 2012

Student Demographics

Age
19 or less

20 through 24
25 through 30
31 or over
Gender
Male
Female
Race
Caucasian
Other( !)
( I)

3%
25%
29%
43%

4%
27%
29%
40%

72%
28%

72%
28%

43%
57%

45%
55%

Based on app licable federal classifications.

The faculty and staffat each of our campuses strive to help students overcome obstacles to the completion of their education programs. As is the case in
other postsecondary institutions, however, students often fail to comp lete their education programs fo r a variety ofpersonal, financial or academic reasons.
Student withdrawals prior to educat ion program completion not only affect the students, they also have a negative regulatory and financial effect on the
campus and the entire institution. To minimize these student withdrawals, each of our campuses devotes staff resources to assist and advise students regarding
academ ic and financial matters. We encourage academic advising and tutoring in the case of students experi encing academic difficulties. We also offer
assistance and advice to students in our residence education programs who are looking for part-time employment and housing.
The C PD assesses a prospective student's skill set and goals to detennine the program that would best meet the indiv idual's objectives and experience
before enrolling a student in a program.

Graduate Emplovment
We believe that the success ofour ITT Technical Institute and DWC graduates who begin their careers in fields invo lving their education programs is
critical to the abil ity ofour campuses to con tin ue to recruit students for our education programs. We try to obtain data on the number of students employed
fol lowing graduation from an ITT Technical Institute or DWC. The reliabi lity of such data depends largely on infonnation that students and emp loyers report
to us. Based on this info1mation, we believe that approximately 70% of the Employable Graduates (as defined below) in 2013 had obtained employment by
April 30, 2014 in positions that required the direct or indirect use of skills taught in their education programs, compared to approximately 66% of the
Employable Graduates in 2012 who had obtained employment by April 30, 2013.
"Employable Graduates" are defined in accordance with the graduate employment metrics that we are required to report by one of the accrediting
commissions that accredits our institutions and include all of the graduates from the !IT Technical Institutes' education programs in the app licable year,
except for those graduates who:
were pregnant, died or suffered other health-related conditions that prevented them from working;
continued their education;
were engaged in active U.S. military service;
moved out of the United States with a spouse or parent who was engaged in active U.S. military service;
were incarcerated in a correctional institution (other than a ha lf-way house) for more than 30 consecutive days; or
possessed visas that did not pem1it them to work in the United States following graduation.
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Each of our campuses employs personnel to offer career se1vices to students and graduates from our education programs. These persons assist in j ob
searches, solic it employment opportunities from employers and provide information on job search techniques, where to access employer information, writing
resumes and how to prepare for, appear at and conduct oneself during job interviews.
Based on infonnat ion from graduates and employers who responded to our inquiries, the reported annualized salaries initially following graduation
averaged approx imately $33,398 for the Employab le Graduates in 2013 who, as of April 30, 2014, had obtained employment in positions that required the
d irect or indirect use of skills taught in their education programs, compared to approx imate ly $32,612 for the Employable Graduates in 2012 who, as of
April 30, 2013, had obtained emp loyment in positions that required the d irect or indirect use of skills taught in their education programs. The average annual
salaiy initially following graduation for our Employable Graduates may vary significantly among the ITT Technical Institutes depending on local
employment conditions and each Emp loyable Graduate's particular education program, background, prior work experience and willingness to relocate.
Initial emp loyers of Employable Graduates from education programs at the ITT Technical Institutes include small, medium and large companies and
governmental agencies.

lli.!!.!.tt
We hire faculty members for our education programs in accordance with criteria estab lished by us, the accrediting commissions that accredit our
campuses and the state education authorities that regulate our campuses. We hire faculty with relevant work experience and/or academic credentials to teach
most technical subjects. Faculty members for our education programs at each campus typically include the chairperson for each school or education program
and various categories of instructors, including full-time and adj unct.

Administration and Employees
Each ofourcamp uses is managed by a person who has overall responsibility for the operation of the campus. The administrative staff of each camp us
also includes managers in the major fimctional areas of that campus, includi ng recmitment, finance, registration, academics and career services. As of
December 3 1, 2013, we had approximately 4,900 full-time and 4,600 part-time employees. None of our employees are represented by labor unions.
Our headquarters provides centralized services to all of our campuses in the following areas:
accounti ng

legal

marketing

regulato1y

public relations

• legislative affairs

curricula development

• real estate

management information systems

human resources

purchasing

compliance/internal audit

In addition, national managers of each of the following major campus fi111ctions reside at our headquarters and develop policies and procedures to
guide these functions at our ITT Technical Institute campuses:
recrniting

career services

financial aid

learning resources

academic affairs

registration

Managers located at our headqua1ters monitor the operating results of each ofour camp uses and regularly conduct on-site reviews.

Competition
The postsecondary education and professional training markets in the United States are highly fragmented and competitive, with no single private or
public institut ion enjoying a sign ificant market share. Our campuses compete for students with associate, bachelor and graduate degree-granting institutions,
which include public and nonprofit p1ivate colleges and prop rietary institutions, as well as with alternatives to h igher education such as military service or
immediate employment. We believe compet ition among educational institutions is based on the:
quality and reliability o f the institution's programs and student se1vices;
reputation of the institut ion and its programs and student services;
type and cost of the institut ion's programs;
employability of the institution's graduates;
abil ity to provide easy and convenient access to the i nstitution 's programs and courses;
quality and experience of the institution's faculty; and
time required to complete the institut ion's programs.
Cetta in public and p rivate colleges may offer programs similar to those offered by our campuses at a lower tuition cost due in part to government su bsidies,
foundation grants, tax deductible contributions, tax-exempt status or other financial resources not avai lable to proprietary institutions. Other proprietary
institutions offer programs that compete with those offered by our campuses. Certain of our competitors in both the public and private sectors have greater
financial and o ther resources than we do.
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The CPD competes primarily with local and national providers ofIT and business skills training. We believe competition among training providers is
based on the:
quality and reliability of the training provider's programs;
reputation of the training provider and its programs;
type and cost of the training provider's programs;
ability to provide easy and convenient access to the training provider's courses;
quality and experience of the training provi der's instructors; and
time required to complete the training provider's programs.

Federal and Other Fina ncia l Aid Programs
In 2013, approx imately 82% of our revenue detennined on a cash accounting basis under the "90/ 10 Rule" ca lculation was from the federal student
financia l aid p rograms under Title rv (the "Title IV Programs" ) of the Higher Education Act of I 965, as amended (the "HEA"). See "Risk Factors- Risks
Related to Our High ly Regu lated Industry - One or more of our institutions may lose its eligibility to participate in Title IV Programs, ifthe percentage ofits
revenue derived from those programs is too high" for a description oft he 90/10 Rule. Our institutions' students also re ly on scholarships and awards, family
contributions, personal sav ings, employment, state financial aid programs, veterans' and military benefits, internal student financing offered by us, private
education loan programs and other resources to pay their educational expenses associated with their education programs. The primary Title IV Programs from
which the students at our campuses rece ived grants, loans and other a id to fund the cost of thei r education programs in 2013 included:
the William D. Ford Federal Direct Loan (the "FDL") program, which represented, in aggregate, approximately 58% ofour cash receipts; and
the Federa l Pell Grant (the "Pell") program, which represented, in aggregate, approximately 24% of our cash receipts.
Other sources of financial aid used by our students to help pay the cost of their education in 20 13 associated with their education programs included:
state financial aid programs, veterans' and military service member benefit programs and othe r sources, which represented, in aggregate,
approximately 15% of our cash rece ip ts;
employment, personal savings and family contribu tions, which represented, in aggregate, app roximately 3% of our cash receipts; and
private education loan programs, wh ich represented an insignificant amount ofourcash receipts.
Institutional scholarships and awards, which our students use to help reduce their educational expenses, amounted to, in aggregate, approximately $171.2
million in 20 13. lnstitutional scholarsh ips and awards for ITT Technical Institute students averaged approximately $2,836 per student in the year ended
December 3 1, 2013, based on the number ofstudents enrolled in education p rograms in each of the three months ended March 31, 2013, June 30,
20 13, September 30, 2013 and December 3 I, 20 13. We also provided internal student financing to our st11dents i n 2013, which consists of non-interest
bearing, unsecured c redit extended to our students. The amount ofintemal student financing that we have provided has decreased and will continue to
decrease s ignificant ly, as the amount of institutional scholarships and av.tards that our students recei ve inc reases.
We believe that the employers of the vast majority of individua ls enrolled in the train ing programs offered through the CPD pay for the individuals'
costs of those programs either directly to the C PD or through emp loyee reimbursements.

Highly Regulated Industry
The train ing programs offered through the CPD require approval from certain state education agencies and the accrediting commission that accredits
our ITT Technical Institutes. Indiv iduals who enroll in the training programs offered by the CPD are not elig ib le to receive funds under the Title IV Programs
for those training programs. The discussion in the remainder of this section applies to the ITT Technical lnstit11tes and DWC, and the education programs
offered by those institutions.
Our institutions are subject to extensi ve regulation by the ED, the s tate educat ion and professional licensing authorities (collectively, the "SAs") and the
accrediting commissions that accredit our institutions (the "ACs"). The statutes, regulations and standards applied by the ED, SAs and ACs are periodically
revised and the interpretations of existing requirements are periodically modified. We cannot predict how any of the statutes, regulations and standards
applied by the ED, SAs and ACs will be interpreted and implemented.
At the federal level, the HEA and the regulations promulgated under the HEA b y the ED set forth numerous, complex standards that institutions must
sat isfy in order to participate in Title IV Programs. To participate in Title IV Programs, an institution must:
receive and maintain authorization by the approptiate SAs;
be accredited by an accrediting commission recognized by the ED; and
be certified as an eligible institution by the ED.
-8-
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The purposes of these standards are to, among other things:
limit institutional dependence on Title IV Program funds;
prevent institutions with unacceptable student loan default rates from participating in Title IV Programs; and
in general, require institutions to satisfy certain c riteria re lated to ed ucational value, administrative capability and financial responsibility.
Most of the ED's requirements are applied on an institutional basis, with an insti tution defined by the ED as a main campus and its additional locations, if
any. Under the ED's definition, we had three institutions as of December 31, 2013, comprised of two ITT Technical Institute main campuses and one DWC
main campus. All of the re maining ITT Technical Institute campuses and the two learn ing s ites are addit ional locations of the ITT Technical Institute main
campuses under the ED's regulations. As of December 31 , 20 13, one ITT Technical Institute institution had 142 additional locations and two learning sites
and the second ITT Technical Institute institution had two additional locations. The HEA requires each institution to periodically renew its certification by
the ED to contin ue its participation in Title IV Programs. As of December 31, 2013, all 147 of our campuses and both learning sites participated in Title JV
Programs.
One of the ED's regu lations applicable to our institu tions is that each institution must submit to the ED its audited, conso lida ted financial statements
and a compliance audit of the institution's administration of the Title IV Programs in which it participates ("Compliance Audit" ), in each case with respect to
a fiscal year within six months of the following year. Our institutions did not submit their 20 13 audited consolidated financial state ments and Compliance
Audits to the ED by June 30, 20 14 and, as a result, the ED determined that o ur insti tutio ns are not financial ly responsib le, which resulted in, among other
th ings, our institutions being :
required to submit a letter of credit payable to the ED;
p laced on heightened cash monitoring by the ED, instead of the ED's standard advance payment method; and
provis ionally certified by the ED to pa1ticipate in Title JV Programs.

See "Risk factors - Risks Re lated to our Highly Regulated Industry - Our institutions 'failure to submit their audited consolidated finan cial statements
and Comp/ia11ce Audits to the ED by the due date resulted in sanctions imposed by the ED 011 our institr,tions that include, among other things, our
institutions having to post a letter of credit, being placed 0 11 heightened cash monitoring and being provisionally certified."
Any one or more of the sanctions or actions described above could have a material adverse effect on our financial condition, results of operations and
cash flows. Further, we cannot assure you that we wi ll be able to subm it a letter of credit payable to the ED in the amount and for the tenn required by the ED,
or that we will be able to provide the cash collateral required to maintain the letterofcredit throughout the required tem1.
As of December 3 1, 20 13, we operated one or more campuses in 39 slates and our campuses recruited students in all 50 states. Eac h of our campuses
must be authorized by the applicable SAs to operate. T he state laws and regulations that we must comply with in order to obtain authorization from the SAs
are numerous and co mplex. As of December 31, 2013, each of our campuses had received autho1ization from o ne o r more SAs.
Campuses that confer bachelor o r master degrees mu st, in most cases, meet additional regulatory standards. Raisi ng the cunicula of our existing
campuses to the bache lor and/o r master degree level requi res the approval of the applicable SAs and the ACs.
State education laws and regulations affect our operations and may limit our ability to introduce programs or obtain authorization to operate in some
states. If an y one ofour campuses lost its state authorization to operate in the state in wh ich it is physica lly located, the campus would be unable to o ffer
postsecondary education and we would be forced to close the campus. Clos ing multipl e campuses for any reason could have a mate rial adverse effect on our
financia l condition, results ofoperations and cash flows.
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Most of the states in which our institutions are autho rized to operate have laws or regulations that require institutions to demonstrate annually that
they are financia lly stable. As a result of the delay in the submission of our 20 13 audited consoli dated financial statements to our Florida SA, our Florida SA
detennined on August 5, 2014 t hat our 13 campuses in Florida are not financially stable. Based on this detennination, our Florida SA:
changed the autho1ization to operate for each of our Florida campuses from an annual license to a provisional l icense;
will conduct an on-site visi t of each ofour Florida campuses to detennine t he campus' compl iance with t he Florida SA's regulations;
will require each of our Florida campuses to correct any deficiencies noted during our Florida SA's on-si te visit of the campus;
required us to submit to our Flo rida SA any correspond ence that we or any ofour institutions have with the ED or the AC of our Florida campuses,
within 15 days of the submission or receipt of t hat correspondence;
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required each of our Florida campuses to subm it a train-out plan to our Florida SA on or before September 4, 20 14; and
required us to report to our Florida SA, at its September 20 14 meeting, on the stability of our Florida campuses and any changes that may further affect
our stabili ty or operations.
Each campus' provisional license extends through July 31 , 2015. Upon the satisfact ion of all of the requirements specified above, however, each campus may
apply to our Florida SA to have the campus' autho rization changed back to an annual license. We cannot assure you, however, that our Florida campuses will
be able to satisfy a ll of the requ irements specified above, or that our Florida SA will change any of the campuses back to an annual license. See "Risk Factors
- Risks Related to Our Highly Regulated lndustrv - Failure of our campuses to comply with the extensive regulato,y requirements.for school operations

could result in financial penalties, restrictions on our operations, loss offederal and state.financial aidfimdingfor our students or loss of our
authorization to operate our campuses."
State authorization and accreditation by an accrediting commission recognized by the ED are required for an institution to become and remain eligible
to participate in T itle IV Programs. In addition, some states require institutions operating in the state to be accredited as a condi tion of state authorization.
Both ofour ITT Technical Institute institutions are accredited by the Accrediting Council for Independent Colleges and Schools (the "ACICS"). DWC is
accredited by the Commission on Institutions of Higher Education of the New Eng land Assoc iation of Schools and Colleges (the "NEASC" ). Both the ACICS
and the NEASC are accrediting commissions recognized by the ED. The HEA specifies a series of criteria that each recognized accrediting commission must
use in reviewing institutions. For example, accrediting comm issions must assess the length of each academic program offered by an instit11tion in relation to
the objectives of the degrees or dip lomas offered. Further, accrediting commissions must evaluate each institution's success with respect to student
achievement.
Under the ACICS standards, if the student retention or graduate p lacement rates:
ofa campus fall below the ACICS benchmark standards, the campus must deve lo p and implement a campus i mprovement plan and pe1iodically
report its results to the ACICS;
of a campus fall below the ACICS compliance standards, the campus must come into compliance within a specified time period, or the ACICS
may withdraw the campus' inclusion in the instifUtion's grant of accreditation;
ofa program offering at a campus fall be low the ACICS benchmark standards, the campus must develop and imp lement a program improvement
plan for that program offering; or
ofa program offering at a campus fall be low the ACICS compl iance standards, the program offering must come into compliance within a
specified time period, or the ACICS may withdraw its authorization of that program offering.
Under the ACICS standards, if the Licensure Examination Pass Rate (as defined below) ofa program offering that is subject to that standard at a campus
falls below the ACICS:
benchmark standards, the campus is required to develop and implement a program improvement plan for that program offering; or
comp liance standards, the program offering is requi red to come into comp liance with in a specified time period, or the ACICS may withdraw its
authorization of that program offering.
A program offering is subject to the Licensure Examination Pass Rate standard, if graduates of the program of study who seek employment are required to
have a certificate, licensure o r registration based on an industry -sponsored examination in the applicable field.
A campus that falls below the ACICS:
benchmark standards is not required to obtain pennission from the AC ICS prior to applying to add a new program offering; or
comp liance standards is required to obtain permission from the ACICS prior to applying to add a new program offering.
The ACICS has classified one ofour ITT Technical lnstifUte institut ions, which consists ofa main campus and 142 additional locations and two
learning sites, as a centrally controlled institution under the ACICS criteria (the " Centrally Controlled Institution"). During 2013, the ACICS evaluated the
Centrally Controlled Institution for a renewal grant of accreditation. In April 20 13, the ACICS extended the Centrally Controlled Institution's cu1rent grant
of accreditation through December 31, 20 17. In 20 I 3, the ACICS also approved 15 ITT Technical Inst itute locations for inclusion in the Centrally Controlled
Institution's grant of accreditation. Neither ofour two ITT Technical Institute institutions are on probation with the ACICS, but:
49 ITT Technical lnstitute locations are subj ect to a campus improvement plan and reporting requirements with respect to the locations' Srndent
Retention Rates (as defined below) by the ACICS;

63 ITT Technical Institute locations are subj ect to a campus improvement p lan and report ing requirements with respect to the locations'
Graduate Placement Rates (as defined below) by the ACICS;
one ITT Technical Institute location needs to raise its Student Retention Rate to at least 60% by Novembe r I, 2015, or the ACICS may withdraw
that location's inclusion in the institution's grant of accreditation;
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five ITT Technical Institute locations need to raise their Gmduate Placement Rates to at least 60% by November I, 20 15, or the ACICS may
withdraw those locat ioos' inclusion in the inst itution 's grant of accreditation;
a total of35 l program offerings at 124 ITT Technical Institute locations are subject to a program improvement plan with respect to the Student
Retention Rates of those program offerings by the ACICS;
a tota l of 4 76 program offerings at 129 ITT Technical Institute locat ions are subject to a program improvement plan with respect to the Graduate
Placement Rates of those progmm offerings by the ACICS;

a tota l of eight program offerings at eight ITT Technical Institute locations are subject to a program improvement plan with respect to the
Licensure Examination Pass Rates of those program offerings by t he ACICS;
a total of87 program offerings at 6 1 ITT Technical Lnstitute locations need to raise their Student Retention Rates to at least 60% by Novemb er I,
2015, or the ACICS may withdraw its authorization of those program offerings (although we have discontinued and are no longer enrolling new
students in 18 of those program offerings);
a tota l of 158 program offerings at 86 ITT Technical Institute locat ions need to raise their Graduate Placement Rates to at least 60% by
November I , 20 15, or the ACICS may withdraw its authorization of those program offe1ings (although we have discontinued and are no longer
enrolling new students in 14 1 of those program offerings); and
a total of four program offerings at four ITT Techn ica l Institute locations need to ra ise their Licensure Examination Pass Rates to at least 60% by
November I , 20 15, o r the AC ICS may withdraw its authorization of those program offerings.
In November 2013 , the ACICS began considering mitigating circumstances when applying its Student Retention Rate, Graduate Placement Rate and
the Licensure Examina ti on Pass Rate compliance standards to its accredited institutions' campuses and programs ("Mitigating Circumstances"). The
Mit igating Circumstances include, among others:
the impact on the Student Retention Rate of certain demographics of more than 50% of the students attending the campus or program;
the impact on t he Student Retention Rate of withdrawing students who re-enroll in the affected campus or program with in a certain period of time;
at least 30% of the graduates of the campus or program having less than six months from their date of graduation or licensure receipt, until the ACICS
reporting date for the Graduate Placement Rate; and
the three-year average (weighted based on student enrollment) of t he campus' or program's Student Retention Rate, Graduate Placement Rate or
Licensure Examination Pass Rate being above that rate's compliance standard percentage.

If the ACICS detennines that its Mitigating Circumstances apply to an institution's campus o r program, the ACICS waives the application of the comp liance
standard to the institution's campus o r program. The ACICS has granted Mit igating Circumstances waivers to a total of:
one ITT Technical institute location wit h respect to t he S tudent Retention Rate comp liance standard;
nine ITT Technical Institute locations with respect to the Graduate Placement Rate compliance standard;
six program offerings at s ix ITT Technical lnstit11te locations with respect to the Student Retent ion Rate compl iance standard; and
four program offerings at three ITT Technical Institute locat ions wit h respect to t he Graduate Placement Rate compliance stan dard.
The number of ITT Technical Institute locations and program offerings that received Mitigating Circumstances waivers from the ACICS are not included in
the numberofITT Techn ical Institute locations and program offerings speci fied above that are subject to having the locations' inclusion in the institution's
grant of accreditation withdrawn or the program offerings' authorizations withdrawn for failure to comply wi th the Student Retention Rate and Graduate
Placement Rate compliance standards.
"Student Retention Rate" is defined by the AC ICS as Adjusted Total Enrol lment (as defined below), less All Other Withdrawals (as defined below),
divided by Adjusted Tota l Enrol lmen t. "Adjusted Total Enrol lment" is defined by the AC ICS as total student enrollment in the program of st udy during the
reporting period, less the number of any of those students who with drew to enroll in another institution under common ownership. "All Other Withdrawals" is
defined by the ACICS as the number of students enrolled in the program of study during t he reporting period who withdrew from the program of study for a
reason other than the student's:
cal l to acti ve duty in the U.S. mili tary;
enrollment in anothe r institution under common ownership;
incarceration; or
death.
"Gmduate Placement Rate" is defined by the ACICS as the number of Employable Graduates who were employed in a position that required the direct
or indirect use of the skills taught in the program o f study during the reporting period, divided by the total number of Emp loyable Graduates.
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"Li censure Examination Pass Rate" is defined by the ACICS as the number of graduates or completers of a program of study that is subj ect to the
L icensure Exam ination Pass Rate standard who a11empted the e xamination and received a score necessary to obtain the required certificate, licensure or
registration during a calendar year, divided by the number of graduates orcompleters of that program of study who attempted the app licable exami nation
during that calendar year.
If any of our ITT Technical Institute locations and/or program offerings fall below the Stude nt Retention Rate, Graduate Placement Rate or Li censure
Examination Pass Rate compliance standards and we are unable to timely bring those locations and/or program offerings in to compliance, we may have to
close those locations and reduce the offerings of those programs, wh ich could have a material adverse effect on our expansion plans, financial condition,
results of operations and cash flows.
DWC was subject to a notice ofconcem from the NEASC with respect to DWC's financial condition from June 2009, when we acquired DWC, until
Apri l 20 I I. The NEASC re instated the notice of concern with respect to DWC's financial condition in March 2013. During 20 13 and the first quarter of2014,
the NEASC evaluated DWC in connection with its financial condition, but the NEASC did not remove the notice ofconcem.
The statutes, regulations and standards appl ied by the ED, SAs and ACs cover th e vast majority o f our operat ions, including our:
academic affairs;
educational programs;
facilities;
academic and administrative staff;
administrative procedures;
marketing;
student recruitment;
compensation practices; and
financial operations and financial condition.
These requirements a lso affect ou r abil ity to:
add new campuses and learning sites;
add new, or revise or expand our existing, educational programs; and
change our corporate structure and ownership.
Each of the campuses that we added from 20 IO through 20 12 constitutes an additional location under the ED's regulations. The HEA requires a
proprietary institution to operate for two years before it can qualify to part ic ipate in Title IV Programs. If an institution that is certified to participate in Title
IV Programs estab lishes an additiona l location and receives all of the necessary SA and AC approva ls for that location, that additiona l location can
partic ipate in Title IV Programs immediatel y upon being reported to the ED, un less the institution will offer at least 50% ofan enti re educatio nal program at
that location and any one o f the following restrictions app lies, in which case the ED must approve the additiona l location before it can participate in Title IV
Programs:
the institut ion is provisionally certified to participate in Title IV Programs;
the insti tution receives Title IV Program funds under the ED's he ightened cash monitoring or reimbursement system of payment;
the institution acquired the assets of another institution that p rovided educational programs at that location during the preceding year and
participated in Title IV Programs duting that year;
the institution would be subject to loss of eligibil ity to participate in Title IV Programs, because the additional location lost its elig ibility to
participate in Title IV Programs as a resu lt of high student loan cohort default rates und er the Federal Family Education Loan ("FFEL") and/or
the FDL programs; or
the ED previously notified the institution that it must apply for approval to establish an additional location.
Due to our institutions' failure to submit thei r 2 01 3 audited consolidated financial statements and Compliance Audits to the ED by June 30, 20 14, all of
our institutions are provisionally certified to participate in the Title IV Programs. See " Risk Factors- Risks Related to Our Highly Regulated Industry - Our
institutions 'failure to submit their audited consolidatedfinancial statemen ts and Compliance Audits to the ED by the due date resulted in sanctions
imposed by the ED on our institutions that include, among other things, our institutions having to post a letter of credit, being placed on heighten ed cash
monitoring and being provisionally certified." Our institutions' participation in Title IV Programs will remain provisional, until at least November 4, 2019.
In August 20 14, the ED detennined that o ur insti tutio ns did not sati sfy the ED's e lig ibility standards re lating to financial responsibility, because our
institutions failed to submit their 20 13 audited consolidated financia l statements and Compliance Audits to the ED by June 30, 20 14 .
The HEA and its implementing regulation s require each in stitution to periodically reapply to the ED for continued ce rt ification to partici pate in Title
IV Programs. The ED recertifies each institution dee med to be in compliance with the HEA and the ED's regulations for a period of six years or less. Before
that period ends, the institution must app ly again for
- 12-
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recertification. The cun-ent provisional certifications ofour three institutions expire on June 30, 2017. Ifan institution successfully participates in Title IV
Programs during its period of provisional certification, but fails to satisfy the full certification criteria, the ED may renew the i nstitution's provisional
certification. The ED has infonned our institutions that, due to their failure to submit their 20 13 audited consolidated financial statements and Compliance
Audits to the ED by June 30, 20 14, the ED will not consider our institut ions to have satisfied the ED's el igibility standards relating to financial responsibility
before November 4, 20 19. As a result, our institutions' participation in the Title IV Programs will continue to be provisional, if our institutions are recertified
when their cum:nt provisional certifications expire on June 30, 20 17.
The ED may revoke an institution's provisional cert.ification without advance notice, if the ED dete1mines that the institution is not fulfilling all
material requirements. If the ED revokes an institution's provisional certification, the institution may not a pply for reinstatement of its eligibility to
partic ipate in Title IV Programs for at least 18 months. If the ED does not recertify the institution following the exp iration of its provisional certification, the
institution loses eligibility to participate in Title IV Programs, until the institution reap plies to partici pate and the ED ce1tifies the institution to participate.
The HEA and app licable regulations penn it students to use Title IV Program funds only to pay the cost associated with enro ll ment in an eligible
program offered by an institution participating in Title IV Programs. A proprietary institution that is eligib le to pa1ticipate in Title IV Programs can generally
add a new educational program without the ED's approval, if that new program:
leads to an associate level or higher degree and the institution already offers programs at that level; or
prepares students for gainful employment i n the same or a related occupation as an educational program that had been previously
designated as an eligible program at the institution and meets minimum length requirements.
Otherwise, the proprietary i nstitution has to obtain the ED's approval before it can disburse Title rv Program funds to students enrolled in the new program.
Any institution provisionally certified by the ED, however, must apply for and receive approval by the ED for any substantia l change before the institution
can award, disburse or distrib ute Title IV Program funds based on the substantial change. Substantial cbanges generally include, b ut are not limited to:
the establishment ofan add itional location;
an increase in the level of academic offering beyond those listed in the institution 's Eligibility and Certification Approval Report with
the ED;
an addition of any eligible non-degree education program o r short-tenn training program; or
an addition ofa degree program by a proprietary institution.
!fan institution applies forthe ED's approval ofa substantial change, the institution must demonstrate that it has the financia l and administrative resources
necessary to assure the institution's continued compliance with the ED's standards of financial responsibility and administrative capability.
Ifwe are unable to obtain the required approvals from the ED for any new campuses or learning sites, or any new program offerings, or to obtain those
approvals in a timely manner, o ur abi lity to operate the new campuses, add the learning sites or offer new p rograms as planned would be impaired, which
could have a material adverse effect on our expansion p lans. See " Risk Factors- Risks Related to Our Highly Regulated Industry - We cannot operate new

campuses, add learning sites or offer new programs, i/they are not timely authorized by our regulators, and we may have to repay Title IV Program.funds
disbursed to students enrolled at any ofthose locations or in any of those progra,m, if we do not obtain prior authorization."
The accreditation standards ofour ACs generally pe1mit an institution's main campus to establish add itional campuses. Our campuses that are treated
as additional locat ions of the main campus under the ED's regulations and the AC ICS accreditation standards are treated as branch campuses under the
accreditation standards of the NEASC. Ou r learning sites are classified as additional locations of the main campus under the ED's regulations, as campus
additions under the ACICS accreditation standards, and as instructional locations of the main or branch campus under the NEASC accreditation standards.
The laws and regulations in most of the states in which our campuses are located treat each of our campuses as a separate, unaffiliated institution and
do not distinguish between mai n campuses and additional locations o r b ranch campuses, al though many states recognize other locations withi n the state
where educational activities are conducted and/or student se1vices are provided as leaming sites, teaching sites, satell ite campuses or otherwise. In some
states, the requirements to obtain state authorization limit o ur ability to establish new campuses, add learning sites or in struct ional locations, offernew
programs, recruit and offer on line programs.
The internal audit function ofour compliance department reviews our campuses' compliance with Title IV Program requirements and conducts an
annual compliance rev iew of each of our campuses. The review addresses numerous compliance areas, including:
student tuition refunds and re turn of Title IV Program funds;
student academic progress;
student admission;
student attendance;
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student financial aid applications;
student financial aid awards and disbursements; and
graduate employment.
Each of our institutions' administration ofTitle IV Program funds must also be audited annual ly by an independent accounting firm, and the resulting audit
report must be submitted to the ED for review.
Due to the h ighly regulated nature of the postsecondary education industry, we are subject to audits, reviews, inquiries, complaints, investigations,
claims of non-compliance or lawsu its by federal and state govemmental agenc ies, guaranty agencies, the ACs,present and former students and employees,
shareholders and other third parties, which may allege violations of statutes, regulations or accreditation s tandards or common law causes of action
(collectively, "Cla ims"). If the results of any Claims are unfavorable to us, we may be required to pay money damages or be subject to fines, penalties,
inj unctions, operational limitations, loss of eligibility to participate in federal or state financial aid programs, debam1ents, additional oversight and repoiting,
other civil and crimina l penalties or o ther censure that could have a material adverse effect on our financia l condition, results of operations and cash flows.
Even ifwe satisfacto rily resolve the issues raised by a Claim, we may have to expend significant financial and management resources, which could have a
material adverse effect on our financial condition, results ofoperations and cash flows. Adverse publicity regardi ng a Cla im could also negatively affect our
business.
See "Risk Factors - Risks Related to Our High ly Regulated Industry" for a discussion of particular risks associated with our high ly regulated industry.

Shareholde r Information
We make the following materials available free of charge through our website at www.ittesi.com as soon as reasonab ly practicable after such materials
are electron ically filed with or fum ished to the SEC under the Exchange Act:
our annual reports on Form I 0 -K and all amendments thereto;
our quarterly reports on Fonn I 0-Q and all amendments thereto;
our current repo1ts on Fom1 8-K and all amendments thereto; and
various othe r fi li ngs that we make with the SEC.
You should be aware that this Annual Repo1t on Fonn I 0-K was filed with the SEC after the app licable filing deadline . In addition, the filing deadlines for
our Quarterly Report on Form I 0-Q for the fiscal quarter ended:
March 31, 20 14("2014 First Quarter Fo1m I 0-Q"), was May 12, 2014; and
June 30, 20 14("2014 Second Quarter Form I 0 -Q" ), was August I I, 2014.
We have not yet filed the 20 14 First Quarter Fonn I 0-Q o r 2014 Second Quarter Fonn I 0-Q with the SEC. We are working diligently to finalize and file the
20 14 First Quarter Fonn I 0-Q and 20 14 Second Quarte r Forn, I 0-Q as soon as practicable, but we cannot assure you as to the actual fi ling date. We have also
amended our Quarterly Repons on Fonn I 0-Q for the fiscal quaners ended March 31, 2013, June 30, 20 13 and September 30, 2013, due to our restatement of
the unaud ited condensed consol idated financial statements conta ined therein. Fai lure to timely file our quarterly reports with the SEC and the fact that we
have restated our consolidated financia l statements may have negative consequences. See " Risk Factors - Risks Related to Recent Developments ."
We also make the following materials available free of charge through our website at www.ittesi.com:
our Corporate Governance Guidelines;
the charter for each of the Audit, Compensation, and Nominating and Corporate Governance Committees of our Board of Directors; and
our Code ofBusiness Conduct and Ethics ("Code").
We will provide a copy of the following materials without charge to anyone who makes a written request to our Investor Re lations Department at !IT
Educational Services, Inc ., 13000 North Meridian Street, Cannel, Indiana 46032- 1404 or by e-mail throug h our website at www.ittesi.com:
our annual report on Fonn I 0-K for the year ended December 31,20 13, excluding certain of its exhibits;
our Corporate Governance Guidelines;
the charter for each of the Audit, Compensation, and Nominat ing and Corporate Governance Committees of our Board of Directors; and
the Code.
We a lso intend to promptly disclose on our website at www.ittesi.com any amendments that we make to, or waivers for our Di rectors or execut ive
officers that we grant from, the Code.
- 14-
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Item l A.

Risk Factors.

In addition to the other in.formation contained in this report, you should co11sider care.fully the.followi11g risk.factors i11 evaluating us and our
business be.fore ,naking a11 invest,nent decision with respect to any shares of our common stock. ll1is report contains certain statements that co11stitute
"forward-looking statements " within. the mean.ing ofSection. 27A of the Securities Act and Sectio11 21 E of the Exchange Act. These forward-looking
statements are based on the beliefs of. as well as assumptions made by and in.formation currently available to, our management. All statements which are
not statements ofhistorical.fact are ill/ended to be.forward-looking statements. The.fonvard-looking statements contained in this report reflect our or our
management's current views and are subject to certain risks, uncertainties and assumptions, including, but not limited to, those set.forth in the.following
Risk Factors. Should one or more of those risks or uncertainties materialize or should underlying assumptions prove incorrect, our actual results,
pe1f'onnance or achievements in 2014 and beyond could differ materially .from those expressed in. or implied by, those.forward-looking statements.
Ris ks Related to Recent Developments
Our management Ju,s i,lentijietl mate rial weaknesses i11 our illtem al contro l over financial reportillg, whiclt coultl, if no t remediated, result in
material misstatements in our .fut11refi11a11cial state111e11ts and may a d verwly affect our business a11d stock price. Our management is responsible for
establishing and maintaining adequate internal control over financial reporting (" ICFR"), as defined in Rule ! 3a-I 5(!) under the Exchange Act. As disclosed
in Part II, Item 9A, "Controls and Procedures" of this Annual Report on Fonn I 0-K, our management identified material weaknesses in our ICFR re lated to:
the assessment of events that could affect the detennination of whether we are the primary beneficiary of variable interest entities in
which we hold a variable interest;
the assessment of the completeness and accuracy of the data maintained by the servicer of the private education loans that are owned by
a variable interest entity that we were required to consolidate;
the review of assumptions and methodologies developed by th ird-party consultants to project guarantee ob ligations under the 2009 RSA
(as defined below); and
the timely identification and communication of infonnation relevant to the p rivate education loan programs to those members of our
management who are responsible for our financial reporting processes.
A material weakness is defined as a deficiency, or combination of deficiencies, in ICFR, such that there is a reasonable possibility that a material
misstatement o f our annual or interim financial statements will not be prevented or detected on a timely basis. As a result of the material weaknesses
d iscussed above, our management concluded that our ICFR was not effective as of December 3 1, 20 I 3. We cannot assure you that additional material
weaknesses in our JCFR will not be identified in the future. Although we a re implementing remedial measures designed to address the identified material
weaknesses, ifour remedial measures are insufficient to address the material weaknesses, or if additional material weaknesses or significant deficiencies in our
ICFR are discovered or occur in the future, our consolidated financial statements may contain material misstatements. These misstatements cou ld result in
additional restatements of ou r consolidated financial statements, cause us to fail to meet our reporting ob ligations, lead to a defau lt under our credit
agreement, reduce our ability to obta in financing, increase the cost of any financing that we obta in or cause investors to lose confidence in our reported
financial infonnation, which could lead to a decline in our stock price.
Although we are work ing to remedy the ineffectiveness of our ICFR, there can be no assurance as to when the remediation plan will be fully
implemented or the aggregate cost of implementation. Until our remediation p lan is fully implemented and considered comp lete, our management will
continue to devote significant time and attention to these efforts. If we do not complete our remediation in a timely fash ion, or at all, or if ou r remediation
p lan is inadequate, there will continue to be an increased risk that we will be unab le to timely file future periodic reports with the SEC and that our future
consolidated financial statements coul d con ta in errors that wi ll be undetected. For more in fonnation relat ing to our ICFR (and disclosure controls and
procedures) and the remediation plan undertaken by us, see Part 11, Item 9A, "Controls and Procedures."
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Matters relating to or arising from our review ofaccou11ting matters related to two third-party private education loa11programs made available to
o ur students may adversely affect o ur busi11ess, results ofoperations anti ca5·ftjlows. As previously disclosed, a number of factors, including SEC's
investigation ofus related to our actions and accounting associated with, among other th ings, two third-party private education loan programs made
available to our students, have led to us conducting additional analyses and reviews with respect to accounting matters related to those programs. As a result
of such additional analyses and reviews, the Audit Committee ofour Board of Directors concluded that the PEAKS Tmst shou ld have been consolidated in
our consolidated financial statements beginning on February 28, 2013, and that our previously issued unaudited condensed consolidated financial
statements as of and for each of the fiscal quarters ended March 3 1, 2013, June 30, 2013 and September 30, 20 13 should be restated. To date, we have
incurred significant expenses related to lega l, accounting and other professional services in connection with the SEC's investigation ofus, the accounting
analyses and the restatement and related matters, and may continue to incur significant add itional expenses with regard to those matters and our remed iation
effo1t s. In add ition, our Ch ief Executive Officer and Chief Financial Officer, as well as senior members of our finance and accounting departments, have spent
substantial amounts of time and effort with regard to all of those matters. The s ignificant amount of time and effort spent by o ur management team on those
matters has diverted, and is expected to continue to divert, their attention from the operation of our business. The expenses incurred, and expected to be
incurred, on those matters, and the diversion of the attention of the management team which has occurred and is expected to continue, have had, and could
continue to have, a materia l adverse effect on our business, financial condition, results of operations and/or cash flows.

-15-

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00016730

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this ;ntormation,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review002644

Table of Contents

We have restated 011r prior 1111audited comlensed consolidated financial statem ents as ofandfo r each ofthe fiscal q11arters ended March 31,
2013, June 30, 2013 tmd S eptember 30, 2013, whid, may /etld to additio11lll risks llnd 1111certlli11ties, i11cludi11g sfwrehofder litig tttio11, loss ofi11vestor
confidence and negative impacts 011 011r stock price. As a result of the detennination in J une 2014 that the PEAKS Trust should have been consoli dated in
our consolidated financial statements as of Feb ruary 28, 2013, we have restated our unaudited cond ensed consolidated financial statements as of and for each
of the fiscal quarters end ed March 31, 2013, June 30, 2013 and September 30, 2013. We have incurred significan t costs and expenses, and our management's
attention has been d iverted, due to the restatements. Restatements may also increase the risk of additional shareholder litigation against us. In addition, the
fact that we have restated our unaud ited condensed consolid ated financia l statements may lead to a loss o f investo r confi dence and have negative impacts on
the trading p rice of our common stock.
The New York Stock Exchange could commence procedures to defist 011r common stock. As a result of our failure to timely file this Annual Report o n
Fonn I 0-K with the SEC, on March 19, 2014, we received a notice from the New York Stock Exchange ("NYSE") that we were subj ect to the procedures set
forth in the NYSE's listing standards related to late filings. In accordance with the NYSE's proced ures, we initially had six months following March 18, 201 4
to file this Annual Report on Fonn I0-K with the SEC. On September 18, 20 14, however, the NYSE granted our request for a list ing extensio n, through
November 15, 20 14. Although we have filed this Annual Report on Form I 0 -K with the SEC with in the extension period, the listing stand ards of the NYSE
provide the NYSE with broad discretion regarding delisting matters. One of the factors described in the NYSE's listing standards that could lead to a
company's deli sti ng is the failure of the company to make timely, adequate and accurate d isclosures of information to its shareholders and the investing
public. We have not yet filed with the SEC our 201 4 First Quarter Form I 0-Q, wh ich was due on May 12, 201 4 , or our 201 4 Second Quarter Fonn I 0-Q, wh ich
was due on August 11, 20 14, and we have restated our unaudited condensed consolidated financial statements as of and for each of the fiscal quaiters ended
March 31 , 2013, June 30, 2013 and September 30, 2013 . We cannot assure you that the NYSE will not commence del isting procedures with respect to our
common stock as a result of those and other factors re lated to us. If the NYSE were to de list our common stock, the de listing could:
decrease trading in our common stock;
adversely affect the market liquidi ty of our common stock;
decrease the trading price of our common stock;
increase the volat ility of our common stock p rice;
decrease analyst coverage of our common stock;
decrease investor demand and information available concern ing tradi ng prices and volume of our common stock;
make it more difficult for investors to b uy or sell our common stock; and
hann our ab ility to obta in financing on accep table tenns.

011r failure to prepare tlnd timely file o ur periodic reports with the S EC limits our tlccess to the public 11wrkets to raise debt or equity Cllpillll, and
co11ld have n egative conseq11ences related to our cre,lit agreement. We did not file this Annual Repo1t on Fonn I 0-K, our 2014 First Quarter Fom1 I 0-Q and
o ur 20 14 Second Quarter Form I 0-Q with in the timeframe required by the SEC. As a result ofour late fi lings, we may be limited in our ability to access the
public markets to raise d ebt or equity capital, which could preven t us from pursuing transactions or implementing business strategies that we believe would
be beneficial to our b usiness. We are ineligib le to use shorter and less cost ly filings, such as Fonn S-3, to register our securit ies for sale for a period of 12
months fo llowing the month in which we regain compliance wi th o ur SEC re porting ob ligations. Further, ifwe are not able to fum ish to o ur lenders our
condensed consolidated financial statements (and related certificates) as of and for the fiscal quarters ended March 3 I, 2014 and June 30, 2014 b y November
15, 20 14, or our condensed consolidated financial statements (and related certificates) as of and for the fiscal q uarter ended September 30, 2014 by December
15, 20 14 , we wo uld be in breach of our credit agreement, which coul d g ive rise to mate1ial adverse consequences to us. See "- if we default 11nder our
Amended Credit Agreemen t, any borrowings must be repaid, we may be prevented from further borrowings and from obtoining o r maintaining a le/ler of
credit and/or the Amended Credit Agreement may be terminated by the lenders, which could have a material adverse effect on our liquidity and ability to
comply with o ur obligations."
A ~· a res11lt ofthe Consolidation, 011r consolidllted financial statements lire materially different f rom those that we ha ve previo11sly fa·s11ed, which
could llllve negative i111plicatio11sfor o ur credit agree111e111 and g uarantee obligatio11s tllld reg ulatory co111plill11ce. Prior to the Consolidation, the PEAKS
Trnst was not included in our consolidated financial statements. As a result of the Consolidation, beginning on Feb ruary 28, 2013, our consolidated financial
statements are substantially di fferent from the consolidated financia l statements that we would present, ifwe were not required to consolidate the PEAKS
Tntst. T he Consolidation and other factors have resulted in violations of covenants under our credit agreement. Although we have obtained waivers and
amendments relating to those v iolations, we cannot assure you that the financia l impact of the Consolidation on our consol idated financial statemen ts in
futu re periods will not v iolate the covenants under our credit agreement. We may not be able to obtain additio nal amendments to, o r waivers of, those
covenants. The Consolidation also negative ly impacted our compliance with the ED's financial responsibility measurements, primarily our institutions'
composite score and our compliance with the financia l requirements of certain SAs. The financial impact o f the Conso lid ation on our consolidated financial
statements in future periods cou ld also negatively impact our compliance with those measuremen ts and requirements in the future. See "-Risks Related to
Our Highly Regulated lndustrv - We may be subject to sanctions, including, without limiUttion, an. increase in the amo1111t of the ED letter ofCredit and
other limitations /11 order to continue our campuses '
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participation in Title IV Programs, state authorization and accreditation, if we or our campuses do not meet the financial standards ofthe ED, SAs or A Cs,"
fora discussion of the impact of the Consol idation on our consolidated financial statements. Further, the Consolidation negatively impacted the financial
metrics to which we are subject under the private education loan programs under which we have provided guarantees, resulting in materially increased
payment amounts. The financial impact of the Consol idation on our consolidated financial statements in future periods could negatively i mpact our
compliance with those financia l metrics in the future, resulting in materially increased payment amounts. Any of these factors could have a mate1ial adverse
effect on our results of operations, financial condition and/or cash flows.
We believe that we will be required to co11solidate the 2009 E11tity into our co11Solidatedji11a11cial stateme11ts i11 the foreseeable future, which could
have a material ad1•erse effect 011 our co11solidated fi11a11cial statements a11d our compliance with cove11a11ts a11d metrics to which we are subject. In
addition to the PEAKS Trust, we hold a variable interest in an unaffiliated entity (the "2009 Entity") with which we entered into a risk sharing agreement on
February 20, 2009 (the "2009 RSA"). Under the 2009 RSA, we guarantee the repayment of the principal amount (including capitalized origination fees) and
accrued interest payable on private education loans that are charged off above a certain percentage, based on the annual dollar vo lu me, of the private
education loans made under a program that made private education loans available to our students to help pay our students' cost of education that student
financia l aid from federal, state or other sources did not cover (the "2009 Loan Program"). We may become the primary beneficiary of the 2009 Entity and, as
a resu lt, be required to consolidate the 2009 Entity in our consolidated financ-ial statements, if the entity that pe1fonns the servicing activities for the private
education loans made under the 2009 Loan Program on behalf of the 2009 Entity (the "2009 Loan Program Servicer") fails to meet certain perfom1ance
criteria specified in the servicing agreement that governs the servicing activities of those loans (the "2009 Servicing Agreement"). If the 2009 Loan Program
Servicer fails to meet those performance criteria, we have the right to tenninate the 2009 Servicing Agreement and, therefore, would be considered to have the
power to direct the act ivities of the 2009 Ent ity that most significantly impact the economic performance of the 2009 Entity. If that occurs, we would be
required to consolidate the 2009 Entity into our consolidated financia l statements.
Based on preliminary loan performance data as of September 30, 201 4 that we have received regarding the private education loans made under the
2009 Loan Program, we believe that, as of September 30, 20 14, the 2009 Loan Program Servicer may not have met the perfonnance criteria specified in the
2009 Servicing Agreement. As a result, it appears likely that the 2009 Loan Program Servicer either has failed, or with in the foreseeable future wil I fail, to
meet the perfo1mance criteria in the 2009 Se1vicing Agreement. Once that occurs, following a cure period and that assuming that no cure occurs, we will have
the right to tenninate the 2009 Servicing Agreement. As a result of that right, we wi ll be required to consolidate the 2009 Entity into our consol idated
financial statements. We believe that ou r right to tenninate the 2009 Servicing Agreement will become operative in late 20 14 o r early 20 15 . At this time, we
are unab le to quantify the impact of the consolidation of the 2009 Entity into our consolidated financial statements, but it could have material adverse effect
on our conso lidated financial statements. Further, the consolidation of the 2009 Enti ty into our consolidated financial statements could cause us to violate
certain covenants under our credit agreement, financial standards of the ED, SAs and ACs and financial metrics under the 2009 RSA and PEAKS Program to
which we are subject. Any of those violations cou ld have a material adverse effect on our resu lts of operations, financial cond ition and/or cash flows.
Ifwe default under our Amended Credit Agreement, a11y borrowings must be repaid, we may be prevente d from further borrowi11gl· and from
obtai11i11g or 111ai11tai11i11g a letter ofcredit a11d/or the Ame11ded Credit Agreemellt may be termi11ated by the le11ders, wflich could haw a. material adverse
effe ct 011 our liquidity a11d ability to comply with our obligations. On March 21, 2012, we entered into a credit agreement and on March 3 1, 20 14, May 29,
20 14, June 30, 20 14 , July 30, 20 14 and September 15, 20 14 , we entered into amendments 10 the credit agreement. The credit agreement , as so amended, is
referred to herein as the " An1ended Credit Agreement." The Amended Credit Agreement contains, among other things, covenants, representa tions and
warranties and events of default customary for credit facilit ies. We are required to maintain comp liance with a maximum leverage ratio, a min imum fixed
charge coverage ratio, a minimu m liqu idity amount, and several covenants related to the ED's regulations. The Amended Credit Agreement also requ ires us,
among other things, to timely deliver our consolidated financial sta tements to the lenders. In addition, we would be in default under the Amended Credit
Agreement, ifwe default under our obligations assoc iated with:

our guarantee of the payment of the principal, interest and, prior to February 2013, certa in call premiums owed on the senior debt issued
by the PEAKS Trust in the aggregate principal amount of$300.0 mill ion (the " PEAKS Senior Debt") to investors, the administrative fees
and expenses of the PEAKS Trust and a minimu m required ratio of assets of the PEAKS Tmst to ou tstanding PEAKS Senior Debt (the
"PEAKS Guarantee"); or
the 2009 RSA.
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The PEAKS Guarantee and 2009 RSA are collectively referred to herein as the "RSAs." We would also be in default under the Amended Credit Agreement if,
among other things, th e ED imposes a d el ay of more than five days in our receipt of Ti tle IV Program funds. See "- Our i11stitutio11s 'failure to submit their

audited consolidated financial statemellls and Compliance Audits to the ED by the due date resulted in sanctions imposed by the ED on our institutions that
include, among other things, our institutions having to post a letter of credit, being placed 011 heightened cash monitoring and, being provisionally
certified." Further, the Amended Credit Agreement reduces the amount of secured indebtedness that we are perrn itted to incur and farther limits our abi lity to
dispose of o r encumber our assets.
- 17-
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The Consolidation, restatement ofour unaudited condensed consolidated financial statements as of and for each of the fiscal qua1ters ended March 31,
20 13, Jun e 30, 20 13 and September 30, 2013, delay in the completion of ou r 2013 aud ited consolidated 6nancial statements and first and second quarter
2014 unaudited condensed conso lidated financial statements, and other factors, have required us to obtain waivers and amendments of various prov isions of
the Amended Credit Agreement. Although we have obtained waivers and amendments relating to those violations, we cannot assure you that the financial
impact of the Consolidation in future periods, actions taken by the ED affecting us or o ther factors relating to recent or future events affecting us, will not
violate the covenants, or constitu te a default by us, under the Amended Credit Agreemen t. We may not be able to obtain additional amendments to, or
waivers of, those covenants or events ofd efault. lfwe are unable to obtain a waiver of those events of default or an ame ndment to the Amended Credit
Agreement that would allow us to be in compliance with those covenants or otherwise not be in default under the Amended Credit Agreement, the lenders
would have various remedies, including:
the lending commitments under the Amended Credit Agreement may be terminated;
our abil ity to request th e issuance of letters of credit and to obtain amendments, e xtens io ns or renewals of letters of credit already issued
under the Amended Credi t Agreement may be tem1inated;
all then outstanding borrowings and other amounts owed under the Amended Credit Agreement may be declared immediately due and
payab le; and
we could be requ ired to provide cash collateral (in an amount equal to 109% of the face amount of a letter of credit issued for the benefit
of the ED and I 03 % of the face amount of all other issued letters of credit) fo r our obligations with respect to outstanding letters of credit,
if that cash collateral has not already been posted.
We may not be able to repay outstandin g borrowings or other amounts, or be able to post the required cash collateral. I.n the event that we, or our subsidiary
guarantor, do not pay in full, upon demand, all of our outstanding bo1rowings and other amounts owed under the Amended Credit Agreement or do not
provide, upon demand, the cash collateral for our letter of credit obligations, the lenders would be ent itled to recourse against the collateral security that we
and our subsid iary guarantor have provided to obtain payment of amounts we owe or are required to provide, as cash collateral. The collateral security
consists of:
substantially a ll ofour and our subsidiary guaranto r's personal property; and
all of the real prope1ty owned by us (other than the real property used by DWC), which consists of 30 se parate parcels ofland, and all of
the improvements thereto and fixtures th ereon.

In addition, even ifwe were able to repay the outstanding borrowings und er the Amended Credit Agreement, the use of funds to make that repayment would
have a material adverse effect on our cash position and would s ignificantly reduce the amount of funds available to us to satisfy our obligations under the
PEAKS Guarantee and the 2009 RSA, which could result in a default by us under those arrangements. Any of these events could have a material adverse
effect on our business, ab ili ty to meet ou r obl igations, ab ility to comply with regulatory requ iremen ts, financ ial co ndit ion and cash flows.
A default by us under the Amended Credit Agreement could also lead to a detennination by:
the ED that o ur institutions are not financially respon sible;
the ACs that our institutions are not financially stable; and/or
one or more of the SAs that our institutions do not satisfy the SAs' financial requirements.
If the ED, ACs and/or SAs determines that our institutions do not satisfy the applicable financ ia l requirements, these agencies cou ld:
impose moneta,y fines or penalties on our campuses;
termin ate or limit our campuses' operations o r abil ity to award credentials;
restrict or revoke our campuses' accreditation;
limit, tenninate or suspend our campuses' e ligibility to paiticipate in Title N Programs or state financial aid programs;
require our campuses to repay funds received under Title IV Prog rams or state financial aid programs;
require us to post a letter of credit or increase the amounts of existing letters o f credit;
subject our institutions to heightened cash monitoring by the ED;
transfer our institutions from the ED's advance system of receiving Title N Program funds to its reimbursement system, which would
significantly delay our institutions' receipt of Title N Program funds; and
subject us or our campuses to other penalties.
Each of these sanctions cou ld adversely affect our financial condition, results ofoperations and cash flows, and impose significant operating restrictions on
us. If any of our campuses lost its state authorization, the campus would be unable to offer postsecondary education and we would be forced to close the
campus .
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In addition, the Amended Credit Agreement expires on March 21, 2015 . We cannot assure you that we will be able to extend the te1m of the Amended
Credit Agreement or refinance outstanding borrowings, wh ich could have a material adverse effect on our business, ab ility to meet our obl igation s, ability to
comply with regulatory requirements, financial condition and cash flows.

Risks Related to Our Highlv Regulated Industry
Failure ofour campuses to c omp(v with the extensive regulatory requiremelltlfor school operations could result i11fi11a11cial pe11alties, restrictio11s
011 our operatio11s, loss offederal a11d stateji1U111cial aid fu11di11g for our stude11ts or loss ofour authorizatio11 to operate our campuses. To participate in
T itle IV Programs, an institution must receive and maintain authorization by the appropriate SAs, be accredited by an AC recognized by the ED and be
certified as an el igible insti tution by the ED. As a result, our ITT Technica l Institute and owe campuses are subject to extensive regulation by the ED, SAs
and ACs, which cover the vast majority of our operations. The ED, SAs and ACs periodically revise their requirements and modify their interpretations of
exi sting requirements. We cannot predict with certainty how al l of the requirements applied by these agencies wi ll be interpreted or implemented or whether
all ofourcampuses will be able to comply with a ll of the requ irements in the future.
If our campuses failed to comp ly with any of these regulato,y requirements, these agencies cou ld :
impose monetary fines or penalties on our campuses;
tenninate or limit our campuses' operations or a bility to award credentials;
restrict o r revoke our campuses' accreditation;
limit, tenninate o r suspend our campuses' e ligibility to pa1ticipate in Title IV Programs or state financial aid programs;
req uire our campuses to repay funds received under Title IV Programs or state financial aid programs;
require us to increase the amount of t he letter of credit that we are required to submit to t he ED;
subj ect our institutions to heightened cash monitoring by the ED;
transfer our institutions from the ED's advance system of receiving Title IV Program funds to its reimbursement system, which would
significantly delay our institutions' receipt of Title IV Program funds; and
subj ect us or our campuses to other civil or c1iminal penalties.
See "Business - Highly Regulated Industry." for a discussion of the sanctions imposed on us by our Florida SA as a result of its detennination that our 13
campuses in Flo1ida are not financially stable. The sanctions imposed by our Florida SA or any sanctions described above that could be imposed by other
agencies cou ld adversely affect our financial condition, results of operations and cash flows and impose significant operating restrictions on us. If any of our
campuses lost its state autho1ization, the campus would be unab le to offer postsecondary education and we would be forced to close the campus.
If any ofourcampuses lost its accreditation, it would lose its e ligibil it y to participate in Title IV Programs and, in some states, its ab ility to operate. If
we cou ld not arr-ange for alternative financing sources for the studen ts attending a campus that lost i ts eligibility to participate in Title IV Programs, we could
be forced to close t hat campus. Closing multip le campuses could have a material adverse effect on our financial condit ion, results of operations and cash
flows. See "Busi ness- Highly Regulated Industry."
The following are some of the specific risk factors related to our highly regulated industry:

Our institutions' failure to mbmit their audited com·ofidated fi11a11 cial st11te111e11ts and Compliance A11dits to the ED by the d11e date res11lted in
sanctions imposed by the ED 011 our institutions that i11clude, among other tlli11gs, our institutions ha ving to post a letter of credit, being placed on
h eightened cash mo11itoring am{ bei11g provisionally certified. Our institutions are subject to extensive regulation by the ED. One of the ED's regulations
appl icable to ou r institutions is that each instit ution must submit to the ED its audited, consoli dated financial statements and a Compliance Audit, in each
case with respect to a fiscal year within six months of the following year. Our institutions did not submit their 2013 audited consolidated financial statements
and Compl iance Audits to the ED by June 30, 20 14 and, as a result, the ED dete1T11ined on August 21, 20 14 that our instit utions are not financially
responsible. Based on t his dete1T11ination, th e ED, among other t hings:
requires our institutions to submit a letter of cred it payab le to the ED in the amount ofS79.7 million (the "ED Letter of Credit");
p laced our institutions on he ightened cash monitoring by the ED, instead of the ED's standard advance payment method;
provisionally certified our institu tions to participate in Title IV Programs;
requires ou r institutions to provide the ED with info1T11ation about certai n oversight an d financial even ts, as descri bed further below;
requires us to be able to demonstrate to the ED that, for our two most recent fiscal years, we were current on our deb t payments and our
institutions have met all of their financial obligations, pursuant to the ED's standards; and
could require our institutions, in future years, to submit their audited financial statements and Compliance Audits to the ED earlier than six
months following the end of t heir fiscal year.
-1 9-
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We are required to submit the ED Letter of Credit on or before November 4, 2014. The tem1 of the ED Letter of Credit must be for a pe1iod that ends on
November 4, 20 19. We will be required to adjust the amount of the ED Letter of Credit annually to I 0% of the Title IV Program funds received by our
institutions in the immediately preceding fiscal year. The ED may tenninate our institutions' eligib ility to pa1ticipate in Tit le IV Programs, which wou ld have
a material adverse elTect on our business, financial condition, results of operations and cash flows, if we fail to:
submit an irrevocable letter of credit payable to the ED in the required amount and for the appropriate tenn on or before Novemb er 4,
2014; or
annually adjust the amount oft he letter of credit to the appropriate amount.
Under heightened cash monitoring ("HCM"), before any of our institutions can request or draw down Title IV Program funds from the ED, the
institution must:
make disbursements to students and parents for the amount of Title IV Program funds that those students and parents are eligible to
receive; and
compile borrower-level records with respect to the disbursement of Title IV Program funds to each student and parent.
Once the HCM requirements are satisfied, our institutions may request or draw down Ti tle IV Program funds from the ED in an amount equal to the actual
disbursements made by our institutions. Our institutions will be subject to HCM until at least November 4, 20 I 9. Although we have implemented procedures
to address the HCM requirements, and believe that compliance with those requirements wi ll not impact the timing of our institutions' receipt ofTitle IV
Program funds by more than one business day, we cannot assure you that there will not be future delays in our institutions' rece ipt of Title IV Program funds
or that our institutions will not request or draw down Title IV Program funds from the ED before the HCM requirements are satisfied. If any ofour institutions
request or draw down Title IV Program funds from the ED before the HCM requ irements are satisfied, the ED could impose additional sanctions on our
institutions that could have a material adverse effect on our business, financial condition, results ofoperations and cash flows, including, among other th ings:
monetary fines or penalties;
limiting, tenninating or suspending our institutions' eligibility to participate in Title IV Programs; and/or
transferring our institutions from the HCM method of receiving Title IV Program funds to the ED's reimbursement system, which would
significantly delay our institutions' receipt ofTitle IV Program funds.
Any s ignificant de lay in our institutions' receipt of Title IV Program funds could adversely affect our financial condition, results of operations and cash
flows, and could cause us to be in default of the Amended Credit Agreement. See "- Jfwe default under our Am.ended Credit Agreement, any borrowings

must be repaid, we may be preventedjf'amfurther borrowings and fi·om obtaining or maintaining a letter ofcredit and/or the Amended Credit Agreement
may be terminated by the lenders, which could have a ,naterial adverse effect on our liquidity and ability to comply with our obligations."
Our institutions will be provisionally certified by the ED to paiticipate in Title IV Programs until at least November 4, 2019. Any institution
provisionally certified by the ED must apply for and receive approval by the ED for any substantial change, before the institution can award , d isburse or
distribute Title IV Program funds based on the substantia l change. Substantial changes generally include, but are not limited to:
the establ ishment ofan addi tional location;
an increase in the level of academic offering beyond those listed in the institution's Eligibility and Certification Approval Report with the ED;
an addition of any eligible non-degree education program or sho1t-tenn training program; or
an addition ofa degree program by a proprietary institution.
If an institution app lies for the ED's approval of a substantial change, the institution must demonstrate that it has the financia l and administrative resources
necessary to assure the institution's continued compliance with the ED's standards of financial responsibil ity and administrat ive capability. Ifwe are unable
to obtain the required approvals from the ED for any new campuses or leaming sites, or any new program offerings, or to ob tain those ap provals in a timely
manner, our abil ity to operate the new campuses, add the learn ing sites or offer new programs as planned would be impaired, which could have a material
adverse effect on our expansion plans. See "-We cannot operate new campuses, add learning sites or offer new programs, if they are not limely authorized

by our regulators, and we may ha ve to repay Title JV Programfimds disbursed to students enrolled al any of those locations or in any of those programs, if
we do not obtain prior authorization."
We are required to provi de information to the ED about any of the following events withi n IO days of its occurrence:
any adverse action, including probation or similar act ion, taken against any of our institutions by its AC, any of its SAs or any federal
agency;
any event that causes us to realize any liability that was noted as a contingent liability in our most recent audited financial statements;
any violation by us of any loan ag reement;
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any failure by us to make a payment in accordance with our debt obligations that results in a creditor filing suit to recover funds under
those obligations;
any withdrawal of o ur shareholders' equity or net assets by any means, including the declaration of a dividend;
any ex traordinary loss by us, as defined under Accounting Principles Board Opin ion No. 30; or
any filing ofa petition by us for relief in bankmptcy court.
Our notice to the ED of the occurrence of any of the above events, must include the details of the circumstances surrounding the event and, if applicable, the
steps we have taken, or plan to take, to resolve the issue.
The sanctions imposed on us by the ED described above could have a material adverse effect on our financial condition, results of operations, cash
flows and ability to meet our contractual and regulatory obligations. Further, we cannot assure you that we will be able to submit the ED Letter of Credit in
the amount and for the ten11 required by the ED, that we will be ab le to provide the cash collateral required to ma intain the ED Letter of Credit or that we will
be able to obtain any required annual increases in the amount of the ED Letter of Credit. Our provision of the cash required underthe Amended Credit
Agreement to collateralize the ED Letter of Credit will have a material adverse effect on our liquidity, and wi ll significant ly red uce the amount of cash that
we will have available for other purposes, incl uding to satisfy our future payment obligations under the RSAs. The fact that a signi 6cant amount of our cash
will be held in connection with the ED Letter of Credit could also negatively affect our ability to satisfy the financial metrics of the ED, SAs and ACs to
which we are subject.

Action by the U.S. Congress to revise the laws governing the federal studelltjinancial aid programs or reducefimdingfor those programs could
reduce our studeflt population and increase our costs ofoperation. Political and budgetary concerns s ig ni ftcantly affect Titl e rv Programs. The U.S.
Congress enacted the HEA to be reauthorized on a periodic basis, which most recently occurred in 2008. If our efforts to comp ly with the prov isions of the
HEA are inconsistent with how the ED interprets the HEA or impl ements its regulations under the HEA, or with other regulations, we may be found to be in
noncompliance with those provisions and the ED con Id impose monetary penalties, p lace limitations on our operations and/or condition or terminate our
eligibil ity to participate in Title IV Programs.
In addition, the U.S. Congress can change the laws affecting Title IV Programs in the annual federal appropriations bi lls and other laws it enacts
between the HEA reauthorizations. We cannot predict all of the changes that the U.S. Congress will ultimately make. Since a significant percentage ofou r
revenue is indirect ly derived from Title IV Programs, any action by th e U.S. Congress that s ignificantly reduces Title IV Program funding or the abil ity of our
campuses or students to participate in Title IV Programs could have a material adverse effect on our financial condition, results of operations and cash flows.
Jfone or more of our ITT Technical Institute or DWC campuses lost its e ligibility to participate in Title IV Programs, or if the U.S. Congress
s ignificantly red uced the amount of available Title IV Program funding, we would try to arrange or provide altemative sources of financial aid for the
students at the affected campuses. It is unlikely that private organ izations wou ld be willing to provide loans to students atten ding those campuses or that the
interest rate and other tem1s of those loans would be as favorable as for Title IV Program loans. In addition, the private organizations could prov ide a
discounted disbursement amount to us on the student loans and/or require us to guarantee all or patt of this assistance on unfavorable te1111s, and we might
incur othe r additional costs. Jfwe prov ided more direct financ ia l assistance to our students, we wou ld incur additional costs and assume increased cred it risks.
Legislative action may also increase our administrative costs and burden and require us to modify o ur practices in o rder for our campuses to comply
fu lly wi th the legislative requirements, wh ich cou ld have a materia l adverse effect on our financial condition, results of operat ions and cash flows.

One or more ofour institutions may lose its eligibility to participate in Title IV Progrt,ms, ifits federal st11de11t lo(Ur cohort default rates are too hig/r.
Under the HEA, an institution may lose its el igibility to participate in some or all T itle IV Programs, if the rates at wh ich the institution's students default on
their federal student loans exceed specified pe rcen tages. The ED calcu lates these rates for each institution on an annual basis, based on the number of
students who have defaulted, not the dollar amount of such defaults. Each institution that participated in the FFEL program and/or FOL program receives a
FFEL/FDL cohort default rate for each federal fiscal year ("FFY") based on defaulted FFEL and FDL program loans. A FFY is October I through
September 30. The ED calculates a n institution's annual cohort default rate as the rate at which borrowers scheduled to beg in repayment on their loans in one
FFY default on those loans by the end of the second succeeding FFY ("Three-YearCDR").
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The ED began calcu lating a Three-Year CDR for each institution for FFY 2009. Jfan institution's Three-Year CDR is:
30% or greater fo r three consecutive FFYs, the institution loses e ligibil ity to participate in the FDL program and the Pell program for the
remainder of the FFY in which the ED determines that the institution has lost its eligibility and for the two subsequent FFYs; or
greater than 40% for one FFY, the institution loses eligi bility to participate in the FOL programs for the remainder of the FFY in which
t he ED determines that t he institution has lost its el igibil ity and forthe two subsequent FFYs.
-2 1-

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00016738

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review002652

Table of Contents

None of our institutions had a Three-Year CDR of30% or greater for the FFYs 20 IO or 2011, which are the most recent FFYs for which official ThreeYear CDRs have been issued by the ED. The fol lowing table sets forth the average of our institu tions' Three-Year CDRs for the FFYs indicated :
Three-Year
CDR Average

FFY

2011
2010
2009
(a)

22.4%
28.5%
32.9%(a)

Reduced by the ED from 34.2% as a result ofan uncorrected data adjustment.

We believe that the higher Three-Year CDR average for ffYs 20 IO and 2009 compared to the Three-YearCDR average for FFY 20 1 1 was primarily
due to the servicing on the FFEL program loans that were purchased by th e ED from the lenders (the " Purchased Loans") during 2009 and 20 I 0. The
Purchased Loans were initially serviced by the FFEL program lenders that made those loans, until the Purchased Loans were sold to the ED. Upon receipt of
the Purchased Loans, the ED transferred the servicing of those loans lo the servicer of the FDL program loans. Shortly thereafter, the ED replaced the servicer
of the FDL program loans with four different servicers, and servicing of the Purchased Loans was distributed among the new servicers of the FDL program
loans. We believe that the changes in the servicers of the Purchased Loans had a negative impact on the servicing of those loans, which could have resulted
in a higher Three-Year CDR average with respect to those loans. We appealed the ITT Technica l Institute institutions' official Three-Year CD Rs for FFY 2009
on the basis that those Purchased Loans were imp roperly serv iced. We have not yet received the ED's final detennination of the ITT Technical Institute
institutions' Three-Year CDRs for FFY 2009 in response to our loan servicing appeal. We anticipate that the result of this appeal will no t signi ficant ly change
the average Three-Year CDR for FFY 2009 shovm above. We did not appeal the ITT Technical Institute institutions' official Three-Year CD Rs for FFYs 20 I 0
or 20 1 1.
T he ED may place an institution on provisional certification status, if the institution's official Three-Year CDR is 30% or greater for at least two of the
three most recent FFYs. The ED may more closely review an institution that is provisional ly certified, if it applies for ap prova l to open a new location or offer
a new program of study that requires approval, or makes some other significant change affecting its elig ibility. Provisional cert.ification does not otherwise
limit an institution's participation in Title IV Programs.
An institu tion can appeal its loss of eligibility due to h igh Three-Year CDRs. Du1ing the pendency of any such appeal, the institution remains eligib le
to participate in the FDL and Pell programs. Jfan institution continues its partici pation in the FDL p rograms during the pend ency of any such appeal and the
appeal is unsuccessful, the institution must pay the ED the amount of interest, special allowance, reinsurance and any related payments paid by the ED (or
which the ED is obligated to pay) with respect to the FDL program loans made to the institution's students or their parents that would not have been made if
the institution had not continued its participation (the "Direct Costs" ). If a substant ia l number ofour campuses were subject to losing their eligib ility to
participate in the FDL and Pell programs because ofour institutions' Three-Year CDRs, the potential amount oftbe Direct Costs for which we wou ld be liab le
if our appeals were unsuccessfu l would p revent us from continuing some or all of the affected campuses' participation in the FDL program d uring the
pend ency of those appeals, which would have a material adverse effect on our financial condition, results of operations and cash flows.
Current and future economic conditions in the United States could also adversely affect our institutions' T hree-YearCDRs. lncreases in interest rates,
declines in individuals' incomes and job losses for our students and graduates or their parents have contrib uted to, and could continue to contribute to,
h igher default rates on student loans.
The servic ing and collection efforts of student loan servicers he lp to lower our institutions' Three-Year CDRs. We supp lement their efforts by
attempt ing to contact students to advise them of their responsibi lilies and any defern,enl, forbearance or alternati ve repayment p lans for wh ich they may
qualify.
lfany ofour inst itutions lost its eligibil ity to participate in FDL and Pell programs and we could not arrange for alternative financing sources for the
students attending the campuses in that institution, we would probably have to close those campuses, which would have a material adverse effect on our
financia l condition, results of operations and cash flows.
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I/the £D's proposed 11ew gai11/11/ e111ploy111e11t reg11/atio11s are promulgated by the ED ill a 111a1111er that withsta11ds cha/le11ge, a11d ifa11y ofour
programs ofstll(/y ji1il to q1wlifj, as programs that letul to gai11fitl employme11t in a recognized occ11patio111111der those reg11latio11s, students atte11ding
those programs ofstudy will be 1111able to usefimdsfrom Title JV Programs to help pay their education costs. On June 13, 20 l l, the ED issued final
regulations that were to become effective on July I , 2012, specifying requ irements related to a program of study that leads to gainful employment in a
recognized occupation (the "20 l l GE Rule"). On June 30, 2012, the U.S. District Court for the District of Columbia vacated all of the 20 l l GE Ru le, except
for those po1tions pertaining to certain institutional disclosures and reporting requirements. On March 25, 20 14, the ED p ublished proposed new gainful
empl oymen t regulations ("New GE Rule"). If the ED publishes a final version of the New GE Rule on or before November I, 2014, it would take effect on
July 1,2015.
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The proposed New GE Rule includes some metrics that are similar to those 01iginally set fo1th in the 20 1 1 GE Rule, as well as additional provisions
and other metrics, some of which are more restrictive than the terms of the 20 I I GE Rule, including:
Two debt-to-eamings rates (the "DIE Rates"), consisting ofa debt-to-discretionary eamings ("dDTE") rate and a debt-to-eamings
("aDTE") rate.
The dDTE rate is the percentage that (i) the annual loan payment required on the median student loan debt incurred by students
receiving funds from the Title IV Programs who completed the program represents of(ii) the higher of the mean or median of those
students' discretionary eamings approximately two to three years after th ey graduate.
The aDTE rate is the percentage that (i) the annual loan payment required on the median student loan debt incurred by students
receiving funds from the Ti tle IV Programs who completed the program represents of(ii) the higher of the mean or median of those
students' actual annual earnings approximately two to three years after they graduate .
A program must ach ieve an aDTE rate at or below 8%, or a dDTE rate at or below 20%, to be considered "passing." A program with
an a DTE rate greater than 8%, but less than or equal to 12%, or a dDTE rate greater than 20%, but less than or equal to 30%, is
considered " in the zone." A program with an aDTE rate greater than 12%, or a dDTE rate greater than 30%, is considered "failing."
A program will cease to be eligible for students to use Title IV Program funds, if its a DTE rate and dDTE rate are failing in two out
of any three consecutive award years or not passing in one out of any four consecutive award years. An award year under the Title
IV Programs begins on July I st and ends on June 30th of the immediately succeeding calendar year.
A program level Three-Year CDR ("pCDR") that would be calculated in the same manner as an institution's Three-Year CDR, but based
solely on the perfonnance of fo1mer studen ts in the particular program.
A program will cease to be eligible for students to use Title IV Program funds, if its pCDR is higher than 30% for three consecutive
FFYs.
If a program could become ineligible for students to use Title IV Program funds based on its D/ E Rates for the next award year or pCDR for the next
FFY, the institution must:
provi de a written waming to current and prospect ive students in that program which, among other things, states that students may not be
ab le to use Title IV Program funds to attend the program; and
not enroll, register o r ente r into a financial commitment with a prospective student i n the program, until three business days after (a) the
written waming is provided to the prospective student, or(b) a second written warni ng is provided to the prospective student, if more
than 30 days have passed since the written waming was first provided to the prospective student.
The proposed New GE Rul e also requires institut ions to make additional public disclosures and report additional information to the ED with respect to
each program that leads to gainful employment in a recognized occupation. The add itional disclosure and reporting requ irements would be administratively
burdensome, would increase our compliance costs, and could cause fewer students to enroll in our programs of study.
!fa program becomes ine ligible for students to use Title IV Program funds, the institution cannot seek to reestablish the eligibility of that program, or
estab lish the e ligib il ity ofa program with a classification of instruct ional program ("CfP") code that has the same first four digits as the C LP code ofan
ineligible program, until three years following the date on which the program became ineligible.
We cannot be sure of the outcome of this ru lemaking, nor can we predict with any certainty wh ich or how many of our programs of study would be
ineligible or subject to student warnings under a New GE Ru le. We are evaluating the potential impact of the proposed New GE Rule, which may be
significantly di ITerent in its final version. We cannot predict with certainty the form or impact of a New GE Rule on our operations. Compliance with a New
GE Rule could reduce our enrollments, increase our cost of doing business, and have a material adverse effect on our business, financial condition, results of
operations and cash flows.
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In response to the vacated 201 1 GE Rule, we made significant changes to the programs of study that we offer. The vacated 201 I GE Rule also put
downward pressure on tuition prices, to help prevent students from incurring debt that exceeded the levels required for a program to remain eligible under
Title IV Programs. This, in tum, increased the percentage of our revenue that is derived from Title IV Programs and, therefore, could adversely impact our
compliance with other ED regulations. We have also limited enrollment in ce1tain programs of study and substantially increased our efforts to promote
student loan repayment. A New GE Ru le would likely result in the continuation of any or all of these factors. Any or all of these factors could reduce our
enrollment and/or increase our cost of doing business, pe1i1aps materially, which could have a mate1ial adverse effect on our business, prospects, financial
condition, results ofoperations, cash Oows and stock price.
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We may be subject to sa11ctiom-, i11c/1uli11g, without fimitatio11, a11 incre ase the amo1111t of the E D l etter ofCredit, amf other limitatio11s i11 order to
co11tiuue our camp uses' particip atio11 in Title I V P rograms, state t111t horizatio11 and a ccretfitatio11, if we o r our camp uses tfo 1101 m eet thefi11a11ciaf
sta11dards oft he E D, SAs o r A Cs. The ED, SAs and ACs prescribe specific financial standards that an institution must satisfy to participate in Title IV
Programs, operate in a state and be accredited. The ED evaluates institutions for compliance with its standards each year, based on the instit11tion 's annual
audited financial statements, as well as following any change of control of the institution and when the institution is reviewed for recertification by the ED. In
evaluating an institution's compliance with the financial responsibi lity standards, the ED may examine the financial statements of the individual institution,
the institution 's parent company or any party related to the institution. Historically, the ED has eva luated t he financial condition ofour institutions on a
consolidated basis, based on our financial statements at the parent company level. The most significant financial responsibility measurement is the
institution's composite score, which is calculated by the ED based on t hree ratios:
the equit y ratio, wh ich measures the institution 's capital resources, ability to borrow and financial viability;
t he primary reserve ratio, which measures the instit11tion 's abi l ity to support curre nt operations from ex pendable resources; and
t he net income ratio, which measures the institution's ability to operate at a profit.
The ED assigns a strength factor to the results of each of these ratios on a scale from negative 1.0 to positive 3.0, with negati ve 1.0 reflecting financial
weakness and positive 3 .0 reflecting financial strength. The ED then assigns a weighting percentage to each ratio and adds the we ig hted scores for the three
ratios together to produce a composite score for the institution (the "Composite Score"). The Composite Score must be at least 1.5 for the institution to be
deemed financially responsib le by the ED without the need for further oversight. Our institutions' Composite Score, based on our fiscal year consol idated
financial statements at the parent company level, was 1.8 in 2012. ln calculating our institutions' 2 0 13 Composite Score, there are two exclusions that might
be available under the ED's regulations, which would cause our 20 13 Composite Score to be higher than if the exclusions were not pennitted. The potential
exclusions are:
t he unusua l, one-time charge re lated to the Consolidation; an d
t he effect ofa change in accounting estimate related to the 2009 RSA.
See Note I 0 - Variable Interest Enti ties and Note 16 - Comm itme nts and Contingencies of the Notes lo Consolidated Financial Statements, for a more
detailed d iscussion of t hese factors. The ED may not agree with e ither or bot h of these exclusions. If the ED determines that:
both the unusual , one-time charge and the effect ofa change in accounting estimate cannot be exc luded from the calculation ofour
insti tutions' 2013 Composite Score, OUT institu tions' 20 13 Composite Score would be 0.9, which could require us to post a letter of
credit, or increase the amount ofany existing letter of credit, payable to the ED, as discussed below;
the unus ua l, one-time charge can be excluded, but the effect ofa change in accounting estimate cannot be excluded, from the calculati on
of the our institutions' 20 13 Composite Score, our institutions' 20 I 3 Composite Score wou ld be 1.6;
the effect ofa change in accounting estimate can be excluded, but the unusual, one-time charge cannot be excluded, from the calculation
of t he our institutions' 20 13 Composite Score, OUT institutions' 2013 Composite Score would be 1.8; or
both the unusual, one-time charge and the effect ofa change in accounting estimate can be excluded from the calculation ofour
institutions' 2013 Co mposite Score, our instit11tions' 20 13 Composite Score would be I .9.
If the ED detem1ines that an institution does not satisfy the ED's financial responsi bility standards (including, without limitation, having a Composite
Score that is less than 1.5), the i nstitution may establish its financ ial responsib ility on one of several allemati ve bases, inc luding:
a letter of credit alternative, pursuant to which the institution must submit a letter of c redit payable to the ED in an amount equal to at
least 50% of th e Title JV Program funds received by the institution durin g i ts most recently completed fiscal year;
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a provisional certification alternative for no more than three consecutive years, pursuant to which the institution:
must submit a letter of credit payable to the ED in an amount equal to at least I 0% of the Title IV Program funds received by the
institution during its most recently completed fiscal year;
must demonstrate to the ED that, for its two most recent fiscal years, the institution was cunent on its debt payments and has met all
of its financial ob ligations to the ED;
would be placed on HCM or the reimbursement system of payment by the ED, instead of the ED's standard advance payment
method;
wou ld be subject to certain additional reporting requi rements; and
could be required to submit its audited financia l statements and Compliance Audit to the ED earlier than six months following the
end o f its fi scal year, or
a zone alternative, if the institution is not financially responsible so lely because its Composite Score is in the range of 1.0 to 1.4 for no
more than three consecuti ve years, pursuant to which the i nstitution:
wou ld be placed on HCM or the reimbursement system of payment by the ED, instead of the ED's standard advance payment
method;
wou ld be subject to certain additional reporting requi rements; and
could be required to submit its audited financial statements and Compliance Audit to the ED earlier than six months following the
end of its fiscal year.
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The letter of credit that the ED has already required us to post might be accepted to satisfy any additional letter of credit requirement, but there can be no
assurance that the ED would not require us to increase the amount of any then-existing letter of credit based on our institutions' 2013 Composite Scores. Any
of the altematives to establishing financial responsibility described above could have a material adverse effect on our financial condition, results o f
operations and cash flows. Any significant delay in our institutions' receipt ofTitle IV Program funds could adverse ly affect our financial co ndition , results
of operations and cash flows, and could cause us to be in default of the Amended Credit Agreement. See "-lfwe default under o ur Amended Credit
Agreement, any borrowings must be repaid, we may be preventedfromfi1rther borrowings a nd from obtaining or maintaining a lei/er ofcredit and/or the
Amended Credit Agreement may be terminated by the lenders, which could have a material adverse effect on our liquidity and ability to comply with our
obligations." Furthe r, in the event that the ED requires our institutions to submit a letter of credit payable to the ED in an amount equal to at least I 0% or
50% of the Title IV Program fonds received by our institutions during its most recently completed fiscal year, we cannot assure you that our institutions
would be able to submit a letter of credit payable to the ED in the amount required by the ED, or that we wou ld be ab le to provide the cash collateral
necessary to maintain any letter of credit.
T he SA's financial standards include a variety of financial metrics and ratios, includ ing, withou t limitation, positive net working capital, positive net
worth, operating profit, one-to-one rati o of assets to liabilit ies and/or one-to-one ratio o f current assets to current liabilities . Our institutions violated th e
financial standards of the SAs in Florida, Pennsylvania, Tennessee and West Virginia, due to:
the Consolidation ;
our institutions' failure to subm it their 20 13 audited consolidated financial statements to the SAs by the applicab le due dates; and/or
othe r factors.
As a result of these violat ions our:
Florida SA:
changed the authorization to operate for each of our 13 campuses in Florida rrom an annual license to a provisional license,
through June 3 1, 20 I 5;
will conduct an on-site visit of each of our Florida campuses to determine the campus' compliance with our Florida SA's
regulations;
will require each ofour Florida campuses to con-ect any deficiencies noted during our Florida SA's o n-site visit of the campus;
required us to s ubmit to our Florida SA any correspondence that we or an y of our institutions have with the ED or the AC of our
Florida campuses, within 15 days of the submiss ion or receipt of that con-espondence;
required each of our Flori da campuses to submi t a train-o ut plan to our Florida SA on o r before September 4 , 2014; and
required us to report to our Florida SA, at its Septembe r 201 4 meeting, on the stability of our Florida campuses and any changes
that may further affect our stability o r operations;
Pennsylvania SA cou ld:
place each ofour seven campuses in Pennsylvania on quarterly financial reporting;
require each ofour Pennsylvania campuses to submit to our Pennsylvan ia SA a teach-o ut plan with respect to all of the campus'
programs;
req uire each ofour Pennsylvania campuses to submit to our Pennsylvania SA a busi ness plan with respect to the campus'
operations;
raise the requ ired amount of the surety bond that each of our Pennsylvan ia campuses are required to post for the benefit of our
Pennsylvania SA; and/or
suspend or revoke each ofour Pennsylvania campuses' authorization to ope rate as an educationa l institut ion in Pennsy lvania;
Tennessee SA could:
assess monetary fines against each of our five campuses in Tennessee;
require each of our Tennessee campuses to submit to our Tennessee SA an audit of the campus' financial stabi lity that is conducted
in accordance with genera lly accepted auditing standards in the United States;
revoke or change each of our Tennessee campuses' authorization to operate as an educat ional institution in Tennessee; and/o r
suspend or tern1inate all or any portion of our Tennessee campuses' operations in Tennessee, including, without limitation, new
student enrollment, advertising and/or teaching specific programs; and
West Virg inia SA could:
raise the amount of th e surety bond that our one campus in West Virginia needs is required to post for the benefit of our West
Virginia SA;
call the surety bond that our West Virgin ia campus posted for the benefit of our West Virginia SA;
suspend, withdraw or revoke our West Virg inia campus' authorization to operate or so licit students in West Virginia;
change our West Virg inia campus' authorization to operate in West Virg inia to a probationary authorization;
requ ire our West Virgin ia campus to refund its students' tuition and fees; and/or
ED00016745
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take any other action against our West Virginia campus that our West Virginia SA deems approp tiate.
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Ifsome or all of the sanctions descri bed above were imposed on many of the affected campuses, those sanctions would have a material adverse effect on our
financia l condition, results of operations and cash flows.

One or more ofour institutions may have to post a letter ofcredit or be subject to other sanctions ifit does not correctly calculate and refllm within
the required time frame Title JV Programfimdsfor, or refu nd monies paid by or 011 behalfof, studellts who witltdraw before completing tlteir program of
study. The HEA and its implementing regulations impose limits on the amount of Title IV Program fund s withdrawing students can use to pay their education
costs (the "Retum Policy"). The Retum Policy pennits a st11dent to use only a pro rata portion of the Title IV Program funds that the student would otherwise
be eligible to use, if the student withd raws during the first 60% of any period of enrollment. For the vast majority of our campuses, a period of enrollment is
generally an academic quarter. The institution must calculate and return to the ED any Title IV Program funds that the institution receives on behalfofa
withdrawing student in excess of the amount the student can use for such period of enrollment. The institution must return those unearned funds in a time ly
manner which is generally within 45 days of the date the institution detennined that the student had withdrawn. If the unearned funds are no t p roperly
calculated and timely returned, we may have to post a letter of credit in favor of the ED o r be otherwise sanctioned by the ED. An institu tion is required to
post a letter of credit with the ED in an amount equa l to 25% oft he total dollar amount ofuneamed Title IV Program funds that the insti tu tion was required to
return with respect to withdrawn st11dents during its most recently completed fiscal year, if the institution is found in an audit or program review to have
untimely retumed uneamed Title IV Program funds with respect to 5% or more of the students in the audit or p rogram rev iew sa mple of withdrawn students,
in either of its two most recently completed fiscal years. As of December 31, 20 13, no audit o r review had found that any of our institutions violated the ED's
standard on the timely return ofuneamed Title IV Program funds. The requirement to post a letter of credit or other sanctions by the ED cou ld increase our
cost ofregulatory comp liance and adversely affect our results ofoperations. Further, we cannot assure you that our institutions would be able to submit a
letter of credit payable to the ED in the amount required by the ED, or that we would be able to provide the cash collateral required to maintain any letter of
credit.
The standards of most of the SAs and the ACs limit a student 's obligation to an institut ion for tuition and fees, ifa student withdraws from the
institution (the "Refund Policies"). The specific standards vary among the SAs. Depending on when, during an academic tern1, a student withdraws and the
appl icable Refund Policies, in many instances the student remains obligated to the campus for some or all of the student's education costs that were paid by
the T itle IV Program fi.mds returned under the Return Policy. In these instances, many withdrawing students are unable to pay all of their education costs,
unless the students have access to other sources of financial a id . Our experience has been that many of our affected students do not have access to other
sources of financial aid and that we have been unable to collect a significant portion of many withd rawing students' education costs that woul d have been
paid by Title IV Program funds that were returned, which, in the aggregate, have had and may continue to have a material adverse effect on our results of
operat ions and cash flows.

One or more ofour i11stitutio11s may lose its eligibility to participate i11 Title IV Programs, iftire percentage ofits revenue derived from those
programs is too higlt. Under a provision of the HEA common ly referred to as the 90/ 10 Rule, a proprietary institution may be sanctioned if, on a cash
accounting basis, the institution derives more than 90% of its applicab le revenue in a fiscal year from Ti tle IV Programs. !fan institution exceeds the 90%
threshold for any s ingle fiscal year, the ED would place tha t institution on provisional certification status for the institution's following two fiscal years,
unless the institution's participation in Title IV Programs ends sooner. In addition, ifan institution exceeds the 90% threshold for two consecutive fiscal
years, it would be inel igible to participate in Title IV Programs as of the first day of the following fiscal year and would be unable to apply to regai n its
elig ibility until the end of the second subsequent fiscal year. Furthennore, if one of our institutions exceeded the 90% threshold for two consecutive fiscal
years and became inel igible to partici pate in Title IV Programs but continued to d isburse Title IV Program funds, the E D would require the institution to
repay, with limited exceptions, all Title IV Program funds disbursed by the institution after the effective date of the loss ofeligibility.
For our20 13 fiscal year, none ofour in stitution s derived more than approximately 83% of its applicable revenue on a cash accounti ng basis from Title
IV Programs under the 90/ IO Rule calculation. Any changes in federal law that increase Title IV Program grant or loan limits, or that count funds other than
Title IV Program funds toward the 90% limit, may result in an increase in the percentage of revenue that we indirectly de1ive from Title IV Programs, which
could make it more difficu lt forus to satisfy the 90/10 Ru le.
We regularly monitor compliance with the 90/10 Rule to minimize the risk that any of our institutions would derive more than the maximum allowable
percentage of its applicable revenue from Title IV Programs for any fiscal year. If an institution appeared likely to approach the maximum percentage
threshold, we would consider mak ing changes in stude nt financing to comply with the 90/10 Rule, but we cannot assure you that we would be able to do this
in a timely manner o r at all. Further, one of the components of the 90/ 10 Rule calculation requires u s to deduct, from the amount of applicable revenue that
we can apply toward the I 0% portion of the rnle, the principal portion of the payments that we make under the 2009 RSA, in the fiscal year in which those
payments are made. This component of the 90/10 Rule calculation increases the uncertainty of whether any of our
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institutions will derive more than 90% of its app licable revenue from Title IV Programs in future fiscal years. If any ofour institutions lost its eligibility to
partic ipate in Title IV Programs and we could not arrange foraltemative financing sources for the students attending the campuses in that institution , we
would probably have to close those campuses, which could have a material adverse effect on our financial condition, results of operations and cash flows.
Failure by 011e or more ofour i11stitutio11s to satisfy the £D's admillistratil>e capability requirements could result i11fi11a11cia/ penalties, limitatio1ts
011 the illstitution's participation ill Title IV Programs, or loss oft/re i11stit11tio11 's eligibility to p articipate ill Title IV Programs. To participate in Title IV
Programs, an institution must satisfy criteria of administrative capability p rescribed by the ED. These cri teria include requirements that the institution:
demonstrate a reasonable relationship between the length of its programs and the entry-level job requirements of the relevant fields of
employment;
comply with all of the applicable Title IV Program regulations prescribed by the ED;
have capable and sufficient personnel to administer the institution's participation in Title IV Programs;
define and measure the satisfactory academic progress of its students within parameters specified by the ED;
provide adequate financial aid counseling to its students who receive Title IV Program funds; and
timely submit all required reports and financial statements to the ED.
If the ED detem1ines that an institution is not capable of adequately administering its part icipation in any of the Title IV Programs, the ED could :
impose monetary fines or penalties on the institution;
require the institution to repay funds received under Title IV Programs;
transfer the institution from the advance method of payment of Title IV Program funds to HCM or the reimbursement system of payment;
or
limit or tem1inate the institution's eligibility to participate in Title IV Programs.
Each of these sanctions could adversely affect our financial condi tion , results ofoperat ions and cash flows and impose s ignificant operating restrictions on
us. In addition, for 20 14 and subsequent years, an institution is d eemed by the ED to lack administrative capability if its Three-Year CDR equals or exceeds
30% for at least two of the three most recent federal fiscal years for which such rates have been published. If an institution's administrati ve capab ility is
impaired solely because its Three-Year CDRs equal or exceed the appl icable percentage, the institution can cont inue to participate in Title IV Programs, but
the ED may place the institution on provisional certification.
We are subject to sa11ctio11s, ifwe pay impermissible commissio11s, bo111Lses or other i11ce11tive payments to individuals i11volved i11 certai11 recruiting,
admission or financial ai<I aaivities. The ED's regulations prohibit an institution participating in Title IV Programs from providing any commission, bonus
or other incentive payment based directly or indirect ly on success in securing enrollments or financial aid to any person or entity engaged in any student
recru itment or admission activity or in making decisions regard ing the awarding ofTitle IV Program funds (the "Incentive Compensation Prohibition"). We
bel ieve that the Incentive Compensation Prohibition:
does not establish clear criteria for compliance in all circumstances, and the ED will not entertain a request by an institution for the ED to
review and assess its individual compensation plan;
may subject us to qui tam lawsuits for alleged v iolations of the False C la ims Act, 31 U.S.C. § 3729 et seq. ("False Claims Act");
adversely affects our abili ty to compensate our employees based on their perfonnance of their job responsibilities, which makes it more
difficu lt to attract and retain high ly-qualified employees; and
impairs our ability to sustain and grow our business.
We cannot be sure that the compensat ion that we have paid our employees will not be determined to violate the Incentive Compensation Prohibition.

If the ED detem1ines that our compensation practices violate the Incentive Compensation Prohibi tion, the ED cou ld subject us to substantial monetaiy fines
or penalties or other sanctions. We could also be subjected to qui tam lawsuits for alleged violations of the False Claims Act related 10 the Incentive
Compensation Prohibit ion. Those sanctions and lawsu its cou ld have a materia l adverse effect on our financial cond ition, results of operations, cash flows and
future growth.
We cannot operate new campuses, add lear11ing sites or offer 11ew programs, iftltey are 1101 timely authorized by o ur regulators, and we may ltave to
repay Title IV Programfimds disbursed to students en rolle<I at a11y ofthose locations or in any oft/rose programs, ifwe do not obtain prior authorization.
Our expansion plans assume that we will be ab le to continue to obtain the necessary authorizat ion from the ED, ACs and SAs to estab lish new campuses, add
learning sites to our existing campuses and expand o r revise program offe1ings in a timely manner. If we are unable to obtain the required authorizations from
the ED, ACs or SAs for any new campuses or learning sites, or any new or revised program offerings, or to obtain such authorizations in a timely manner, our
ability to operate the new campuses, add the leaming sites or offer new or revised programs as p lanned would be impaired, which cou ld have a material
adverse effect on our expansion plans.
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The process of obtain ing any required SA and ACs autho rizations can also delay our operating new campuses, adding learning sites or offeting new
programs. The status ofour inst itutions and the state laws and regulations in effect in the states where we are located or anticipate establishing a new location
or the ACs standards may limit our a bility to establish new campuses and learning sites and expand the programs offered at a campus, which could have a
material adverse effect on our expansion plans.
In addition, an institution that is eligible to patticipate in Title IV Programs may add a new location or education program withou t the ED's ap proval
only if certain requirements are met. Otherwise, the institution must obtain the ED's approval before it may disburse Ti tle IV Program funds to students in the
new location or education program. Jfwe were to erroneously detennine that a new location or education program is eligible for Title IV Program funding, we
would likely be liable for repayment of the Title IV Program funds provided to students in that location or program. See "Business - Highly Regulated
Industry."
Due to our institut ions' failure to submit their 20 13 audited consolidated financial statements and Compli ance Audits to the ED by June 30, 20 14, all
of our institutions are provisionally cert ified to participate in the Title IV Programs. See "- Our i11slitutio11s 'failure to submit their audited consolidated
fi11a11cia! slateme11/s a11d Compliance Audits to the ED by the due date resulted in sanctio11s imposed by the ED 011 our institutions that include, among other
thi11gs, our institutions having to post a lelter of credit, being placed 011 heightened cash mo11itori11g a11d bei11g provisionally certified." Any institution
provisionally certified by the ED must app ly for and rece ive approval by the ED for any substantial change before the institution can award, disburse or
d istri bute Title IV Program funds based on the substantia l change. Substantial changes generall y include, but are not limited to:
the establishment ofan additional location;
an increase in the level of academic offering beyond those listed in the institution's Eligibility and Certification Approval Report with
the ED;
an add ition of any e ligible non-degree education program o r short-tenn training program; or
an add ition ofa degree program by a p roprietary institution.
See "Business - Highly Regulated Industry," for a futther discussion of the ED's provisional certification ofan institution to participate in Title IV Programs.
See also "-!fthe ED's proposed new gainful employment regulations are promulgated by the ED in a manner that withstands challenge, and ifany ofour
programs ofstudy.fail to qualify as programs that lead to gainji,I employment in a recognized occupation under those regulations, students attending those
programs ofstudy will be unable to usefundsfrom Title IV Progmms to help pay their edu cation costs," regardin g additional program approval requirements
that are contained in the draft regulations under the New GE Rule.

Failure by any ofour campuses or program offerings to 5·atisjj, the AC/CS co111p/ia11ce standards with respect to Stutlent Rete11tio11 Rates, Gratluate
Placeme11t Rates or Lice11sure Exami11atio11 Pass Rates could cause 11s to close those camp11ses a11d reduce the offerings ofthose programs. Under the
ACICS standards, if the Student Retention Rate or Graduate Placement Rate:
ofa campus falls below the ACJCS benchmark standards, the campus is required to develop and imp lement a campus improvement plan
and petiodically report its results to the ACICS;
ofa campus falls below the ACICS comp liance standards, the campus is required to come into compliance within a specified ti me period,
or the AC JCS may withdraw the campus' inclusion in the institution's grant of accred itation;
of a program offering at a campus falls below the ACICS benchmark standards, the campus is required to develop and implement a
program improvemen t plan for that program offering; or
ofa program offeting at a campus falls below the ACICS compliance standards, the program offering is required to come into compliance
with in a specified time period, or the AC!CS may withdraw its authorization of that program offering.
The ACICS has also implemented standards related to Licensure Examination Pass Rates that apply to programs of study that have graduates who, if they
seek employment, are required to have a certificate, Ii censure or registration based on an industry-sponsored examination in the applicable fie ld . Under the
ACICS standards, if the Licensure Examination Pass Rate:
of a program offering at a campus falls below the AC ICS benchmark standards, the campus is required to develop and implement a
program improvement plan for that program offering; or
of a program offeting at a campus falls below the ACICS compliance standards, the program offering is required to come into compliance
with in a specified time period, orthe ACICS may withdraw its autho1ization of that program offering.
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A campus that falls below the ACICS:
benchmark standards is not required to obtain permission from the AC lCS prior to applying to add a new program offering; or
compliance standards is required to obtain permission from the ACICS prior to apply ing to add a new program offering.
One ITT Technical .Institute location needs to raise its Student Retention Rate to at least 60% by November I, 2015, or the ACICS may withdraw that
location's inc lusion in the institution's grant of accreditation. Five ITT Technical Institute locations
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need to raise their Graduate Placement Rates to at least 60% by November 1, 20 15, o r the ACICS may withdraw those locations' inclusion in the institution's
grant of accreditation. A total of87 program offerings at 61 ITT Technical Institute locations need to raise their Student Retention Rates to at least 60% by
November I , 20 15, or the ACICS may withdraw its authorization of those program offerings (although we have discontinued and are no longer enroll ing new
students in 18 of those program offerings). A total of 158 program offerings at 86 ITT Technical Institute locat ions need to raise their Graduate Placement
Rates to at least 60% by November I, 2015, or the ACICS may withdraw its authorization of t hose program offerings (although we have discontinued and are
no longer enrolli ng new students in 14 1 of those program offerings). A total of four program offerings at four !IT Technical Institute locations need to raise
their Li censure Examination Pass Rates to at least 60% by November I, 20 15, or the ACICS may withdraw its authorization of those program offerings.

If the ACICS detennines that its Mitigating Circumstances apply to an instit ution's campus or program, the ACICS waives the application of the
compl iance standard to the inst itution's campus or program. The ACICS has granted Mitigating Circumstances waivers to a total of:
one !IT Technical Institute location with respect to the Student Retention Rate compliance standard;
nine ITT Technical Institute locations wi th respect to the Graduate Placement Rate compl iance standard;
six program offerings at six ITT Technical Insti tute locations with respect to the Student Retention Rate compliance standard; and
four program offerings at three ITT Technical Institute locations with respect to the Graduate Placement Rate compliance standard.
The number of!TT Technical Institute locations and program offerings that received Mitigating Circumstances waivers from the ACICS are not included in
the number of ITT Technical In stitute locations and program offerings specified in the inm1ediately preceding paragraph that are subject to having the
locations' inc lusion in the institution's grant of accreditation withdrawn or the program offerings' authorizations withdrawn for failure to comply wit h the
Student Retention Rate and Graduate Placement Rate comp liance standards .
If any ofour ITT Technical Institute locations and/or program offerings fall below t he Student Retention Rate, Graduate Placement Rate o r Licensure
Examination Pass Rate compliance standards and we were unable to timely bring those locations and/or program offerings into compliance, we may have to
close those locations and reduce the offerings of those programs, which could have a material adverse effect on our expansion plans, financial co nd ition,
results ofoperations and cash flows.

The failure ofour programs ofstudy offered i11 any state to qualify as credit ho ur programs, as oppond to clock /tour programs, tmder the ED's
regulatio11s would likely result in o ur students, w/ro attend those programs, receiving lessfimdsfrom Title JV Programs, may result in/ewer l·tude11ts
<1tte11ding those progn,ms and could result injhtancial p enalties. The ED's regulations related to detennining when a program of study is required to
measure student progress in clock hours, as opposed to credit hours, are unclear. Students attending credit hour programs of study that are required to be
measured in clock hours wi ll like ly rece ive less funds from Title IV Programs to pay their cost of education with respect to those programs of study. Students
interested in those programs of study may have to use more expensive p rivate financing to pay their cost of education or may be unable to enroll in those
programs of study. Students may detennine that they do no t qualify for private financing or that the private financing costs make borrowing too expensive,
which may cause students to abandon or delay the ir education. Any or all of these factors could reduce our enrollment, which cou ld have a materia l adverse
effect on our business, financial condition, results ofoperations, cash flows and stock price. Ifwe were to erroneously dete1mine that a program of study is not
required to measure student progress in clock hours, we would likely be liable for repayment of a portion of t he Title IV Program fonds provided to st udents
in that program of study based on the di fference between the amount of funds t hose students received and the amount they were eligib le to receive.
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Government a11d regulatory age11cies a11d third parties have brought, a11d may bring additio11al, i11vestigatio11s, claims or actio11s agai11st us based 011
alleged violatio11s oftlte exte11sive regulatory req11ireme11ts llpp/icable to us, wltich coultl require us to P"Y mo11etllry damages, receive otlter 5·a11ctio11s am/
expe11d sig11ijicallt resources to defe11d those claims oractio11s. We are subject to investigations and claims of non-compliance with regulatory standards and
other actions brought by regulatory agencies, students, shareholders and other parties. Some of the more significant pending investigations, claims and
actions are described below. If the resu lts of any in vestigations, c laims and/or actions are unfavorable to us, we may be required to pay money damages or be
subject to fines, penalties, injunctions, operational limitations, loss of eligibility to participate in federal or state financia l aid programs, deba1ments,
additional oversight and reporting, or other civil and criminal sanctions. Those sanctions could have a material adverse effect on our financial condition,
results of operations and cash flows. In addition, we have incmred, and expect to continue to incur, significant legal and other expenses in connection with
investigations, claims and actions, which could have a material adverse effect on our financial cond ition, results of operations and cash flows. In vestigations,
claims and actions have and will continue to cause a substantial diversion of our management's attention and resources from our ongoing business
operations, which could have a material adverse effect on our business, financial condition, results ofoperations and cash flows. Adverse publicity regard ing
any of those investigat ions, claims and/or actions could also negative ly affect our business and the market price of our common stock. Further, the fact that
investigations, claims and actions are pending against us has resulted in, and could in the future result in, increased scrutiny, the ,vithholding of
authorizations and/or the imposition of other sanct ions by SAs, the ACs and other regu latory agencies governing us. See "Business - Highly Regulated
Industry."
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On May 18, 2012, we received a Civil Investigative Demand (the "Original CID") from the U.S. Consumer Financial Protection Bureau (the "CFPB").
ln September 2013, the CFPB withdrew the O1iginal CID and we received a new Ci vil Investigative Demand (the "New CID") from the CFPB. Both the
Original CID and the New CID provided that the purpose of the CFPB's investigation was, in part, "to detennine whether for-profit post-secondary
companies, student loan origination and servicing provi ders, or other unnamed persons have engaged or a re engaging in unlawful acts or practices relating to
the advertising, marketing, ororigination ofprivate student loans." Both the Original CID and the New CID contained broad requests fo r oral testimony,
production of documents and written reports related to p1ivate education loans made to our students, internal financing provided to our students and certain
other aspects of our business. We provided documentation and other infonnation to the CFPB, wh ile preserv ing our rights to object to its inqu iry.
On Februaiy 26, 2014, the CFPB filed a complaint against us in the United States District Court for the Southern District oflndiana under the following
caption: Consumer Financial Protection Bureau v. llT Educational Services, Inc. (the "CFPB Litigation"). The complaint alleges, among other things, that
we violated:
Section I 036(a)(l) of the Consumer Financial Protection Act of20 IO (the "CFPA" ), 12 U.S.C. § 5536(a)(l ), which prohibits unfair,
deceptive and abusive acts and practices, from July 2 1, 2011 through December 20 11 , by:
subj ecting consumers to undue influence or coercing them in to taking out private education loans through a variety ofun fai r acts
and practices d esigned to interfere with the consumers' ability to make infonned, uncoerced choices;
taking unreasonab le advantage of consumers' inability to protect their interest in selecting or using p1ivate education loans; and
taking unreasonable advantage of consumers' reasonable reliance on us to act in the consumers' interests; and
the Truth in Lending Act, 15 U.S.C. §§ 160 I el seq ., and Regu lation Z thereunder, 12 C.F.R. Part I 026, which require certain disclosures
to be made in writing to consumers in connection with the extension of consumer credit, since March 2009, by fail ing to disclose a
discount that constituted a finance charge.
On April 28, 20 14, we filed a motion to dismiss the CFPB Litigation for, among othe r reasons, lack ofjurisdiction and failure to state a claim upon which
relief can be granted. We have defended, and intend to continue to defend, ourselves vigorously against the allegations made in the complaint.

On October 30, 20 12, we received a C ivil Investigati ve Demand ("CID") from the Massachusetts Office of the Allomey General ("MAG"). The MAG's
CID provides that the MAG is investigating allegations that we may have violated Massachusetts General Laws, Chapter93A, Section 2(a) by "engaging in
unfair o r deceptive practices in connection with marketing and advert ising job placement and student outcomes, the recruitment of studen ts, and the
financing of education." The MAG's CID contains broad requests for production of documents related to our students in Massachusetts, including the
financial aid availab le to those students, our recruitment of those students, the career services that we offer to those students, ou r marketing and adve1tising,
the retent ion and graduation rates of those students and many other aspects of our business. We are cooperating with the MAG in its investigation, and we
have p rovided documentation, conununications and other infom1ation to the MAG in response to the CID. The ultimate outcome of the MAG investigation,
however, could have a material adverse effect on our financia l condition, results of operations and/or cash flows.

In January, Februa1y, Ap1il and May 2014, we received subpoenas and/or Cills from the Attomeys General of Arkansas, Arizona, Colorado,
Connecticu t, Hawaii, Idaho, Iowa, Kentucky, Missouri, Nebraska, North Caroli na, Oregon, Pennsylvania, Tennessee and Washington under the authority of
each state's consumer protection statutes. The Attorney General of the Commonwealth of Kentucky has in fonned us that it will serve as the point of contact
for the multistate group to respond to questions relating to the subpoenas and CIDs. The subpoenas and C IDs contain broad requests for infonnation and the
production of documents related to our stud ents and practices, including marketing and advertising, recruitment, financial aid, academic advising, career
services, admissions, programs, Ii censure exam pass rates, accreditation, student retention, graduation rates and job placement rates, as well as many other
aspects ofour business. We believe that several other companies in the proprietary postsecondary education sector have received similar subpoenas and
CIDs. We are cooperating with the Attorneys General of the states involved. The ul timate outcome of the state Attorneys General investigation, however,
could have a material adverse effect on our financial condition, resu lts of operations and/or cash flows.
On Februaiy 27, 2014, the New Mexico Attorney General filed a complaint against us in the Dist1ict Court of New Mex ico under the following caption:
State ofNew Mexico, ex rel. Ga,y K King, Auomey General v. 11T Educational Services, Inc., el al. (the "New Mexico Litigation"). On April 4 , 20 14 , we
removed the New Mexico Litigation to the U.S. District Court for the District ofNew Mexico. The comp laint alleges, among other things, that we engaged in
a pattern and pract ice of exploiting New Mexico consumers by using deceptive, unfair, unconscionable and unlawful business practices in the marketing,
sale, provision and financing of education goods and services in violation of New Mexico's Unfair Practices Act. In particular, the complaint contains
allegations that:
we misrepresented matters related to our nursing educat ion program, including, without limitation, its programmatic accredi tation status,
the transferability ofcredits earned in the program and the cuJTi culum of the p rogram;
-30-
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we misrepresented the te1ms of the financial aid available to students and the cost ofour p rograms;
we engaged in unfa ir or deceptive trade pract ices;
we failed to issue refunds; and
our fonn enrollment agreement contained unenforceable and unconscionab le provisions.
The complaint seeks:
an order declaring po1tions ofour enrollment agreement illusory, unconscionab le and unenforceable;
preliminary and pennanent injunctive relief;
disgorgemen t of unjust enrichment amounts;
unspecified civil penalty amounts;
restitution; and
reasonable costs, including investigative costs.
We have defended, and intend to continue to defend, ourselves v igorously against the allegat ions made in the comp la int.
On February 8, 2013, we received the first of many subpoenas from the SEC. In a letter accompanying each of the subpoenas, the SEC slates that it is
conducting an investigation of us. The SEC's subpoenas requested the product ion of d ocuments and communications that, among other th ings, relate to our
actions and accounting associated with:
agreements that we entered into with the 2009 Entity to create the 2009 Loan Program, including, without limitation, the 2009 RSA;
agreements that we entered into with unrelated parties on January 20, 20 IO to create the PEAKS Program, which made private education
loans avai lable to our students to help pay the students' cost of education that studen t financial aid from federal, state and other sources
did not cover, pursuant to which:
an unrelated lender originated private education loans to our eligible students and, subsequently, sold those loans to the PEAKS
Trust;
the PEAKS Trust issued the PEAKS Senior Deb t in the aggregate principal amount of$300.0 million to investors; and
under the PEAKS Guarantee, we guarantee payment of the principal, i nterest and, prior to February 20 I 3, certain call premiums owed
on the PEAKS Senior Debt, the administrative fees and expenses of the PEAKS Trust and a minimum required ratio of assets of the
PEAKS Trust to outstanding PEAKS Senior Debt (the "Asset/Liability Ratio");
certain accounting-related documents associated with the 2009 Loan Program, the PEAKS Program and internal student financing; and
our board of directors-related materials associated with the 2009 Loan Program, the PEAKS Program and intemal student financing.
We have provided the infonnation requested, including testimony of sen ior employees. On August 7, 2014, we received a "Wells Notice" from the staff of the
Division of Enforcement (the "Staft")ofthe SEC notifying us that the Staff had made a preliminary detem1ination to recommend that the SEC file an
enforcement action against us. According to the Staff, the enforcement action wou ld allege violations of Sections I 0(b), I 3(a) and 13(b)(2) of the Exchange
Act and Rules I 0b-5, l 2b-20, l 3a-l , 13a-l 1, l 3a-l 3 and I 3a- l 5 under the Exchange Act. The proposed action relates p1imarily to ce1tain disclosures and
accounting surrounding the two loan programs noted above. The SEC's notice said that the Staff's recommendation may:
involve a civil injunctive action, public administrative proceeding and/or cease-and-0esist proceeding against us; and
seek remedies that include an injunction, a cease-and-0esist order and monetary relief, including civil monetary penal ties.
-3 1-
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A Wells Notice is neither a fonnal allegation nor a finding of wrongdoing. Instead, it is a preliminary detennination by the Staff to recommend that the
SEC file a civil en forcement action or administrative proceed ing agaiost the reci pi ent. Under the SEC's procedures, a recipient ofa We lls Notice has an
opportunity to respond in the fonn ofa Wells submission that seeks to persuade the SEC that such an action should not be brought. Accordingly, we made a
submission to the Staff in response to the We lls Notice setting forth why the factua l record does not support the enforcement action reco mmended by the Staff
and that any perceived shortcomings were made in good faith. Although we intend to defend ourselves vigorously should the SEC authorize any legal action
that does not compo1t with our view of the facts, we cannot predict the outcome of any legal action or whether the matters will result in any settlement. The
u ltimate outcome of the SEC investigation, any legal action by the SEC or any settlement cou ld have a material adverse effect on our financial condition,
results ofoperations and/or cash flows.

/11vestigatio1L5, claims and actions agllinst companies i11 our illdustty could adversely affect ow· business and stock price. Like u s, the operations ofa
number of companies in the postsecondary education industry have bee n subject to intense regulatory scrutiny. In some cases, allegations of wrongdoing
have resu lted in reviews or investigations by the U.S. Depa rtment of Justice, SEC, ED, CFPB, Government Accountabil ity Office, Department of Veterans
Affairs, Federal Trade Commission, Department of Defense, state education and professional licensing authorities, states' attomey general offices or other
state agencies. These investigations and actions have alleged, among other th ings, decep ti ve trade pract ices and noncompliance with regulations. These
allegations have attracted adverse media coverage that may negatively affect public perceptions of proprietary education institutions, incl uding the ITT
Technical Institutes and Dan iel Webster College. Adverse media coverage regarding othe r co mpani es in the proprietary education sector or regardi ng us
d irect ly could damage our reputation, could result in lower enrollments, revenue and profit, and could have a negative impact on our stock price. These
allegations, reviews, investigations and e.nforcement actions and the accompanying adverse publicity could also result in increased scrutiny of, and have a
negative impact on, us and our industry.
Changes in the a mou11t or availability ofvetera11s' e,fucatio11llf b en efits or Department ofDefense t11itio11 lll·sist,mce programs could materially a11d
adversely affect o ur b11siness. Certa in members of the U.S. Congress and the Obama Administrat ion have increased their focus on Department of Defense
tuition assistance and veterans educational benefits that are used for programs of study offered at proprietary education institutions, pa1ticularly distance
education programs of study . On April 27, 20 12, President Obama s igned Executive Order 13607, Establishing Princip les of Excellence for Educational
Institutions Serving Service Members, Veterans, Spouses, and Other Family M embers (the "EO"). The EO requires an institution to agree to comply with the
principles of excellence described in the EO in o rde r for the institut ion to partici pa te in the Ye llow Ribbon Program for Veterans under the Post-9/1 I GI Bill
or the Tuition Ass istance Program for active duty service members. Among other things, the principles of excellence include a requirement that institutio ns
implement a refund policy fo r veterans and service members that is aligned with the Re tum Policy. In addition, federal legislation has been introduced that
would rev ise the 90/10 Ru le to count Department of Defense tu ition assistance and veterans' educational benefits toward the 90% limit. To the extent that
any laws, regu lations or other requirements are adopted that limit or condition the amount of educational benefits that veterans and active duty service
members can use toward their costs of education at proprietary education institutions or in distance educat ion programs, or that limit or condition the
participation of proprietary education institutions or distance education programs in veteran or military tuition assistance programs or in T itle IV Programs
with respect to veteran or mil itary tuition assistance programs, our enrollments, results of operations and financial condition could be materially and
adversely affected.
I/the gradll(tfes ofsome ofour programs are unllbfe to obtain lice11s11re in their chosen professional jiel,ls ofstudy, the enroffme11t in twd the revenue
derived from those programs co11ld decrease and claims co11ld be made against us that could be costly to defend. Graduates of certain ofour programs of
study offered through ou r Breckinridge School of Nursing and Health Sciences seek professional licensure in the ir chosen fie ld fo llowing graduation. Their
success in obtaining licensure depends on several factors, including:
the me1its of the individual student; and
whether the campus and the program were authorized by the appropriate SAs and/or approved by an accrediting commission and/or
professional association.
Certain SAs refuse to license students who graduate from programs that do not meet specific types of programmatic accreditation, residency or other state
requirements. In the event that one or more SAs refuses to recognize our graduates for p rofessional licensure in the future based on factors relating to our
campuses or their prog rams, student enrollment i n those programs would be negatively impacted which could have an adverse effect on our results of
operations. In addition, we could be exposed to claims that would force us to incur legal and other expenses that could have a material adverse effect on our
results ofoperations.
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Laws a11d regulations relating to marketing practices could limit our marketing activities or cause us to disco11til111e the marketing activities that we
curre11tly use or pla11 to use, and failure to comply with such laws t111d reg11/atio11s could result ilt statutory damages or lawsuits against us. We rely on a
v ariety of direct-to-consumer marketing techniques, includ ing telemarketing, ema il marketing and posta l ma il ings, and we a re subject to various laws and
regulations which govem marketing and adve1tising practices. For example, the Telephone Consumer Protection Act of 199 1, the Telemarketing Sales Rule,
the CAN-SPAM Act o f 2003 and various other federal and state laws and regulations impose requi rements on the manner and extent to which we can market
our programs to prospective students. A recent amendment to the Telephone Consumer Protection Act requires, among other things, that we rece ive p1ior
express written consent from consumers in order to place te lemarketing calls to
-32-
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wireless phones using ce1tain technology. Efforts to comply with the new regu lations may negatively affect our ability to contact prospective students and,
therefore, our reveoue and profitability. Newly-adopted or amended laws and regulations relating to telemarketing, and increased enforcement of such laws
and regulations by governmental agencies or by private litigants, could adversely affect our business, operating results and financial cond ition. Our fai lure to
comply with laws and regulations applicable to our marketing activities coul d also result in statutory damages and class action lawsui ts against us.

The Early Career Academy is highly regulated, may require sig11ijica11t expe11ditures by us a11d may 1101 be a successful b11si11ess e11deavor. To date,
we have become the EMO for only one public charter high school. As such, the Early Career Academy is in the initial stages, and we cannot assure you that it
will be a successfu l endeavor for us in the foreseeable future orat all. The Early Career Academy business is subject to extensive regu lation, and we believe
that it may require significant expenditures by us. Some of the factors that could have an adverse effect on the busioess of the Early Career Academy ioclude,
among others:
a reduction in government fund ing for, or a loss of tax-exempt status or funding eligibility by, pub lic charter high schools;
the poor performance or misconduct by the Early Career Academy o r operators of other public charter h igh schools;
legal cla ims challenging various aspects of public charter h igh schools; and
non-compliance with applicable regulations.
Ris ks Related

to Our Business

Our guara11tee obligatio11s under tlte private education lo"'' programs ltave lwd, and could continue to lu11•e, a material ad1•erse effect on us. We
have entered into risk sharing and guarantee agreements with entities related to private education loans provided to our students to help pay the students'
cost of education that student financial ai d from federal, state and other sources does not cover. We settled all of our guarantee obligations u nder a risk
sharing agreement that we entered into in 2007 (the "2007 RSA") through a payment of$46.0 million in January 20 I 3. Und er the 2009 RSA, we gua rantee
the repayment of any private education loans that are charged off above a certain percentage of the p rivate education loans made under the 2009 RSA, based
on dollar volume. Under the PEAKS Guarantee, we guarantee:
the payment of principal (i.e., approximately $214.5 million as of June 30, 2014) and interest on the outstanding PEAKS Senior Debt;
the payment ofadministrat ive fees and expenses to the PEAKS Trust; and
a min imum required Asset/Liabil ity Ratio.
Our obl igations under the PEAKS Guarantee wi ll remain in effect until the PEAKS Senior Debt and the PEAKS Tntsl's fees and expenses a re paid in
full. Our obligations underthe 2009 RSA will remain in effect, until all private education loans made under the 2009 Loan Program are paid in full o r
charged off. See "Management's Discussion and Analysis of Financial Condition and Results of Operations- Private Education Loan Program Obligations"
for infonnation regarding the guarantee payments, the payments on behalfofstudent borrowers that we made under the PEAKS Program to avoid defaults by
those borrowers on their PEAKS Trust Student Loans ("Payments on Behalfof801TOwers") and the payments that we made related to the RSAs in 2013. See
also Note IO- Variable Interest Ent ities and Note 16 - Commitments and Contingencies of the Notes to Consolidated Financial Statements.
The repay men t perfonnance of the private education loans under the RSAs has been significantly worse, and the charge-off rate on those loans has been
s ignificantly higher, than we originally projected when we entered into the RSAs and our subsequent projections. Further, under the PEAKS Guarantee, due
to the Consolidation and other factors, we were not in comp liance with certain financial metrics under the PEAKS Program, which resulted in an increase in
the requ ired minimum Asset/ Liabi li ty Ratio and a requirement that we make higher payments under the PEAKS Guarantee. As a result of the higher chargeoff rates of the private education loans made under both the 2009 Loan Program and PEAKS Program and the increased Asset/Liability Ratio, we have mad e
payments related to the RSAs that have been sign ificantly higher than we initially anticipated, and we currently estimate that we will be required to make
payments in material amounts under the RSAs in 20 14 and future years. See "Management's Discussion and Analysis of Financial Condit ion and Results of
Operations - Private Education Loan Program Obligations" and Note 16 - Commitments and Contingencies of the Notes to Consolidated Financial
Statements, for the amount of payments that we currently estimate we wil l be required to make through the remaining terms of the RSAs.
As a consequence of the restatement ofour unaudited condensed consolidated financial statements in our Quarterly Reports on Fo1rn I 0 -Q for the fiscal
quarters ended March 31 , 2013, June 30, 2013 and September 30, 20 13, certain quarterly reports that we were requ ired to deliver to th e indenture trustee of
the PEAKS Trust under the PEAKS Guarantee were inaccurate. We delivered corrected quarterly reports to the indenture trustee on October 9, 2014. lfwe had
del ivered accurate quarterly reports, or with respect to periods in 2014 through June 30, 2014, delivered q uarterly reports, to the indenture trustee of the
PEAKS Trnst, we believe the indenture trustee would have made payment demands beginning in April 2013, requi ring us to make additional payments under
the PEAKS Guarantee totali ng approximately $60.3 million in the aggregate, in order to main tai n an Asset/Liability Ratio of l.40/ 1.00. On October 9, 20 14 ,
we made a guarantee payment of$50.0 million, wh ich payment, along with other payments that we have made to the PEAKS Trust in recent months, included
amounts that would have become due between Ap1il 20 13 and September 2014, had we delivered accurate quarterly reports. The delivery of inaccurate
quarterly reports constituted a breach of the PEAKS Guarantee and an event of default under the i ndenture under the PEAKS Program (the "PEAKS
Indenture"). In the event ofa default under the PEAKS Indenture, the payment of the entire amount of the PEAKS Senior Debt could be accelerated, which
would trigger ourob ligation to pay the full amount of the PEAKS Senior Debt pursuant to our obl igations under the PEAKS Guarantee, additional remedies
could be sought against us and the re could be a cross-default und er the Amended Credit Agreement, any o f which would have a material adverse effect on our
results ofoperations, financia l condition and cash flows. We believe that the delivery of the corrected quarterly reports and making the additional guarantee
payments satisfied our ob ligations under the PEAKS Guarantee with respect to these matters and cured the event of defau lt under the PEAKS Indenture. We
cannot predict, however, whether the holders of the PEAKS Senior Debt will assert other b reaches of the PEAKS Guarantee by us or assert that any breach of
the PEAKS Guarantee or event of defau lt under the PEAKS Indenture was not properly cured.
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We have offset approximately $9. 1 million against amounts owed to us by the 2009 Entity under a revolving promissory note (the "Revolving Note"),
instead of making additional payments under the 2009 RSA in that amount. We understand the 2009 Entity's position to be that the offset was improper and,
as a result, we are in default under the 2009 RSA. In the event of a default by us under the 2009 RSA related to the offset, we may be required to pay to the
2009 Entity app rox imately $8.6 million, representing the amount ofthe offset, net of approximately $0.5 million ofrecoveries from charged-off loans that are
owed, but have not been paid, to us. If the 2009 Entity instead were to withdraw cash collateral in that amount from the restricted bank account maintained to
hold collateral to secure our obligations under the 2009 RSA, we would be required to deposit that amount of cash in the account to maintain the required
level of co llateral under the 2009 RSA.
As a consequence of the restatement ofour unaudited condensed consolidated financial statements in our Quarterly Reports on Fonn I 0-Q for the fiscal
quarters ended March 3I , 2013, June 30, 2013 and September 30, 20 13, certain quarterly compliance certificates that we were required to deliver to the 2009
Entity under the 2009 RSA were inaccurate. Those inaccuracies did not affect our compliance with the financial ratio covenants in the 2009 RSA as of
March 31 , 2013. We were not, however, in comp liance with the financial ratio covenants in the 2009 RSA as of June 30, 2013 and subsequent measurement
dates. Fmther, due to our failure to timely file our Annual Report on Fom1 I0-K for the fiscal year ended December 3 1, 2013 and our Quarterly Repo1ts on
Fonn I 0-Q for the fiscal quarters ended March 3 I, 2014 and June 30, 20 14, we did not time ly deliver the required compli ance certificates under the 2009
RSA with respect to those periods. As a result of our noncompliance with the financial ratio covenants as ofJune 30, 2013 and subsequent measurement
dates, the amount of col lateral required to be maintained in the restricted bank account has been increased by approximately $2.6 million. We intend to make
in October 20 14 a deposit in that amount to the restricted bank account to be held as additiona l collateral under the 2009 RSA.
Ln addition, at the end of each reporting period, we assess whether we shou ld recogni ze a contingent liability related to the 2009 RSA and, prior to
February 28, 2013, the PEAKS Program. Due to a number of factors, primarily the s ignificant charge-off rate of the private education loans under the 2009
Loan Program, the amount of the contingent liability that we recorded related to the 2009 RSA as of December 31, 2013 increased substantially to
approximately $1 16.9 million. Further, the amount of the contingent liabi lity that we record related to the 2009 RSA in periods after December 3 1, 2013
could further increase substantially. The amount of the con tingent liability that we record related to the 2009 RSA has negatively impacted, and could
continue to negatively impact, our compl iance with covenants under the Amended Credit Agreement, the financial metrics under the RSAs and the
requirements of the ED, SAs and ACs.
Even i fthe charge-off rates of the private education loans made under the 2009 Loan Program and PEAKS Program remain at levels similar to the
cha rge-off rates that we a re currently utilizing in our estimates of future payment amounts under the RSAs and the contingent liability amount related to the
2009 RSA, those payment amounts and the contingent liability amount cou ld have a material adverse effect on our liquidity, cash nows and financia l
position, and could cause us to violate the requirements of the ED, SAs and ACs and/or our covenants under the Amended Credit Agreement.
Un der the 2009 RSA, we have an obligation to make the month ly payments due and unpaid on those private education loans that have been charged
off above a certain percentage ("Regular Payments"). Instead of making Regular Payments, however, we may elect to:
pay the then outstanding ba lance (plus accrued and unpaid interest) of those private education loans that have been charged off above a
certain percentage and, with respect to which, an amount equa l to at least ten monthly payments has been paid; or
pay the then outstanding ba lance (p lus accrued and unpaid interest) of those private education loans that have been charged off above a
certain percentage and, with respect to wh ich, an amount equa l to at least ten monthly payments has not been paid, plus any interest that
would otherwise have been payable until ten monthly payments had been made, discounted at the rate of 10% per annum,
(collect ively, "Discharge Payments"). Our estimates of the future payment amounts under the 2009 RSA an d the timing of those payments, assume, among
other factors, that we make Discharge Payments to the fullest extent possible in 2018 and later years. Jfwe do not make the Discharge Payments as assumed in
20 18 and later years, due to an inab ility to make paymen ts in those amounts or for any other reason, we estimate that we will have to pay significantly larger
amounts under the 2009 RSA over the rema ining tenn of that agreement.
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Our estimates of the future charge-offrntes of the private education loans made under the 2009 Loan Progrnm and PEAKS Program and of other factors
that we utilize in our projections are based on numerous assumptions which may not prove to be correct and involve a number of risks and uncertaint ies. We
would be required to pay additional material amounts under the RSAs and we cou ld be required to make payments under the RSAs earlier than currently
projected and record a higher contingent liability amount related to the 2009 RSA, in the event that:
the charge-offrntes on the private education loans are higher than we are currently estimating;
other factors utilized in our projections are worse than currently estimated; and/or
other factors negatively impact our compliance with the financial metrics to wh ich we are su bject under the RSAs.
Any of these events could have a material adverse effect on us, including, among o thers, on our:
results of operations, financial condition and cash flows;
liquidity and ab ility to pay our obligations as they become due;
ab ility to comply with the requirements of the ED, SAs and ACs to wh ich we are subj ect, resulting in significant negative consequences;
ab ility to comply with our covenants under the Amended Credit Agreement, resulting in a default thereunder, which could have a
material adverse effect on our results of o perations, financial condition, cash flows, liquidity and ability to comply with our other
obligations; and
ab ility to make required payments under the RSAs, resulting in a default thereunder, wh ich, in the case of a default under the PEAKS
Guarantee, could result in an acceleration of the entire amount of the PEAKS Senior Debt and our obligations to pay the full amount of
the PEAKS Senior Debt pursuant to the tenns of the PEAKS Guarantee, additional remedies against us and there cou ld be a cross-default
under the Amended Credit Agreement, any of which would have a material adverse effect on our results ofoperations, financ ial condition
and cash flows.

lfweft,il to effectively ide11tijj•, establish t11ul operate new campuses a11tl Leaming sites, our growth may be slowetl. As part of ou r business strategy,
we anticipate operating new campuses and adding learning s ites to ex isting campuses at locations throughout the United States. Establishing new campuses
and leaming sites poses challenges and requires us to make investments in management and capital expenditures, incur marketing and advertising expenses
and devote other resources that are different, and in some cases greater, than those required with respect to the operation of ex ist ing campuses. To operate a
new campus or add a learning site, we would be required to obtain the appro priate autho1izations from the applicable SAs and ACs, which may be
conditioned or delayed in a manner that could significantly affect our growth plans. In addition, to be eligib le to participate in Title JV Prog rams, a new
campus or learning site must be certified by the ED, either before or after it starts disbursi ng Title IV Program funds to its stud ents. We cannot be sure that we
wi ll be able to identify suitab le expansion opportunities to help maintain or accelerate our current geograph ic expansion or that we wil I be able to
successfully integrate o r profitably operate any new ca mpuses or leaming sites. Any fa ilure by us to effectively identify, estab lish and manage the operations
of newly established campuses or learning sites could slow our growth, make any newly estab lished campuses or learning sites more costly to operate than we
had planned and have a mate rial adverse effect on our expansion plans and resu lts of operations.
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Our success depe11ds, ill part, 011 our ability to effectively ide11tify, develop, obtain approval to offer and teach new programs at differe11t levels ill a
cost-effective t11ul timely ma1111er. Part of our business strategy also includes increasing the number, levels, lengths and discip lines of programs offered at our
campuses. Developing and offering new programs pose challenges and require us to make investments in research and development, management and capital
expenditures, to incur marketing and advertising expenses and to devote other resources that are in addition to, and in some cases greater than, those
associated with our current program offerings. ln order to offer new programs at different levels at our campuses, we may be requ ired to obtain the appropriate
autho1izations from the ED, SAs, ACs and , in certain ci rcumstances, specialized programmatic accrediting comm issions, which may be conditioned or
delayed in a mann er that could affect th e programs offered at our campuses. We cannot be sure that we wi ll be able to identify new programs to he lp maintain
or accelerate our current geographic expansion, that we will be able to obtain the requisite authorizations to offer new programs at different levels at our
campuses or that students will enroll in any new programs that we offer at our campuses. Any failu re by us to effectively identify, develop, obtain
authorization to offer and teach new programs at our campuses cou ld have a material adverse effect on our expansion plans and results o f operations. See
"Business- Business Strategy - Enhance Results at Each Institution" and "-If the ED's proposed new gainfi,I employ ment regulations are promulgated by
the ED in a manner that withstands challenge, and ifany of ourprogranc~ ofs!udyfc,il to qualify as programs that lead to gainf ul employmenl in a
recognized occupation under those regulations, students attending those programs ofswdy will be 1111able to usejimdsji-orn Title JV Programs to help pay
their education cosls."

Our success depends, ill part, 011 our ability to keep pace with c/ra11gi11g market needs and technology. Increasingly, prospective emp loyers of our
graduates demand that their entry-level emp loyees possess appropriate technical skills and also appropriate so ft skills, such as communication, critical
thinking and teamwork skills. The skills that employees need may evolve rapidly in a changing economic and technological environment. Accord ingly, it is
important for our programs to evolve in
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response to those economic and technological changes. The expansion of our existing programs and the develop ment ofnew programs may not be accepted
by prospective students or the employers of our graduates. Even ifwe are able to develop acceptable new programs, we may not be able to begin offering
those new programs as quickly as required by the employers we serve or as quickly as our competitors offer similar programs. Ifwe are unable to adequately
respond to changes in market requirements due to regulatory or financial constraints, technological changes or other factors, our abil ity to attract and retain
students could be impaired and the rates a t which our graduates obtain jobs involving their fields of study could su ffer.
O11r jill{111cial perfornuwce tlepe11ds, i11 part, 011 011r ability to co11ti1111e to de,,elop mvtzre11ess a11d acceptance of011r progmms among working "dults
and recent high scftool graduates. The awareness of our programs among working adults and recent high school graduates is important to the success of our
campuses. Ifwe were unable to successfully market o r advertise our programs, our ability to attract and enroll prospecti ve students in ou r programs woul d be
adversely affected and, consequently, our ability to increase revenue or maintain profitab ility wou ld be impaired. The following are some of the factors that
could prevent us from successfully marketing or adve1tising our programs:

student dissatisfaction with our programs and services;
employer dissatisfaction with our programs and services;
high costs of certain types of advertising media;
adverse publicity regarding us, our competitors or proprietary educat ion generally; and
our failure to maintain or expand our brands or other factors re lated to our marketing or advertising practices.
lllcreases in illstitutio11al scholarships and internal st11de11tfi11(111ci11g could have a material adverse effect 011 011r cas h flows, reve11ue a11d studem
pop11latio11. During the foutth quarter of2012, we introduced an institutional scholarship program, called the Opportunity Scholarship, which is intended to
help reduce the cost ofan !TT Technical Institute education and increase student access to our programs of study. By June 30, 20 13 , the Opportun ity
Scholarship was being offered to students at all of the ITT Technical Institute campuses. We believe that the Opportunity Scholarship has, and will continue
to, reduce our students' need and use of private education loans, as wel l as decrease the internal student financing that we provide to our students. As an
institutional scholarship, our revenue is reduced by the amount of the Opportunity Scholarsh ip awarded. In addition, no cash payments are received and
students will not be ob ligated to make payments to us of the amounts awarded under the Opportunity Scholarsh ip. The refore, the amounts receivable from
students to us, as well as our revenue, decreased in 20 I 3 and in the six months ended June 30, 20 I 4 and, we believe, may continue to decrease in the
remainder of2014.

The increased amount of internal student financing that we provided to our students over the last few years has negatively impacted our liquidity and
exposed us to greater credit risk. The internal student financing that we provide to our students consists of non-interest bearing, unsecured credit extended to
our students. Internal student financing typically provides for payment to us by our students by the end of the student's academic year or enrollment,
whichever occurs first, compared to payments from p1ivate education loan programs, which we typically received at the beginning ofa student's academic
year. Th is change in the timing of payments had a material adverse effect on our cash flows from operations in 20 12 and 20 13. ln addition, we have the risk of
collection with respect to our internal student financing, which caused us to increase our allowance for doubtful accounts in 20 12 and 2013 and resulted in
an increase in our bad debt expense as a percentage of revenue in 2012 and 2013. The increase in in ternal student financi ng was the primary cause of the
increase in our days sales outstanding and the decrease in our defetred revenue in 20 12, primari ly due to the decrease in the amount of funds received from
private education loans made to our students by third-party lenders.
We plan to continue to offerthe Opportunity Scholarship to eligible students which we believe will reduce the amount of intemal student financing
that we provide to our students. The increased use of institutional scholarships and awards by our students and any additional intemal student financing
provided to our students could result in a continuation of the adverse factors that are descri bed above, including a material adverse effect on our financial
condition and cash flows.
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I/we experie11ce losses in excess ofthe amou11ts that we have accrued with respect to the sig11ifica11t amount ofintemal stude11tfi11a11ci11g that we
h ave provided to 011r students, it could ha1•e a material a,Li,erse effect 011 our jimmcial co11ditio11, result.1· ofoperatio11s a11d cash flows. We offer internal
student financing to help students pay the portion of their cost of education that is not covered by financial aid or other funds. These balances are unsecured
and not typically guaranteed. These balances have increased significantly in the last few years as a result of the number of our students who did not qualify
for private education loans from thi rd parties due to their prior credit history and the limited funding available under private education loan programs for
which those students cou ld qualify. The introduction of the Opportunity Scholarship has reduced, and will continue to reduce, our students' need for internal
student financing. lntemal student financing adversely affects our cash flows and exposes us to greater credit risk. Although we have accrued for estimated
losses related to unpaid student balances, losses in excess of the amount we have accrued for bad debts could have a material adverse effect on our financial
condition and results of operations.
High i11terest rates and tighte11illg of the credit markets could adversely affect our ability to attract a11d retaill stude11ts and could i11crease our risk
exposure. Since much of the financing our students receive is tied to floating interest rates, higher interest rates cause a corresponding increase in the cost to
our existing and prospective students of financing thei r education,
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which could result in a reduction in the number of students attending our campuses and, consequently, in our revenue. Higher interest rates could also
contribute to higher default rates with respect to our students ' repayment of Ti tle IV Program and private education loans. High defaul t rates may, in tum ,
adversely impact our eligibil ity to participate in Title IV Programs, trigger our guarantee obligations with respect to private education loan programs and/or
negatively affect the w illingness of pri vate lenders to make private ed ucat ion loan programs available to our students, which could resu lt in a reduction in
the number of students attending our campuses and could have a material adverse effect on our financial condition, results of operations and cash flows. As a
result of those adverse effects on our students' abi li ty to finance their cost of education, our rece ivables could increase and/or our student population could
decrease, which could have a material adverse effect on our financia l condition, results of operations and cash flows.

The ability oftl,e CPD to provide education-related services depends, in large part, on obtaining autlwrizationsji-0111 1•emlors and trade associations
to use their content in the CPD's education-related ser1•ices. Part of our business strategy includes developing and providing education-related services to
students and other constituencies. Through the CPD, we are developing and providing education-re lated services, including training programs, cunicula,
assessments and consulting. The majority of the content of the education-related services provided by the C PD is authorized under agreements between the
CPD and vendors or trad e associations (the "Content Agreements"). We cannot be su re that we will be able to maintain or renew the ex isting Content
Agreements or enter into new Content Agreements. Any fai lure by us to effectively identify o r develop content for education-related services, or maintain,
renew or obtain Content Agreements with respect to our education-related services, could have a material adverse effect on our expansion p lans and results of
operations.

The searcltfor, and transition of, a new chiefexecutive officer could adversely affect us, and our inability to attract, !tire or retain key personnel
could ltarm our business. Our success to date has depended, and ,vi ii cont inue to depend, largely on the skills, efforts and motivat ion of our execut ive
officers. As prev iously disc losed, Kevin M. Modany, our Chief Execut ive Office r, will resign from that position on Febmary 4, 2015, subject to an extension
by up to three months, or earlier tennination, at our o ption. Our Board of Directors is conducting a search for a replacement Chief Executive Officer. The
p lanned resignat ion of Mr. Modany may cause disruption in our business, strategic and employee relationships, which may s ignificantly delay or prevent the
achievement ofourbusiness objectives, and may cause a loss of key employees or declines in the productivi ty of existing emp loyees. The search for a
permanent Chief Executive Officer may take many months or more, further exacerbating these factors. Competition for senior management personnel is
intense and we cannot assure you that we will be able to select and employ a new C h ief Executi ve Officer in a timely manner. Identifying and hiring an
experienced and qual i tied C hief Execut ive Officer is typically di fficult, and may be even more di fficult under the circumstances affecting us at th is time.
Further, we may not be able to effectively compete with compensation packages offered by other companies that are recruiting senior execut ive officers, due
to the limitations imposed on us by the Incentive Compensat ion Prohibition. We may be unable to attract a suitably qualified indiv idual for the Chief
Executive Officer position, or we may be required to pay increased base salary compensat ion in order to do so. Any or all of these risks cou ld adversely affect
our business, operating results or financial condition.
Our search for a new Ch ief Execut ive Officer may also adverse ly affect our business or impose additional risks, such as the following :
disruption of our business or distraction ofour employees and management;
difficu lty recruiting, hiring, motivati ng and retaining other talented and skilled personnel;
increased stock price volatility; and
difficu lty in establishing, maintain ing ornegotiating business or strateg ic relationships or transactions.
We cannot assure you that the transition to a new Chief Executive Officer w ill be smoo th or successful. Leadership transitions can be inherently
d iftkult to manage and may cause uncertain ty or a disruption to our business or may increase the likelihood of turnover i n other key officers and employees.
Changes to strateg ic or operat ing goals with the appointment of new executives may , themselves, prove to be d isruptive. Periods of transition in sen io r
management leadership are often difficult as the new executives gain detailed knowledge of the company's operations and may result in cultural differences
and friction due to changes in strategy and style. During the Chief Execut ive Officer transit ion period, there may be uncertainty among investors, employees,
creditors and others conceming our future direction and perfonnance. Any disrup tion o r uncertainty could have a 111ate1ial adverse effect on our results of
operations and financial condit ion and the market price of our common stock.
During our search for, and t ransition of, a new Chief Executive Officer, it is impo1tant that we retain key personnel. All of our officers and other
empl oyees are at-will empl oyees, wh ich means they can terminate their employment relationship wi th us at any t ime, and their knowledge of our business
and industry would be difficult to replace. Ifwe lose the services of key personnel, especially during this period ofleadership transition, or do not hire or
retain other personnel for key positions, including the Chief Executive Officer position, our business, results ofoperations and stock price could be adversely
affected.
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Our success also depends in large part on our ability to attract and retain highly qualified faculty, school administrators and corporate management. We
face competition in the attraction and retention of personnel who possess the skill sets that we seek. ln addition , key personnel may leave us and
su bsequently compete against us. Furthennore, we do not currently cany " key man" life insurance. The loss of the services of any of our key personnel,
especially during this pe1iod ofleadership transition, or our failure to attract and retain other qualified and experienced personnel on acceptable tem1s, could
impair our abil ity to successfully manage our business.
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In order to support revenue grov,1h, we need to hire, retain, develop and tmin employees who are responsib le for student recruiting, financial aid,
registrat ion, teaching and career seivices. Ourab ility to develop a strong team of employees with th ese responsibi lities may be affected b y a number of
factors, including:
our abil ity to timely and effectively train and motivate our employees in order for them to become productive;
restrictions imposed by regulatory bodies on the method of compensating emp loyees, such as the Incentive Compensation Prohibition;
our ability to attract enough prospective studen ts to our program offerings; and
our ability to effectively manage a multi-institutional and mu lti-location educational organization.
Ifwe are unable to hire, retain, deve lop and train employees who are responsib le for student recruiting, financial aid, registration, teaching and career
seivices, our operations wou ld be adversely affected.
Recent and ongoing adverse matters affecting us and our industry, including, without limitation, investigations, claims and lawsuits, and the negative
publicity associated with those matters, may make it significantly more difficult forns to attract, motiv ate and retain emp loyees at all levels of our
organ ization. In add ition, volatility or lack of perfonnance in our stock price may also affect our ab ility to attract and retain key employees, including a new
Chief Executive Officer. Our key executi ves may be more inc lined to leave us, because the exercise prices of their stock options are significantly below the
market price of our conunon stock or the perceived value of their restricted stock units continues to decline.

Competition could decrease our market slwre or force us to increase spending . The postsecondary education market in the Un ited States is highly
fragmented and competitive, with no single private or pub lic institution enjoy ing a significant market share. Our campuses compete for students with degreeand non-degree-granting institutions, wh ich incl ude public and private nonprofit colleges and proprietary institutions, as well as with alternati ves to higher
education, such as military seivice or immediate employment. Certain public and private colleges offer progra ms s imilar to those offered by our campuses at a
lower tu ition cost due in part to government subsidies, foundation grants, tax deductible contributions or other financial resources not available to
proprietary institutions. Othe r proprietary institutions offer programs that compete with those of our campuses. Certain of our competitors in both the pub lic
and private sectors have greater financial and other resources than we do. All of these factors could affect the success ofour marketing efforts and enable our
competitors to recruit prospective students more effectively.
We may be required to increase spending in response to competition in order to retain or attract students or pursue new marke t opportunities. As a
result, our financial condition, resul ts of operations and cash flows may be negatively a ffected. We cannot be sure that we will be able to compete
successfi.illy against current or Ii.Hun: competitors or that competitive pressures faced by us will not adversely affect our business, financial condition, results
of operations o r cash flows.

We may be 1111able to succes~fully complete or integrate acquisitions. In August 20 13, we acquired Cable Holdings, and in Janua1y 2014, we acquired
Great Equalizer, Inc. and CompetenC Solu tions, Inc. We may consider addit ional selective acquisitions of schoo ls or education -related businesses in the
fi.tture. We may not be able to comp lete acquisitions on favorable tenns or, even ifwe do, we may not be able to successfi.tlly integrate the acquired businesses
into our business. Acquisition challenges include, among others:
regulatory approvals;
significant capital expenditures;
assumption of known and unknown liabilities;
our ability to control costs; and
our ab ility to integrate new personnel.
The successfi.tl integration of acqu isitions may also require substantial attention from our senior management and the senior management of the acquired
business, which could decrease the time that they devote to the day-to-day management of our b usiness. Ifwe do not successfi.tlly address risks and
challenges assoc iated with acquis itions, including integrat ion, acquisitions could hann, rather than enhance, our operating perfom1ance.
In addition, ifwe consummate an acquisition, our capitalization and results ofoperations may change significantly. An acquisition could result in:
the incurrence of debt and contingent liabilit ies;
an increase in interest expense, amortization expenses, goodwill and other intangible assets;
charges relating to integration costs; and
an increase in the number of shares outstanding.
These results could have a material adverse effect on our results ofoperations or financial condi tion or result in di l ution to current stockholders.
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Terrorist attacks and other acts ofviole11ce or war could have a,, a dverse effect 011 o ur operations. Terro1ist attacks and other acts of violence or war
could disrupt our operations. Attacks or armed conflicts that directly impact our physical facilities or ability to recrui t and retain students and employees
could adversely affect our ability to deliver our programs of study to our students and, thereby, impair our abil ity to achieve our financial and operational
goals. Furthennore, violent acts and threats of future attacks could adversely affect the U.S. and world economies. Finally, future terrorist acts could cause the
United States to enter into a wider am1ed conflict that could further impact our operations and result in prospective students, as well as our current students
and emp loyees, ente1ing military service. These factors could cause significant declines in the number of students who attend our campuses and have a
material adverse effect on our results of operations.
Natural disasters am/ otl,er acts of God could ha1•e 1111 ad1•erse effect on o ur operations. Hurricanes, ea,thquakes, floods, tomados and other natural
d isasters and acts of God could disrupt our operations. Natural disasters and other acts of God that direct ly impact our physical facilities or ability to recruit
and retain students and employees could adversely affect our ab ility to deliver our programs of study to our students and, thereby, impair our ability to
achieve our financ ial and operational goals. Furthennore, natural disasters cou ld adversely affect the economy and demographics of the affected region,
which could cause significan t declines in the number of students who attend our campuses in that region and have a material adverse effect on our results of
operations.
A11ti-takeo1•er pro visions in our charter documents and under Dela ware law, as well as required appro vals by tl,e E D, tl,e A Cs and most ofthe SAs,
could make 1111 acquisition ofus more diff icult. Certain provisions of Delaware law, our Restated Certificate of Incorporation and our By-Laws could have
the effect of making it more difficu lt for a third party to acquire, or discouraging a third party from attempting to acquire, control ofus. Those provisions
could:
limit the price that certain investors might be will ing to pay in the future for shares ofour common stock;
discourage or prevent ce1tain types of transactions involving an actual or threatened change in control ofus (including unsolicited
takeover attempts), even though such a transaction may offer our stockholders the opportunity to sell the ir stock at a price above the
prevailing market price;
make it more difficult for stockho lders to take certain corporate actions; and
have the effect of delaying or preventing a change in control ofus.
Certain of those provisions autho rize us to:
issue "blank check" preferred stock;
divide our Board of Directors into three classes expiring in rotation;
require advance notice for stockho lder proposals and nominations;
prohib it stockholders from calling a special meeting; and
prohib it stockholder action by written consent.
In addition, the ED, the ACs and most of the SAs have requirements pertai ning to the change in ownership and/o r contro l (collectively "change in
control") of institutions, but these requirements do not unifonnly define what constitutes a change in control an d are subject to varying interpretations as to
whether a particular transaction constitutes a change in control. Ifwe or any of our campuses experience a change in control under the standards of the ED,
the ACs or the SAs, we or the affected campuses must seek the approval of the relevant regulatory agencies. Transactions or events that constitute a change in
control for one or more of our regulatory agencies include:
the acquisition ofa school from another entity;
significant acquisitions or d ispositions of our common stock; and
significant changes to the composition of our, or any campus, Board of Directors.
Some of these transactions or events may be beyond our control. Our failure to obtain, or a delay in obta ining, a required approval of any change in control
from the relevant regu lato1y agencies cou ld impair our abil ity or the ability of the affected campuses to participate in Title IV Programs, or could require us to
suspend our recruitment of students in one o r more states until we receive the required approval. A material adverse effect on our financial condition, resu lts
of operations and cash flows would resu lt ifwe had a change in control and a material number of our campuses:
failed to timely o btain the approvals of the SAs required prior to or following a change in contro l;
failed to timely regain app roval by the ACs for incl usion i n their institution 's grant of accreditation or have their inclusion i n that
accreditation temporarily continued or reinstated by the ACs;
failed to timely regain eligibility to participate in Title IV Programs from the ED or receive temporary certification to continue to
participate in Title IV Programs pending further review by the ED; or
were subjected by the ED to restrictions that severely limited for a substantial period of time the number of new additional locations
and/or new programs ofstudy that are elig ible to partic ipate in T itle IV Programs.
The fact that a change in control would require approval of the relevant regu latory agencies, and the uncerta inty and potential delay related to obtaining
such approvals, cou ld have the effect of making it more difficult for a third party to acquire, or discouraging a third party from attempting to acquire, control
ofus.
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lfwe are 1111ab/e to co11c/11de successfi1/ly litigation agai11st 11s, our b11si11ess, ji11a11cia/ co11ditio11 am/ results ofoperatio11s could be adversely
(ljjected. We are subject to various lawsuits, investigations and claims, covering a wide range of matters, including , but not I imited to, alleged violations of
federal and state laws, claims involving students or graduates and routine employment matters. We cannot predict the ultimate outcome of these matters and
have incurred, and expect to incur, significant defense costs and other expenses in connection with these matters. Those costs and expenses have had, and
could continue to have, a material adverse effect on our business, financial condition, results of operations and cash flows and the market price of our
common stock. These matters have and will continue to cause substantial diversion of our management's attention and resources from our ongoing business
operations, which could have a material adverse effect on our business, financia l condition, resu lts of operations and cash flows. We may be required to pay
substantial damages or settlement costs in excess of our insurance coverage related to these matters, or may be required to pay substantial fines or penalties,
any of which could have a fort her material adverse effect on our business, financial condition, results of operations and cash flows. An adverse outcome in
any of these matters cou ld also materially and ad versely affect our authorizations, licenses, accreditations and eligib ility to pa1ticipate in Tit le IV programs.
See "Legal Proceedi ngs."
The p erso11al infor111atio11 that we collect may be vulnerable to breach, theft or loss that could ad1•ersely affect our reputatio11 a11d operatio11s.
Possession and use of personal in formation in our operations subjects us to risks and costs that could harm our business. ln the ordinary course of our
business, we collect, use and retain large amounts of personal infonnation regard ing prospective students, students, their famil ies and employees. Some of
this personal in formation is held and managed by certain of our vendors. Although we use security and business controls to limit access and use of persona l
infonnation, a th ird party may be able to circumvent those security and business controls, wh ich could result in a breach of student or employee privacy. In
addition, errors in the storage, use or transmission of personal infom1ation could result in a breach of student or employee privacy. Possession and use of
personal information in our operations also subjects us to legislative and regu latory burdens that cou ld require notification of data breaches and restrict our
use of persona l infonnation. We cannot assure you that a breach, loss or theft of personal infonnation wil l not occu r. A major b reach, theft or loss of personal
infom1ation regarding our students and their famil ies or our employees that is held by us or our vendors could subject us to costly claims or litigation, have a
material adverse e-ffect on o ur reputation and results of operations and result in farther regulation and oversigh t by federal and state authorities and increased
costs of compliance. Potential new federal or state laws and regulations also may increase our costs of compliance or limit our ability to use personal
infonnation to recrnit students.
Security bre(lcftes or system illterr11ptio11s or de/(lyS i11.volvi11g o,,r computer 11etwork .1· could disrupt our op eratio11s, tlt111wge our rep11tatio11, limit our
ability to attract and retaill students a11d require 11s to expend sig11ijica11t resources. The perfomiance and reliability of our computer systems are cri tical to
our infonnation management, rep utation and ability to attract and retain students. Any system error or failure, or a sudden and s ignificant i ncrease in traffic,
could disrnpt the prov ision of education to students attend ing our campuses. We cannot assure you that we will be able to expand the infrastmcture of our
computer systems on a timely basis sufficient to meet demand. Our computer systems and operations could be vulnerab le to interruption or ma lfhnction due
to events beyond our control, including natural disasters and telecommunications failures. Any intem1ption to our computer systems could have a material
adverse effect on our operations and abil ity to attract and retain students. These factors could affect the number of students who attend our campuses and
have a material adverse effect on our resul ts of operations.

Our computer systems may be vu lnerable to unauthorized access, computer hackers, computer virnses and other security problems. A user who
circumvents security measures co uld misappropriate proprietary in formation or cause interruptions or ma! fhnctions in operations. As a result, we may be
required to expend significant resources to protect against the threat of those security breaches or to alleviate problems caused by those breaches. These
factors coul d affect the number of students who attend our campuses and have a material adverse effect on our results of operations.
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We rely 011 exclusive proprietary rights and i11tellectual property that may not be adequately protected under current laws, a11d we may e11co1111ter
tlisputesfrom time to time relating to our use ofintellectual property ofthird parties. Our success depends in part on our ability to protect our prop,ietary
rights. We rely on a comb ination ofcopyrights, trademarks, service marks, trade secrets, domain names and agreements to protect our proprietary rights. We
rely on service mark and trademark protection in the United States to protect our rights to distinctive marks associated with our services. We rely on
agreements under which we obtain rights to use the "ITT" and related marks and course content developed by our faculty, our other emp loyees and third
party content ex perts. We cannot assure you that those measures wi ll be adequate, that we have secured, or will be ab le to secure, appropriate protections for
all of our proprietary rights, or that third parties will not infringe upon or vio late our proprietary rights. Desp ite our efforts to protect those rights,
unauthorized third parties may attempt to duplicate or copy the proprietary aspects of our names, curricula and other content. Our management 's attention
may be diverted by those attempts and we may need to use funds in Iitigat ion to protect our proprietary rights against an y infringement or violat ion.
We may encounter disputes from time to time over rights and obligations concerning intellectual property, and we may not prevai l in those disputes. In
certain instances, we may not have obtained sufficient rights in the content or mode of de! ivery of a course or a program of study. Third parties may raise a
claim against us alleging an infringement or violation of the intellectual property of that third party. Some third party intellectual property rights, such as
certain patent rights, may be extremely broad,
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and it may not be possible for us to conduct our operations in such a way as to avoid infringing upon those intellectual property rights. Any such intellectual
property claim could subject us to costly lit igation, regardless of whether the claim has merit. Our insurance coverage may not cover potential claims of this
type adequately or at all, and we may be required to alter the content or mode of delive1y of our courses or programs of study, or pay significant monetary
damages, any of wh ich cou ld have a materia l adverse effect on our results of operations.
Risk Related to Our Common Stock

The tradi11g price ofour co111111011 stock may fluctuate s11bsta111ially i11 the f11t11re. The trad ing price of our common stock has fluctuated, and may
continue to fluctuate, substantially as a result ofa number of factors, some of which are not within our control. Those factors include, among others:
our abil ity to meet or exceed our own forecasts or expectations of analysts or in vestors;
quarterly variations in our operating results;
changes in federal and state laws and regulations and accreditation standards, or changes in the way that laws, regulations and
accreditation standards are interpreted and applied;
the initiation, pendency or outcome oflitigation, regulatory reviews and investigations, and any adverse pub licity related thereto;
the effects of financial reporting matters, such as material weaknesses in interna l control over financial reporting, restatements and the
Consolidation;
actions by the NYSE, or uncertainty related to possible actions by the NYSE, re lated to the continued listing of our common stock;
negative media reports wi th respect to us and/or our industry;
changes in our own forecasts or earnings estimates by analysts;
price and volume Ouct11ations in the overall stock market, wh ich have affected the market prices of many compan ies in the proprietary,
postsecondary education industry in recent periods;
the amount and availabili ty of financing for our students;
the short interest in our stock at any po int in time;
the loss of key personnel; and
genera l economic conditions.
Those factors could ad versely affect the trading p rice of our common stock and could prevent an investor from sell ing shares of our common stock at or
above the price at whi ch those shares were purchased.

Ite m l B.

Unreso lved Staff Comme nts.

Not app licable.

Item 2.

Properties.

As of December 31, 2013, we:

leased 130 facil ities used by our campuses and teaming sites;
owned 42 facilities used by our campuses; and
leased one facility that is intended to be used by a new campus in the future.
Th irteen of the owned facilities and three of the leased facilities are used by DWC. One of the leased facilities is used by the CPD. We also own our
headquarters building in Carmel , Indiana, wh ich represents app rox imately 43,000 square feet of office space. Our faci lities are located in 39 states.
Our obligations under the Amended Credit Agreement and fo r certain related bank products are secured by mortgages on 30 separate parcels of land
owned by us, includ ing all of the improvemen ts thereto and fix tures thereon (the " Mortgaged Property"). These parcels of real property consist of all of the
real propeny owned by us, other than the 13 parcels owned by us that are used by DWC. See "Management's Discussion and Ana lysis of Financial Condition
and Results of the Operations - Financial Condition. Liqu idity and Capital Resources - Financing" an d Note 13 - Debt of the Notes to Consolidated
Financia l Statements, fora further discussion of the Amended Cred it Agreement.
We generally locate our campuses in suburban areas near major popu lation centers. We generally house our campus facilities in modem, a ir
conditioned buildings, wh ich include classrooms, laboratories, student break areas and administrati ve offices. Our campuses typically have accessible
parking facilities and are generally near a major highway. The fac ilities at our locations range in size from approximately I 0,000 to 58,000 square feet. The
initial lease tenns of our leased facilities range from two to 15 years. The average remain ing lease tenn of our leased facilities is approximately three years. If
desirab le or necessa1y, a campus may be relocated to a new facility reasonably near the existing facility at the end of the lease tenn.
-4 1-
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Item 3.

Legal Proceedings.

We are subj ect to va1ious claims and contingencies in the ordinary course of our business, including those related to litigation, government
investigations, business transactions, employee-related mailers and taxes, among others. We cannot assure you of the u ltimate outcome of any litigation or
investigations involving us. Any litigation alleging violations of education or consumer protection laws and/or regu lations, misrepresentation, fraud or
deceptive practices may also subject our affected campuses to additional regulatory scrutiny.
On December 22, 2008, we were served with a qui tam action that was filed on July 3, 2 007 in the United States District Comt for the Southern District
oflndiana by a forn1eremployee ("relator") on behalfof herselfand the federal government under the following caption: United States of America ex rel.
Debra Leveski 1>. I7T Educalional Services, Inc. (the " Levesk i Litigation"). We were served with the Leve ski Litigation after the U.S. Department of Justice
declined to intervene in the l itigation. On June 3, 2008, the relator filed an amended complaint in the Leveski Li tigation. On September 23, 2009, the court
d ismi ssed the Leveski Litigation with out prejudice and gave t he relator an opportunity to rep lead her comp la int. On October 8, 2009, the rel a tor filed a
second amended complaint. In the second amended complaint, the relator alleges that we violated the False Claims Act, 3 1 U.S.C. § 3729, et seq., and the
HEA by compensating our sales representatives and financial aid admin istrators with commissions, bonuses or ot her incentive payments based directly or
indirectly on success in securing enrollments or federal financial aid. The relator alleges that all of our revenue derived from the federal student financial ai d
programs from July 3 , 2001 through July 3, 2007 was generated as a result of our violating the HEA. The relator seeks various forms of recovery on behalf of
herself and the federal government, including:
treble the amount ofunspecitied funds paid to us for federal student grants;
t reble the amount ofunspecified default payments, special allowance payments and interest rece ived by lenders with respect to federal
student loans received by our students;
all c ivil penalties allowed by law; and
attorney's fees and costs.
A qui tam action is a civil lawsuit brought by a qui tam relator on behalf of the fede ral or state government for an alleged submi ssion to the government
ofa false cla im for payment. A qui lam action is always filed under seal and remains under seal, until the government decides whether to intervene in the
litigation. Wh enever a re la tor tiles a qui tam action, t he government typically ini tiates an investigation in orde r to determine whether to intervene in the
litigation. Ifthe government intervenes, it has primary control over the litigation. Ifthe government declines to intervene, the relator may pursue the
litigation on be-halfofthe governmen t. lithe government or the relator is successful in the l itigation, the relator receives a portion of the government's
recovery.
On August 8, 20 11, the district court granted our motion to dismiss all of the relator's claims in the Leveski Litigation for lack o f subject-matter
jurisdiction and issued a judgment for us. On Febmary 16, 2012, the relator in the Levesk i Litigation tiled a Not ice of Appeal with t he 7th Circui t Court of
A ppeals regarding the final judgment entered by the distri ct court dismissing all claims against us. On March 26, 2012, the d istrict cou1t in the Leveski
Litigation awarded us approx imate ly $0.4 million in sanctions against the relator's attorneys for filing a frivolous lawsuit. Re lator's attorneys also appealed
this award to the 7 th Circu it Court of Appeals. On Ju ly 8, 2013, the 7th Circuit Cou1t of Appeals reversed the district court 's dismissal of the Leveski
Litigation for lack of subject-mailer jurisdiction and the award of sanctions again st relator's allorneys. In addition, the 7th Circuit Court of Appeals remanded
the Leveski Litigation back to the district cou1t for fmther proceedings. We have defended, and intend to continue to defend, ourselves vigorously against
the allegations made in the complaint.
On March 11, 2013, a complaint in a securities class action lawsuit was filed against us and two of our current executive officers in the United States
District Court fo r the Southern District of New York unde r the caption : William Koetsch. Jndividua ffy and 0 11 Behalf ofAll Others Similarly Situated v. 17T
Educationol Services. Inc., et al. (the " Koelsch Litigation"). On Apri l 17, 2013, a second complaint in a securities class action lawsuit was filed against us
and two ofour cu1Tent executive officers in the United States District Cou1t for the Southern District of New York under the caption: Massachusetts Laborers'
Annuity Fund. /11divid11a//y and 011 Behalf ofAll Others Similarly Situa1ed v. 11T Educational Services, Inc., et al. (the "MLAF Litigation"). On Ju ly 25,
2 01 3, the cou1t consolidated the Koetsch Litigation and MLAF Litigation under the caption: In re 17T Educalional Services, Inc. Securities Litigation (the
"Securities Litigation"), and named the Pl umbers and Pipefitters National Pension Fund and Metropolitan Water Reclamatio n District Retirement Fund as the
lead plaintiffs. On October 7, 2013, an amended comp laint was fi led in the Securities Litig ation, and on January 15, 2014, a second amended complaint was
fi led i n th e Securities Litigation. The second amended complaint a lleges, among other things, that the defendants violated Sections I 0(b) and 20(a) of the
Exchange Act and Rule I Ob-5 promulgated thereunder by:
our failure to properly account for the 2007 RSA, 2 009 RSA and PEAKS Program;
employing devices, schemes and artifices to defraud;
making untme statements of material facts, or omitting material facts necessaiy in order to make the stateme nts made, in light of the
circumstances unde r which they were made, not mis leading ;
mak ing the above statements intentionally or wit h reckless d isregard for the tmth ;
engaging in acts, practices, and a course of business that o perated as a fraud or deceit upon lead plaintiffs and o th ers similarly situated in
connection with their purchases of our common stock;
42-
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deceiv ing the investing public, including lead plaintiffs and the purpo1ted class, regarding, among other things, our artificially inflated
statements of financial strength and understated liabil ities; and
causing our common stock to trade a t artificially inflated prices and causing the pla intiff and other putative c lass members to purchase
our common stock at inflated prices.
The putative class period in this action is from April 24, 2008 through Febmary 25, 2013 . The plaintiffs seek, among other things, the designation of
this action as a class acti on, an award of unspecified compensatory damages, interest, costs and expenses, including counsel fees and expert fees, and such
equitable/ injunctive and other relief as the court deems appropriate. On July 22, 20 14, the district court den ied most of our motion to dismiss all of the
plaintiffs' claims for failure to state a claim for which relief can be granted. On August 5, 2014, we filed our answer to the second amended complaint denying
all of the plaintiffs' c la ims. All of the defendants have defended, and intend to cont inue to defend, themselves vigorously against the allegations made in the
second amended comp laint.
On September 30, 2014, a complaint in a securities class act ion lawsuit was filed against us and two of our current execut ive officers in the United
States District Court for the Southern District of Indiana under the caption: David Banes, Individually and 011 Beha/fofAII Others Similarly Situated v. Kevin
M. Modany, et al. (the "Banes Litigation"). The complaint alleges, among other things, that the defendants vio lated Sections I O(b) and 20(a) of the Exchange
Act and Rule I Ob-5 promulgated thereunder by:
misleading investors regarding the integrity of our financial report ing, including the reporting of the PEAKS Trust;
knowingly or recklessly making materially false and/or misleading statements and/or faili ng to disclose material adverse facts about our
business operations and prospects, including that:
our financial statements contained errors related to the accounting of the PEAKS Tmst and the PEAKS Program; and
we lacked adequate intemal contro ls over financial reporting;
knowingly or recklessly e ngaging in acts, transactions, practices, and courses of business that operated as a fraud or decei t upon th e
plaintiff and the pu rpo1ted class;
employing devices, schemes and artifices to defraud in connection with the purchase and sale of our common stock;
deceiv ing the investing public, includi ng the plaintiff and the purported class; and
artificially inflating and maintaining the market price ofour conunon stock and causing the plaintiff and other pu ta tive class members to
purc hase our common stock at artificial ly inflated prices.
The putative class period in this action is from April 26, 2013 through September 19, 20 14 . The plaintiffs seek, among other things, the designation of th is
action as a class action , an award of unspecified damages, interest, costs and expenses, including counsel fees and ex pert fees, and such other relief as the
court deems proper. All of the defendants intend to defend themselves vigorously against the allegations made in the complaint.

On October 3, 20 14 , a complaint in a securities class action lawsuit was filed aga inst us and two ofour current executive officers in the Un ited States
District Court fo r the Southem District of Indiana under the cap tion: Babula/ Tarapara, Individually and on BehalfofAll Others Similarly Situated v. !Tr
Educational Services, Inc., et al. (the "Tarapara Lit igation"). The complaint alleges, among other th ings, that the defendants violated Sections I O(b) and
20(a) oft he Exchange Act and Rule I Ob-5 promulgated thereunder by knowingly or recklessly mak ing false and/or misleading statements and failing to
disclose material adverse facts about our business, operations, prospects and financial results. In particular, the comp laint alleges that:
we failed to consolidate the PEAKS Tmst in our consolidated financial statements;
our consolid ated financ ial statements contained errors related to the accounting of the PEAKS Tmst and PEAKS Program;
we imprope rly accounted for our guarantee obligations under the PEAKS Guarantee;
our financial results were overstated;
we lacked adequate internal and financial controls;
our consolidated financ ial statements were materially false and misleading at all relevant t imes;
we artificially inflated and maintained the market p rice of our common stock, causing the p lai ntiff and other putative class members to
purc hase our common stock at artificial ly infl ated prices;
we deceived the investing public, including the p laintiff and the purported class; and
we emp loyed devices, schemes and artifices to defr'<1ud in connection with the purchase and sale of our common stock.
The putative class period in this act ion is from Febmary 26, 20 13 through September 18, 20 14 . The plaintiffs seek, among othe r things:
the designation of this action as a class action;
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an award ofunspecified compensatory damages, incl uding interest;
an award of reasonable costs and e xpenses, including counsel fees and expert fees; and
such other relief as the court deems proper.
All of the defendants intend to defend themselves vigorously again st the allegations made in the complaint.
On October 9, 2 0 14 , a complaint in a securities clas s action lawsuit was filed aga inst us and two of our ctment executive officers in the Un ited States
District Court fo r the Southern Distric t oflndiana unde r the cap tion: Ku mud Ji11dal, Individually a nd on Behalf of All Others Similarly Situated v. Kevi11 M.
Modany, et al. (the " Jindal Litigation"). The complaint alleges, among other things, that the defendants violated Sections I 0(b) and 20(a) of the Exchange
Act and Ru le I 0b-5 promulgated thereunder by kn owing ly or recklessly making false and/or mis leading s tatements and failing to disclose material adverse
facts about our business, operat ions, prospects and financial results. In particu lar, the complaint alleges that :
our financial statements contained errors related to the accounting o f the PEAKS Trust and PEAKS Program;
we lacked adequate internal controls over financial reporting;
our financial statements were materially false and misleading at all relevant times;
we e ngaged in acts, transactions, practices and courses ofbusiness which operated as a fraud and deceit upon plaintiff and the purported
class;
we e mployed devices, schemes and artifices to defraud in connection with the purchase and sale of our common stock; and
we artificially inflated and maintained the market price ofour common stock, causing the plaintiff and other putative class memb ers to
purc hase our common stock at artificially inflated prices.
The putative class period in th is act ion is from April 26, 2013 through September 19, 20 14. The plaintiffs seek, among other things, the designation of this
action as a class action, an award of unspecified damages, interest, attomeys' fees, ex pert fees and other costs, and such other relief as the comt deems proper.
All of the defendants intend to defend themselves vigorously against the allegations made in the complaint.
On May 8, 2013, a complaint in a shareholder derivative lawsu it was filed against two of our current executive officers and all of our current Directors
in the Un ited States District Court for the Southe rn Distri ct ofNew York under the following caption: Sasha Wilf,-ed, Derivativelyo11 BehalfofNomi11al
Defendant ITT Educational Services, Inc. v. Kevin M. Modany, et al. (the "Wilfred Litigation"). The complaint alleges, among other things, that from
Apri l 24, 2008 through Fe bruary 25, 2013, the d e fendants violated state law, including b reaching their fiduciary duties to us, grossly mismanagi ng us,
wasting our corporate assets and being unjustly enriched, by:
causi ng or allowing us to disseminate to our shareholders materially misleading and inaccurate infom1ation relating to a series of1isksharing agreements through SEC filings, press releases, conference calls, and other public statements and disclosures;
willfully ignoring obvious and pervasive problems with our internal controls and practices and procedures, and failing to make a good
fai th effort to correct these p roblems or prevent thei r recurrence;
violating and b reaching fiduciary duties of care, loyalty, reasonable inqui1y, oversight, good faith and supervision;
causing or allowing us to misrepresent material facts regarding our financial position and business prospects; and
abandoning their responsib ilities and duties with regard to prudently manag ing our businesses in a manner imposed upon them by law.
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The complaint seeks:
unspecified damages;
restitution;
disgorgement of all profits, benefits and other compensation obtained by the individual defendants;
an order directing us to take all necessary actions to reform and improve our corporate governance and in ternal procedures; and
costs and disbursements, includ ing attorneys', accountants' and experts' fees, costs and expenses.
On August 6, 2013, the parties agreed to stay the Wil fred Litigation, unti l the Securities Lit igation was dismissed with prejudice or the defendants fi led an
answer in the Securities Litigation. On September 8, 20 14, the district court approved the parties' agreement for an additional stay of the Wilfred Litigation,
until the earlier of:
a final disposition of the Securities Litigation; or

30 days after written notice tenn inating the stay has been provided by any of the parties in the Wilfred Litigation to all other patties .
On May 27, 201 4, a complaint in a shareholder derivative lawsuit was filed aga inst two of our current execut ive officers, a ll of our current Directors and
one fonner Director in the United States District Court for the District of Delaware under the following cap tion: Janice Nottenkamper, Derivatively on Behalf
ofNominal Defendant ITT Educational Services, Inc. v. Kevin M. Modany, et al. (the " Nottenkamper Litigation"). The complaint alleges, among other things,
that from 2008 to May 27, 2014, the defendan ts engaged in illicit conduct, made false and misleading statements, concealed the tm th and failed to disclose
mate rial information concerning:
ou r exposure under guarantees entered into with third-patty lenders to obta in financing fo r our students;
increases in our bad de bt expense caused by increases in student loan defaults;
our reserves associated wi th our obligations under third-party private educat ion loan programs and internal student financing;
the unwillingness of third -party lenders to provide private education loans to o ur students; and
our p ushing students into high-cost private loans that were likely to default.
As a result of this conduct, the complaint alleges that the defendants breached their fiduciary duties to us, were unjustly enriched , ab used their control ofus
and grossly mismanaged us by:

causing or allowing us to disseminate to our shareholders materially misleading and inaccurate infonnation relating to a series ofrisksharing agreements through SEC filings, press releases, conference calls, and other public statements and disclosu res;
willfully ignoring obvious and pervasive problems with our internal controls and practices and procedures, and failing to make a good
faith effort to correct these problems or prevent their recurrence;
violating and b reaching fiduciary duties of care, loyalty, good faith, d il igence and can dor;
causing or allowing us to misrepresent materia l facts regarding our financial position and business prospects; and
abandoning and abdicating their responsibilities and duties with regard to prudently managing our b usinesses in a manner imposed upon
them by law.
The complaint seeks:
unspeci tied damages;
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restitution;
disgorgement of all profits, benefits and other compensation obtained by the individual defendants;
an order directing us to take all necessary actions to refonn and improve our corporate govemance and internal procedures; and
costs and disbursements, including attorneys', accountants' and experts' fees, costs and expenses.
Although the Wilfred Litigation and Nottenkamper Litigation are each brought nominally on behalfofus, we expect to incur defense costs and other
expenses in connection with those actions.
The ctment officers named in the Securi ties Litigation, Banes Litigation, Tarapara Litigation, Jindal Litigation, W ilfred Litigation and Nottenkamper
L itigation include Daniel M. Fitzpatrick an d Kevin M . Modany.
Certain of our current and fonner officers and Directors are or may become a party in the actions described above and/or are or may become subject to
government investigations. Our By-laws an d Restated Cert ificate oflncorporation obligate us to indemnify our omcers and Directors to the fullest extent
permitted by Delaware law, provided t hat t heir conduct complied with certain requirements. We are obligated to advance defense costs to our officers and
Directors, subj ect to the individual's obligation to repay such amount ifit is ultimately detennined that the individual was not entitled to indemnification. In
addit ion, our indemnity ob ligation can, under certain c ircumstances, include indemnifiablejudgments, penalties, fines and amounts paid in settlement in
connection with those actions and investigations.
On May 18, 2012, we received t he Original CID from the CFPB. In September 2013, t he CFPB withdrew the Original CID and we received the New
CID. Both the O1iginal CID and the New CID provided that the purpose of the CFPB 's investigation was, in part, " to detem1ine whether for-profit postsecondary companies, student loan origination and servicing providers, or other unnamed persons have engaged or are engaging in unlawt\.il acts or practices
relating to the advertising, marketing, or origination of private student loans." Both the Original CID and the New CID contained broad requests for oral
testimony, production of documents and written reports related to private education loans made to our students, internal financing provided to our st udents
and certain other aspects of our business. We provided documentation and other infonnat ion to the CFPB, while preserving our rights to object to its inquiry.
On February 26, 2014, a complaint in the CFPB Litigation was fi led aga inst us in the Un ited States District Court for the Sou them Distri ct oflndiana.
The comp laint alleges, among other things, that we violated:
Section I 036(a)(l) of the CFPA, 12 U.S.C ., §5536(a)(l ), which prohibits unfair, deceptive and ab usive acts and practices, from July 21,
2011 through December 20 I I , by:
subj ecting consumers to undue influence or coercing them into taking out private education loans through a variety of unfair acts
and practices designed to interfere with the consumers' ability to make informed, uncoerced choices;
taking unreasonable advantage of consumers' inability to protect their interest in selecting or using private educa tion loans; and
taking unreasonable advantage of consumers' reasonable reliance on us to act in the consumers' interests; and
t he Truth in Lending Act, 15 U.S.C. §§ 160 I et seq., and Regu lation Z thereunder, 12 C.F.R. Part I 026, which requi re certain disclosures
to be made in writing to consumers in connection with the extension of consumer credit, since March 2009, by failing to disclose a
discount that constituted a finance charge.
On April 28, 20 14, we filed a motion to dismiss the CFPB Litigation for, among other reasons, lack ofjurisdiction and failure to state a claim upon which
rel ief can be granted . We have defended, and in tend to continue to defend, ourselves vigorously against the al legations made in the complaint.
On Februaiy 27, 2014, the New Mexico Attorney General filed a complaint in the New Mexico Litigation against us in the Disttict Court of New
Mexico under the following caption: Slate of New Mexico. ex rel. Ga,y K King. Altomey General v. 17T Educalional Services, Inc., el al. On April 4, 20 14,
we removed the New Mexico Litigation to the U.S. District Court for the District ofNew Mexico. The complaint alleges, among other things, that we engaged
in a pattem and practice of explo iting New Mexico consumers by using deceptive, unfair, unconscionable and un lawfu l business practices in the marketing,
sale, provision and financing of education goods and services in violation ofNew Mexico's Unfair Practices Act. In particular, the complaint contains
allegations that:
we misrepresented matters related to our nursing education program, including, without limitation, its programmatic accreditation status,
the transferab ility of credits earned in the program and the cuniculum of the program;
we misrepresented the terms of the financial aid available to students and the cost of our programs;
we engaged in unfair or deceptive trade practices;
we failed to issue refunds; and
our form e nro llment agreemen t contained unenforceable and unconscionable provisions.
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The complaint seeks:
an order declaring portions ofourenrollment agreement ill usory, unconscionable and unenforceable;
preliminary and permanent inj unctive relief;
disgorgement of unj ust enrichmen t amounts;
unspecified c ivil penalty amounts;
restitution; and
reasonable costs, incl uding investigati ve costs.
We have defended, and intend to continue to defend , ourselves v igorously against the allegations made in the comp laint.
On December 17 , 2013, a complaint was filed against us in a ptuported class action in the Superior Court of the State of Californ ia for the County of
Los Angeles under the following caption: La So11dra Gallien, an individual, James Rayo11ez, an individual, Giovanni Chilin, an i11dividual, 011 behalf of
themselves a11d on behalfofall persons similarly situated v. 17T Educational Services, Inc., et al. (the "Gallien Litigation"). Th e plain tiffs filed an amended
complaint on February 13, 2014. The amended complaint alleges, among other th ings, that under California law, we:
failed to pay wages owed;
failed to pay overtime compensation;
failed to provide meal and rest periods;
failed to provide itemized emp loyee wage statements;
engaged in unlawful business practices; and
are liable for civil penalties under the Ca lifornia Private Attorney General Act.
The purported class includes recmiting representatives employed by us during the period of December 17, 2009 through December 17, 2013. The amended
complaint seeks:
compensatory damages, including lost wages and o th er losses;
general damages;
pay for missed meal and rest periods;
restitution;
liquidated damages;
statutory penalties;
interest;
attorneys' fees, cost and expenses;
civil and statutory pena lties;
injunctive relief; and
such other and furtherreliefas the court may deem equitable and appropriate.
We have defended , and intend to continue to defend, ourselves vigorously against the allegations made in the amended complaint.
There can be no assurance that the ultimate outcome of the Leveski Litigation, Securities Litigation, Banes Litigation, Tarapara Litigation, Jindal
Litigation, Wi lfred Litigation , Nottenkampe r Litigation, CFPB Litigation, New Mexico Litigation, Gallien Litigation or other actions (including other
actions under federal or state securities laws) will not have a material adverse effect on our financial condition, results of operations or cash flows.
On October 30, 20 12, we received a CID from the MAG. The MAG's CID provides th at the MAG is investigating allegations that we may have violated
Massachusetts General Laws, Chapter 93A, Section 2(a) by "engagi ng in unfair or deceptive practices in connection with marketing and advertising job
placement and student outcomes, the recmitment of studen ts, and the financing of education." The MAG's CID contains broad requests for production of
documents related to our students in Massachusetts, including the financial aid availab le to those students, our recruitment of those students, the career
services that we offer to those students, our marketing and advertising, the retention and graduation rates o f those students and many other aspec ts of our
business. We are cooperating with the MAG in its investigation, and we have provided documentation, communications and other infonnation to the MAG in
response to the CID. We be lieve that our acts and practices relating to our students in Massachusetts are lawful. There can be no assurance, however, that the
u ltimate outcome of the MAG investigation will not have a material adverse effect on our financial condition, results ofoperations and/or cash flows.

In January, Febrna1y, April and May 2014, we received subpoenas and/or Cills from the Attorneys Genera l of Arkansas, Arizona, Colorado,
Connecticut, Hawaii, Idaho, Iowa, Kentucky, M issouri, Nebraska, North Carolina, Oregon, Pennsylvania, Tennessee and Washington under the authority of
eac h state 's consumer protection statutes. The Attorney General of the Commonwealth of Kentucky has in fonned us that it will serve as the point of contact
for the multi state group to respond to questions relating to the subpoenas and Cills. The subpoenas and CIDs contain broad requests for infonnat ion and the
production of documents related to our students and practices, including marketing and advertising, recmitment, financia l a id, academic advising, career
services, admissions, programs, licensure exam pass rates, accreditation, student retention, graduation rates and job placement rates, as well as many other
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aspects ofour business. We believe that several other companies in the p roprietary postsecondary education sector have received similar subpoenas and
CIDs. We are cooperati ng with the Allomeys General of the states invol ved. There can be no assurance, however, that the ultimate outcome of the state
Attorneys General investigation will not have a material adverse effect on our financial condition, results of operations and/or cash flows.
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On Februaiy 8, 2013, we received the first of many subpoenas from the SEC. In a letter accompanying each of the subpoenas, the SEC states that it is
conduct ing an investigation of us. The SEC's subpoenas requested the production of documents and communications that, among other things, relate to ou r
actions and accounting associated with:

agreements that we entered into with the 2009 Entity to create the 2009 Loan Program, including, wi thout limitation, the 2009 RSA;
agreements that we entered into to create the PEAKS Program;
certain accounting-relate.ct documents associated with the 2009 Loan Program, the PEAKS Program and intemal student financing; and
our board of directors-related materials associated with the 2009 Loan Program, the PEAKS Program and internal student financing.
We have provided the infom1ation req uested, including testimony of senior employees. On August 7, 2014, we received a " Wells Notice" from the Staff of the
SEC notifying us that the Staff had made a prelimina1y determination to recommend that the SEC file an enforcement action against us. According to the
Staff, the enforcement action would allege v iolations of Sections I O(b), l3(a) and l 3(b)(2) of the Exchange Act and Rules l Ob-5, l2b-20, I 3a-1, 13a-l 1, I 3al 3 and I 3a-1 5 under the Exchange Act. The proposed action relates primari ly to certain disclosures and accounting surrounding the two loan programs noted
above. The SEC's notice said that the Staff's recommendation may:
involve a civil injunctive action, public administrative proceeding and/orcease-and-<lesist proceeding against us; and
seek remedies that include an injunction, a cease-and-<lesist order and monetary relief, including civil monetary pena lties.
A Wells Notice is neither a fo1mal allegation nor a finding of wrongdoing. Instead, it is a preliminary detennination by the Staff to recommend that the
SEC file a civ il enforcement action or administrative proceeding against the recipient. Under the SEC's procedures, a rec ipient ofa Wells Notice has an
oppo1t un ity to respond in the form ofa Wells submission that seeks to persuade the SEC th at such an action should not be brought. Accordingly, we made a
submission to the Staff in response to the We lls Notice setting forth why the factua l record does not support the enforcement action recommended by the Staff
and that any perceived shortcomings were made in good faith . Although we intend to defend ourselves vigorously should the SEC authorize any legal action
that does not comport with our view of the facts, we cannot predict the outcome of any legal action or whether the matters wi ll result in any selllement. We
cannot assure you that the ultimate outcome of the SEC investigation, any legal action by the SEC or any settlement will not have a mate1ial adverse effect
on our financial condition, results ofoperations and/or cash flows.

Item 4.

Mine Safety Disclosures.

Not Applicable.

PART II
Item 5 .

Market For Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities.

Our common stock is listed on the NYSE under the "ES!" trading symbol. The prices set forth below are the high and low sale prices of our common
stock on the NYSE during the periods indicated.
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20 13

Fiscal Quarter Ended
March 31
June 30
September 30
December 3I

20 12

High

Low

H igh

$ I9.49
$28.52
$31 .85
$42.80

$11.69
$11.95
$23.82
$27.97

$77.00
$70.92
$65.85
$33.17

Low
$ 52.80
$53.60
$30.37
$16.37

The re were 83 holders of record of our common stock o n September 30, 20 14.
We did not pay a cash dividend in 2013 or 20 12. We d o not anticipale paying any cash dividends on our common stock in the foreseeable future. The
declaration and payment of div idends on our common stock are subject to the discretion of our Board
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of Directors and compliance with applicable law. ln addition, our credit agreement provides for certain limitations on the payment of cash dividends on our
common stock. Our decision to pay dividends in the future will depend on general business conditions, the effect of such payment on our financia l condition,
the restrictions under our credit agreement and other factors our Board of Directors may in the future consider to be relevant.
We did not sell any of our securities during the three months ended December 31, 2013 that were not registered under the Securities Act. In January
20 14, we credited 2,233 treasury shares of our common stock to the deferred share accounts of each of th ree non-emp loyee directors under the ES[ NonEmployee Directors Deferred Compensation Plan (the "Directors Deferred Compensation Plan") in payment of thei r annual retainer for 20 14. These shares of
our common stock will be issued upon the tennination of the non-employee director's serv ice as a non-employee director for any reason, including retirement
or death. In January 20 14 , we also issued I, I 16 treasury shares of our common stock to one non -employee director under the Directors Defen-ed
Compensation Plan in payment of a portion of his annual retainer for 201 4. The transactions described in this paragraph are exempt from the registration
requirements of the Secu1ities Act pursuant to Section 4(2) thereof.
In the three months ended December 3 1, 20 13, we did not repurchase any shares of our common stock. Our Board of Directors has authorized us to
repurchase shares ofour conunon stock in the open market or through privately negotiated transactions in accordance with Rule I Ob-18 of the Exchange Act
(the "Repurchase Program"). The shares that remained available for repurchase under the Repurchase Program were 7,77 1,025 as of December 31, 2013.
Unless earlier tenninated by our Board of Di1-ectors, the Repurchase Program will exp ire when we repurchase all shares authorized for repurchase thereunder.
The perfonnance graph set forth below compares the cumulative total sharehold er return on our common stock with the S&P 500 Index, a Peer Issuer
Group Index and a fom1er peer issuer index for the period from December 3 1, 2008 through December 31, 2013. The peer issuer group consists of the
following companies selected on the basis of the similar nature of their b usiness: American Public Education, Inc., Apol lo Education Group, Inc., Bridgepoint
Education, Inc., Capella Education Company, Career Education Corp., Corinthian Colleges, Inc., DeVry Education Group, Inc., Education Management
Corporation, Grand Canyon Educat ion, Inc., K l 2 Inc., Lincoln Educational Services Corporation, Strayer Education, Inc. an d Universal Technical Institute,
Inc. (the "Peer Issuer Group"). We believe that, including us, the Peer Issuer Group 1-epresents a significant portion of the market value of publicly traded
companies whose primary business is postsecondaiy education. The Peer Issuer Group differs from the fonuer peer issuer group in that Kl 2 Inc. was not
included in th e fonner peer issuer group.

Cumulative Total Return

(Based on $ I 00 invested on December 3 I , 2008 and assumes
the reinvestment of all dividends)
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ITT Educational Services, Inc.
Peer Issuer Group Index
Fonner Peer Issuer Group Index
S&P 500 Index

12/3 1/08

12/31/09

12/31/10

12/31/11

12/3 1/12

12/3 1/ 13

100.00
100.00
100.00
100.00

10 1.03
88.65
88.29
126.46

67.06
69.98
68.49
145 .51

59.90
69.3 1
68.92
148.59

18 .22
35.06
33.35
172.37

35.35
50.60
49.25
228.1 9

The preceding stock price perfonnance graph and related infonnation shall not be deemed "soliciting material" or to be "filed" with the SEC, nor shall
such infonnation be incorporated by reference into any future filing under the Securi ties Act or the Exchange Act, except to the extent that we specifically
incorporate it by reference into such filing.
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Item 6. Selected Fin ancial Data.
The following selected financial data are qualified by reference to and should be read with our Consolidated Financial Statements and Notes to
Consolidated Financia l Statemen ts and other financial data included elsewhere in this repo1t. See also "Management's Discussion and Analysis of Financial
Condition and Resu lts of Operations," for additional discussion of the selected financial data and the impact of the Consolidation.

2013

Stateme nt oflncomc Da ta :
Revenue
Cost of educational services
Student services and administrative expenses
Asset impainnent
Legal and other investigation costs (c)
Loss related to loan program guarantees (d)
Provision for PEAKS Trust student loan losses
Total costs and expenses
Operating income
(Loss) on consolidat ion of PEAKS Tmst
Interest income (expense), net
Income (loss) before provision for income taxes
Provision (benefit) for income taxes
Net income (loss)
Eamings (loss) per share: (e)
Basic
Diluted
Other Operating Data (f):
Capital expenditures, net
Facility expenditures and land purchases
Number of students at end of period
Number of campuses at end of period
Number ofleaming s ites at end of period

Year Ended December 3 1,
2011 ( b)
2010 (b)
20 12 ( b)
(Dollars in thousands, except per sha re data)

<•l

$ 1,072,311
486,353
397,541
0
6 ,923
90,964
29,349
1,01 1,130
6 1,181
(73,248)
{25,169)
(37,236)
{10,212)
$ (27,024)

$ I ,286,633
538,350
400,856
15,166
873
101 ,025
0
1,056,270
230,363
0
{2,375)
227,988
89,0 18
$ 138,970

$1,499,977
553,065
414,156
0
0
23,500
0
990,72 1
509,256
0
1,077
5 10,333
20 1,247
$ 309,086

$ 1,573,123
537,855
415,189
0
0
5,650
0
958,694
614,429
0
586
615,015
240,314
$ 374,701

$ I ,296,4 16
449,835
360,347
0
0
0
0
8 10, 182
486,234
0
2,565
488,799
190,099
$ 298,700

$
$

$
$

5.82
5.79

$
$

11.27
l l. I 8

$

11.30
I 1.18

$
$

7.97
7.87

$
$

17,204
1,046
61 ,059
147
2

$
$

26,847
4,053
73,255
14 1
3

26,811
6,118
84,686
130
4

$
$

23,992
4,236
80,766
121
4

(1.15)
(1.15)

$
$

4,468
679
57,542
147
2

20l 3(a)

Balance Sheet Data:
Cash and cash equ ivalen ts, restricted cash and investments
Total current assets
Property and equipment, less accumulated depreciat ion
Total assets
Total current liabilities
Total long-tem1 debt
Total liabilities
Shareholders' equ ity
(a)
(b)

2009 ( b)

$
$
$
$
$
$
$
$

215,771
434,616
168,509
806,851
473,777
7 1,341
69 1,205
1 15,646

20 12(b)

$
$
$
$
$
$
$
$

$

$

s

As of December 3 1,
20 ll (b)
(Dolla rs in thousands)

24 3,465
386,580
I 89,890
675,204
327,023
140,000
549,439
125,765

$
$
$
$
$
$
$
$

379,609
456,790
20 I ,257
729,320
345,243
150,000
560,2 15
169,105

20 l 0(b)

$ 313,194
412,419
$ 198,213
$ 673,102
$ 355,501
s 150,000
$ 546,060
$ 127,042

s

2009(b)

$
$
$
$
$
$
$
$

274,086
388,404
195,449
6 14,147
283,797
150,000
459, 125
155,022

Beginning on February 28, 2013, we consolidated the PEAKS Trust in our consolidated financial statements. See Note IO - Variab le Interest Entities
of the Notes to Conso lidated Financial Statements, for a forther discussion of the Conso lidation.
Certain amounts have been revised and reclassified from those that were reported in our Consolidated Statements of Income and on our Consolidated
Balance Sheets in our Annual Reports on Fonn I0-K for our fiscal years ended December 3 I, 20 12, 20 I I, 20 IO and 2009.
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We revised our Consolidated Statement oflncome for the year ended December 3 1, 2012 to reflect immaterial corrections for:
the recognition of revenue with respect to students who withdrew from a program of study, which reduced revenue by $20,376 an d
student services and administrative expenses by $2 1,489;
losses related to the 2009 RSA, which increased both revenue and loss related to loan program guarantees by $19,800; and
a contingent loss re lated to the 2009 RSA, which increased loss related to loan program guarantees by $3 ,539.
As a result of those corrections and a correction in the current and long-term classification of the contingent liabi lity associated with the 2009 RSA, the
following adj ustments were made to our Consolidated Balance Sheet as of December 3 1, 2012:

total current assets increased from $384,965 to $386,580;
total assets increased from $672,230 to $675,204;
total current liabil ities increased from $306,949 to $327,023
total liab ilities increased from $545,276 to $54 9,439; and
shareholders' equity decreased from$ I 26,954 to $ 125,765.
We reclassified certain items in our Conso lidated Statement of Income for the year ended December 3 1, 2012 to reflect adj ustments for:
the settlement cost associated with the 2007 RSA, which decreased settlement cost and increased loss related to loan program guarantees
by $21 ,750;
the impairment of the subordinated note issued to us by the PEAKS Tnist (the "Subordinated Note") and the Revolving Note, wh ich
decreased loss related to private student loan programs and increased asset impainnent by $ 15,166;
losses related to private education loan progmms, which decreased loss related to p1ivate student loan progmms and increased loss
related to loan program guarantees by $71, I02; and
legal and other investigation costs, which decreased cost of educational services and increased legal and other investigation costs by
$873.
We revised ou r Consolidated Statement of Income for the year en ded December 3 1, 2011 to reflect immate rial corrections for:
the recognition of revenue with respect to students who withdrew from a program of study, which reduced revenue by $23,472 and
student services and administrative expenses by $25,652; and
losses related to the 2009 RSA and 2007 RSA, wh ich increased both revenue and loss related to loan program guarantees by $23,500.
As a result of those correct ions, the following adjustments were made to our Consolidated Balance Sheet as of December 3 1, 2011:

total current assets increased from $456,288 to $456,790;
total assets increased from $728,818 to $729,320;
total current liabilities increased from $345,047 to $345,243;
total liabilities increased from $560,019 to $560,215; and
shareholders' equ ity increased from $168,799 to $169,105.
We revised our Conso lidated Statement of Income for the year ended December 3 1, 20 IO to reflect immaterial correct ions for:
tbe recognition of revenue with respect to students who withdrew from a progmm of study, which reduced revenue by $29,056 and
student services and administrative expenses by $29,936; and
losses related to the 2007 RSA, which increased both revenue and loss related to loan program guarantees by $5,650.
As a result of those correct ions, the following adjustments were made to our Consolidated Balance Sheet as of December 3 1, 20 I 0:
total current assets decreased from $4 14,097 to $4 12,419;
total assets decreased from $674,780 to $673,102;
total current liabil ities decreased from $356, 15 I to $355,50 I ;
total liabilities decreased from $546,710 to $546,060; and
shareholders' equity decreased from $ 128,070 to $ 127,042.
We revised ou r Consolidated Statement of Income for the year ended December 3 1, 2009 to reflect immaterial corrections for the recognit ion o f
revenue with respect to students who wi thdrew from a program of study, which reduced revenue by $22,778 and student serv ices and administrative
expenses by $20,220.
As a result of those con-ections, the following adjustments were made to our Consolidated Balance Sheet as of December 3 1, 2009:
total current assets decreased from $390,962 to $388,404;
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total assets decreased from $616,705 to $614,147;
total current liabil ities decreased from $284,792 to $283,797;
total liabilities decreased from $460,120 to $459,125; and
shareholders' equity decreased from $ 156,585 to $ 155,022.
The following tables set fo1th the effect of the revisions and reclassifications of the amounts on the affected line items of the Statement of Income
Data for the periods indicated:
Year Ended December 31, 201 2
As
Previously
Reported

Sta tement oflncome Data:
Revenue
Cost of educational serv ices
Student services and administrative expenses
Settlement cost
Asset impairn,ent
Legal and other investigation costs
Loss related to private student loan programs
Loss related to loan program guarantees
Total costs and expenses
Operating income
Income before provision for income taxes
Provision for income taxes
Net income
Earn ings per share:
Basic
Dil uted

Revisions

$1 ,287,209
539,223
422,345
21,750
0

$

(576)

0

(21,750)
15,166
873
(71,102)
77,686
0

0
0
0
0

23,339
1,850
(2,426)
(2,426)
(931)
(1 ,495)

0

1,054,420
232,789
230,414
89,949
140,465

$1,286,633
538,350
400,856

0

(21,489)

0

As Revised

(873)

0

71,102

$
$

Recla ssifications

0

15,166
873
0

101 ,025
1,056,270
230,363
227,988
89,0 18
138,970

0
0
0
0

5.88
5.85

$
$

5.82
5.79

Year Ended December 3 1, 2011
As
P reviously
Ree orted
Revis·ions
As Revised

Statement of Income Data:
Revenue
Student services and administrative expenses
Loss related to loan program guarantees
Total costs and expenses
Operating income
Income before provision for income taxes
Provision for income taxes
Net income
Earn ings per share:
Basic
Diluted

$ 1,499,949
439,808
0
992,873
507,076
508,153
200,40 I
307,752
$
$

$

28
(25,652)
23,500
(2, I 52)
2,180
2,180
846
1,334

11.22
11.13

$1,499,977
4 14, 156
23,500
990,721
509,256
5 10,333
201 ,247
309,086
$
$

11.27
I 1.18

Year Ended December 3 1, 2010
As
Previo usly
Revisions
As Re,•ised
Reported

Statement oflncome Data :
Re venue
Student services and administrative expenses
Loss related to loan program guarantees
Tota l costs and expenses
Operating income
Income before provision for income taxes
Provision for income taxes
Net income
Earnings per s hare :
Basic
Diluted

$ 1,596,529
445,125
0
982,980
613,549
614,135
239,969
374,166
$
$

11.28
11.17

$(23,406)
(29,936)
5,650
(24,286)
880
880
345
535

$1 ,573,123
4 15,189
5,650
958,694
6 14,429
6 15,015
240,314
374,70 I
$
$

11.30
11. I 8
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Year Ended December 3 1, 20 09
As
Previo usly
Reported
Revisions
As Re,•ised

Statement oflncome Data:
Revenue
Student services and administrative expenses
Total costs and expenses
Operating income
Income before provision for income taxes
Prov ision for income taxes
Net income
Earnings per share:
Basic
Diluted
(c)

(d)
(e)

(f)

$ 1,319, 194
380,567
830,402
488,792
49 I ,357
19 1,094
300,263
$
$

8.01
7.91

$(22,778)
(20,220)
(20,220)
(2,558)
(2,558)
(995)
(1 ,563)

$1 ,296,416
360,347
810,182
486,234
488,799
190,099
298,700
$

$

7.97
7.87

Legal and other investigation costs represen t the cost and other expenses associated with certain lawsuits, investigations and other claims and actions
involving us. See Note 16 - Commitments and Contingenc ies of the Notes to Consolidated Financial Statements, for a further discussion of those
matters.
Loss related to loan p rogram guarantees represents the additional cont ingent liability accrual s recorded for the RSAs and 2007 RSA, which includes
the accrual that we recorded in 20 12 for the settlement related to the 2007 RSA.
Earnings (loss) per share for all periods have been calculated in conformity with Financia l Accounting Standards Board ("FASB") Accounting
Standards CodificationT M ("ASC" or "Codification") 260, "Earn ings Per Share." Earnings (loss) per share data are based on historical net income and
the weighted average number of shares of our common stock outstanding du1ing each pe1iod. The number of shares used to calculate basic earnings per
share differs from the number of shares used to calculate di luted earnings per share. The number of shares used to calculate basic eamings per share was
the weighted average number of common shares outstanding. The number of shares used to calculate di luted earnings per share was the weighted
average number of common shares outstanding, plus the average number of shares that could be issued under our stock-based compensation plans and
less the number of shares assumed to be purchased with any proceeds received from the exercise of awards und er those plans.
We did not pay any cash dividends in any of the periods presented.

Item 7.

Ma nagement's Discussion and Analysis of Financial Condition and Results of Operations.

The following discussion should be read with the Selected Financial Data and the Consolidated Financial Statements and Notes to Consolidated
Financial Statements included elsewhere in this report.
This management's discussion and analysis of financia l condition and results of operations is based on our consolidated financial statements, which
have been prepared in conformity with generally accepted account ing princ iples in the Un ited States. The preparation of these financ ia l statements requires
us to make estimates and jud gments that affect the reported amount of assets, liabilities, revenue, expenses and contingent assets and liabil ities. Actual results
may di ITer from those est imates and judgments under different assumptions or conditions.
In this management's discussion and analysis of financ ial condition and results of operations, when we discuss factors that contributed to a change in
our financial condition or results ofoperations, we disclose the primary factors that materiall y contributed to that change in the order of significance.
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Revision of Prior Pe riods
T his management's discussion and analysis of financia l condition and results of operations reflects the fact that we have revised our p reviously issued
fi nancia l statements as of and for the years en ded December 3I,2012 and 20 I I. We revised o ur Consolidated Statement oflncome for the year en ded
December 3 1, 2012 to reflect immaterial corrections for:
the recognition of revenue with respect to students who withdrew from a program of study, which reduced revenue by $20.4 mill ion and
student services and administrative expenses by $2 1.5 million;
a contingent loss re lated to the 2009 RSA, which increased loss re lated to loan program guarantees by $3.5 mill ion; and
losses related to the 2009 RSA, which increased both revenue and loss related to loan program g uarantees by $19.8 mill ion.
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We also reclassified certain items in our Consolidated Statement of Income for the year ended December 31, 2012 to reflect adjustments for:
the settlement cost associated with the 2007 RSA, which decreased settlement cost and increased loss related to loan program guarantees
by $21.8 million;
the impairment of the Subordinated Note and Revolving Note, which decreased loss related to private student loan programs and
increased asset impainnent by $15.2 million;
losses related to private education loan progmms, which decreased loss related to p1ivate student loan programs and increased loss
related to loan program guarantees by $71.1 mill ion; and
legal and other investigation costs, which decreased cost of educational services and increased legal and other investigation costs by
$0.9 mil lion.
We revised our Consolidated Statement oflncome for the year ended December 3 1, 2011 to reflect immaterial corrections for the recognition of
revenue with respect to stude nts who withdrew from a program of study, which reduced revenue by $23.5 million and student services and administrative
expenses by $25.7 million. We also corrected the classification oflosses related to the 2009 RSA and 2007 RSA in our Consolidated Statement oflncome for
the year ended December 3 1, 2011, which increased both revenue and loss related to loan program guarantees by $23.5 milli on.
This management's discussion and analysis of financia l condition and results of operations discusses our financial condition and results of operations
as of and for the 12 months ended December3 l,2012 and 201 1 asso revised and reclassified.
Conso lidation and Core Operations
In February 20 14, we commenced a review of the accounting for a variable interest that we he ld in the PEA.KS Trust, a VIE. We engaged significant
internal and external resources to perfonn supplemental procedures to assist us in reviewing our financial statements and accounting practices (the
"Supplementa l Procedures"). As a result of the review and the Supplemental Procedures, on Jun e 18, 20 14 , the Audit Committee ofour Board of Directors
determined that we should have consolidated the PEAKS Trust in our consolidated financial statements beginn ing on February 28, 2013. February 28, 2013
was the first date that we had the substantive uni lateral right to remove the servicer of the PEAKS Trust Student Loans, as described further b elow.
We had previously concluded that we were not requ ired to consolidate the PEAKS Trust in our consolidated financial statements, because we believed
we did not have the power to direct the activities of the PEAKS Trust that most significantly impact its economic perfonnance and, therefore, believed we
were no t the primary beneficiary of the PEAKS Trust. We determined that the activities of the PEAKS Trust that most sign ifican tly impact its economic
perfomiance involve the servicing of the PEAKS Trust Student Loans. We detennined that February 28, 2013 was the first date that we could exercise our
right to terminate the servicing agreement that govems the servicing activ ities of the PEAKS Trust Student Loans ("PEAKS Servicing Agreement"), due to
the failure of the entity that performs those servicing activities on behalfofthe PEAKS Trnst to meet certain perfonnance criteria specified in the PEAKS
Servicing Agreement. As a result of this analysis, we concluded that we became the primary beneficiary of the PEAKS Trust on February 28, 2013, which was
the first date that we had the power to direct the activities of the PEAKS Trust that most significantly impact the economic perfonnance of the PEAKS Trust.
As a result ofour determination that we should have consolidated the PEAKS Trust in our consol idated financial statements beginning on February 28,
2013, we concluded that we needed to restate the unaudited condensed conso lidated financial statements in our Quarterly Repo1ts on Fonn I 0-Q for each of
the fiscal quarters ended March 3 1, 2013, June 30, 2013 and September 30, 2013, and that those previously-issued financial statements shou ld no longer be
relied upon. See Note IO- Variab le Interest Entities of the Notes to Consolidated Financial Statements, for a further discussion of the Consolidat ion.
Our results of operations, financial condition and cash flows for periods after February 28, 20 13 reflect the results ofoperations, financial condition and
cash flows oft he PEAKS Trust, because we were considered to have control over the PEAKS Trust under ASC 8 10, "Consolidation" ("ASC 8 10"), as a result
ofour substantive unilateral right to tem1inate the PEAKS Servicing Agreement. We do not, however, actively manage the operations of the PEAKS Trust,
and the assets of the conso lidated PEA.KS Trust can only be used to satisfy the obligations of the PEAKS Trust. Our obligations underthe PEAKS Guarantee
remain in effect, until the PEAKS Senior Debt and the PEAKS Trust's fees and expenses are paid in full, as discussed fu1ther under "-Private Education Loan
Program Obligations" and Note 16-Commitments and Contingencies of the Notes to Consolidated Financial Statements.
Unless otherwise noted, the infonnation in this management's discussion and analysis of financial condition and results of operations is presented and
d iscussed on a consolidated basis, including the PEAKS Trust. Certain infonnation is a lso provided, however, regarding our resu lts of operations, financial
condition and cash flows on a basis that excludes the impact of the PEAKS Trust. We identify and describe our education programs and education-related
services on this basis as our core operations ("Core Operations"). The presentation of the Core Operations financial measures differs from the presentation of
our consol idated financial measures determined in accordance ,vith generally accepted accounting princ iples in the Un ited States ("GAAP"). We believe that
the presentation of the Core Operations infom1ation assists investors in comparing current period infonnation against prior periods during which the PEAKS
Trust was not conso lidated. In addition, our management believes that the Core Operations information provides useful information to investors, because it:
allows more meaningful infonnation about our ongoing operating resu lts, financial condition and cash flows;
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helps in pe1fonning trend analyses and identifying trends that may otherwise be mas ked or distorted by items that are not part of the Core
Operations; and
provides a higher degree of transparency of our core results of operations, financial condition and cash flows.
The foll owing tables set forth selected data fi-om our balance sheets, statements of income and statements of cash flows as of and for the years e nded:
December 31 , 20 12 (which was prior to the Consolidation); and
December 31, 2013, regarding:
the Core Operations on a stand-alone basis;
the PEAKS Trust on a stand-alone basis;
the e limination of transactions between the PEAKS Trust and Core Operations, as a result of th e Consolidation; and
the Core Operations and the PEAKS Trust consolidated in accordance with GAAP.
The infonnation presented re lated to 2013 also constitutes th e reconc il iation ofour non--GAAP Core Operations and PEAKS Trust data to the related GA.AP
consolidated financial measures. Following each table, we describe the effect of the Consolidation on the financial statement infonnation presented,
including the componen ts attributable to the Core Operations and the PEAKS Trust.
As of December 3 1, 2013
Asof
December 31,
20 12

Core
PEAKS
Operations
Trust
Eliminations
(Dollar amounts in thousands)

Consolidated

243,465
3,478
78,928
0
4 4,547
16, 162
386,580

$215,771
3,043
99,530
0
33,961
27,827
380,132

$

$ 2 15,771
5,636
99,530
7,730
77,549
28,400
434,6 16

189,890
0
57,471
41,263
675,204

168,509
0
113,398
67,354
$729,393

0
76,4 79
(45,074)
0
$ 85,889

$

0
0
63,304
21,023
106,796
135,900
327,023

$ 50,000
0
58,021
18,107
33,366
147,630
307,124

$

$

140,000
0
82,4 16
549,439

0
0
2 13,343
520,467

0
71,34 1
1,684
242,738

125,765
675,204

208,926
$729,393

{156,849)
$ 8 5,889

GAAP

Bala nee Sheet Data:

Cash and cash equivalents
Restricted cash
Accounts receivab le , net
PEAKS Trust student loans, net
Deferred income taxes
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
PEAKS Trnst student loans, net
Deferred income taxes
Other assets
Total assets
C urrent portion oflong-tem1 debt
Current portion of PEAKS Trust senior debt
Accounts payable
Accmed compensation and Benefits
Othe r current liabil ities
Deferred revenue
Total current liabilities

$

$
$

Long-tenn debt
PEAKS Trust senior debt
Other liab ilities
Total liabi lities
To tal shareholders' equity
Total liabil ities and shareho lders' equity

$

0
2,593
0
7,730
43,588
573
54 ,4 84

0
157,883
0
0
11,830
0
169,7 13

$

$

0
0
0
0
0
0
0
0
0
0
{8,43 I)
(8,43 I)

168,509
76,479
68,324
58,923
$ 806,851

0
0
0
0
(3,060)
0
(3,060)

$

50,000
157,883
58,021
18,107
4 2,136
147,630
473,777

0
0
(68,940)
(72,000)

0
7 1,341
146,087
69 1,205

63,569
(8,43 I)

115,646
$ 806,851
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In accordance with ASC 810, the assets and liabilities of the PEAKS Trust were treated as having been acquired by us at the ir fair values as of
February 28, 2013. The carrying values of the assets and liabilities of the PEAKS Trust are included on our Consolidated Balance Sheet as of December 31,
20 13 . The assets of the PEAKS Trust consist of cash and the PEAKS Tmst Student Loans. The liabilities of the PEAKS Trust consist primarily of the PEAKS
Senior Debt. For further infonnation about the tenns of the PEAKS Senior Debt, see "- Financial Condition Liquidity and Cap ital Resources--Financing."
The assets of the PEAKS Trnst serve as collateral for, and are intended to be the principal source of, the repayment of the PEAKS Senior Debt. The carrying
values of the assets and liabilities related to the PEAKS Program that had been included as balance sheet items related to our Core Operations and consisted
of the Subordinated Note, a guarantee receivable and a contingent liabi lity, were el iminated from our Conso lidated Balance Sheet as of December 3 1, 2013.
Although the assets and liabilities of the PEAKS Trust are p resented on our Consolidated Balance Sheets following the Consolidation, the assets of the
PEAKS Trust can only be used to satisfy the ob ligations ofthe PEAKS Trust.
Year Ended December 3 1, 20 13
Year
Ended
December 3 1,
2012

Core
PEAKS
O[!erations
Trust
Eliminations
( Dollar amounts in thousa nds)

GAAP
Consolidated

State me nt o f Income Data:
Revenue
Cost and expenses:
Cost of educational services
Studen t services and administrative expenses
Asset impainnent
Lega l and other investigat ion costs
Loss related to loan program guarantees
Provision for PEAKS Trust student loan losses
Total costs and expenses
Operating income (loss)
(Loss) on consol idation of PEAKS Trust
Interest income
Interest (expense)
Income (loss) before provision for income taxes
Provision for income taxes
Net income (loss)

$ 1,286,633

$ 1,059,315

538,350
400,856
15,166
873
101,025
0
1,056,270

486,353
392,253
0
6,923
115,503
0
1,00 1,032

$

230,363
0
1,348
(3,723)
227,988
89,018
138,970

$

58,283
0
578
(3,989)
54,872
{1 1,384)
66,256

$

12,996

$

0
5,288
0
0
0
29,349
34,637
(2 1,64 I)
(112,748)
0
(2 1,288)
(155,677)
1, 172
$(156,849)

s

0

$1,072,3 11

0
0
0
0
(24,539)
0
{24,539)

486,353
397,54 1
0
6,923
90,964
29,349
1,01 I ,I 30

24,539
39,500
(470)
0
63,569
0
63,569

61 , 18 1
(73,248)
108
(25;2.77)
(37,236)
{10,2 12)
(27,024)

s

The Consolidation impacts the presentation of our Statements oflncome in a number of ways. Following the Consolidation, our revenue consists of:
revenue from the Core Operations, primarily from tuition, tool kit sales and student fees; and
student loan interest income on the PEAKS Trust Student Loans, which is the accretion of the accretable yield on the PEAKS Tmst
Student Loans.
Following the Consolidation, our student services and admin istrative expenses are comprised of:
expenses related to the Core Operations, including marketing expenses, an expense for uncollectible accounts and administrative
expenses incurred primarily at our corporate headquarters; and
expenses incurred by the PEAKS Trust, primarily related to fees for servicing the PEAKS Trust Student Loans and various other
admi nistrative fees and expenses of the PEAKS Trust.
The loss related to loan program guarantees represents:
in 2012, the additional contingent liability accruals that we recorded related to the PEAKS Guarantee and the 2009 RSA; and
in 2013, the additional cont ingent liab il ity accruals that we recorded related to the 2009 RSA, because the cont ingent liabil ity related to
the PEAKS Guarantee was eliminated from our conso lidated financial statements as a result of the Consolidation (though our obligations
under the PEAKS Guarantee remain in effect).
-55 -

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00016788

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review002702

Table of Contents

Following the Consolidation, our provision for PEAKS Trust student loan losses represents the increase in the allowance for loan losses that occurred during
the period. The allowance for loan losses is the difference between the carrying value and the total present value of the expected principal and interest
collections of each loan poo l of the PEAKS Trust Student Loans, discounted by the loan pool's effective interest rate as of December 3 1, 20 13 .
We recognized a loss upon the Consolidation that represented the amount by which the fair value of the PEA.KS Tmst's liabil ities exceeded the fair
value of the PEAKS Trust's assets as of February 28, 20 13, partially reduced by the net amount of the carrying value of the assets and liabilities related to the
PEAKS Program that had been recorded in our conso lidated financial statements as ofFebmary 28, 2013 an d were eliminated upon the Consolidation.
Following the Consolidation, our interest expense includes:
interest expense from matters related to the Core Operations, primarily the interest expense on the outstanding balance under the
Amended Credit Agreement; and
interest expense on the PEAKS Senior Debt, which includes the contractual interest obligation and the accretion of the discount on the
PEAKS Senior Debt.
Since the inception of the PEAKS Program, we have guaranteed, and continue to guarantee, the payment of the principal and interest owed on the
PEAKS Senior Debt, the administrative fees and expenses of the PEAKS Trust and the minimum required Asset/Liability Ratio, pursuant to the terms of the
PEAKS Guarantee, Our o bligations under the PEAKS Guarantee remain in effect until the PEAKS Senior Debt and the PEAKS Trust's fees and expenses a re
paid in full .
T he revenue and expenses of the PEAKS Trust are presen ted in our Consolidated Statements oflncome following the Consolid ation. The cash received
by the PEAKS T rust, which is derived from its revenue, however, is consi dered restri cted and can on ly be used to satisfy the obligations of the PEAKS Trust.
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Year Ended December 3 1, 2013
Y ear
Ended

December 31,

Core

PEAKS

2012

011erations

Trust

GAAP
Eliminations

Consolidated

(Dollar amou nts in thousands)

Stateme nt o f Cash flows Data:
Cash nows from o pe rating activities:
Net income (loss)
Adjustments to reconcile net income to net cash flows from operating
acti vi ti es:
Depreciation and amortization
Provision for doubtful accounts
Deferred income taxes
Excess tax benefit from stock option exercises
Stock-based compensation expense
Settlement cost
Asset impainnent
Accretion of discount on PEAKS Trnst student loans
Accretion of discount on PEAKS Trnst senior debt
Prov ision for PEAKS Trust student loan losses
Loss on conso lidation of PEAKS Trust
Other
Changes in operating assets and liab ilities:
Restric ted cash
Accounts receivable
PEAKS Trust studen t loans
Accounts payable
Other operating assets and Liab ilities
Deferred revenue
Net cash nows from operating activities
Net cash flows from investing activities
Cash nows from financing activities:
Excess tax benefit from stock opt ion exercises
Proceeds from exercise o f stock options
Debt issue costs
Proceeds from revolving borrowings
Repayment of revolving borrowings
Repayment o f PEAKS Trust se nior debt
Repurchase of common stock and shares tendered for taxes
'et cash flows from fi nancing activities
Net change in cash and cash equiva lents
Cash and cash equ ivale nts at beg inning of period
Cash and cash equivalents at e nd of period

$

138,970

$ 66,256

$(156,849)

$

63,569

$

(27,024)

29,350
56,818
(59,999)
( 1,382)
16,658
2 1,750
15,166
0
0
0
0
6,992

27,252
67,640
(47,3 I 8)
0
11,638
(46,000)
0
0
0
0
0
3 15

0
0
(7,107)
0
0
0
0
( I 2,996)
4,926
29,349
112,748
0

0
0
0
0
0
0
0
0
0
0
(39,500)
0

27,252
67,640
(54,425)
0
11,638
(46,000)
0
( 12,996)
4,926
29,34 9
73,248
3 15

3 ,794
(87,138)
0
(15,572)
72,857
(90,643)
107,62 1
123,164

435
(87,225)
0
(5,574)
76 ,651
11,299
7 5,779
(13 ,078)

(890)
0
11,554
0
21 ,62 1
0
1,946
0

0
0
0
0
(24,069)
0
0
0

(455)
(87,225)
11 ,554
(5,574)
74,2 03
11,299
77,725
(13,078)

1,382
8 ,345
(1,52 5)
175 ,000
( 185,000)
0
(209,37 1)
(2 11 , 169)
19,616
223,849
$ 243,465

0
0
0
0
(90,000)
0
{395)
{90 ,39 5)
(27,694)
243,46 5
$215,77 1

0
0
0
0
0
(1 ,946)
0
{1 ,946)
0
0
$

0

0
0
0
0
0
0
0
0
0
0
$

0

0
0
0
0
(90,000)
(1 ,946)
(395)
(92,34 1)
(27,694)
243,465
$ 215,77 1

Althoug h the cash flows of the PEAKS Trnst are presen ted in our Consolidated Statements o f Cash Flows followin g the Consol idation , the cash
resulting from the cash flows from operations and financing activ ities of the PEAKS Trnst can on ly be used to satisfy the ob ligations of the PEAKS Trust.
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General
As of December 31, 20 13, we had 149 locations (including 147 campuses and two learning sites) in 39 states, which were providing education
programs to approximately 57,000 students. and one training facility which was providing training programs. Ln 2013, we derived approximately 98% ofour
revenue from the Core Operations from tuition and approximately 2% from the sale of tool kits and fees, charged to and paid by, or on behalf of, our students.
Most students enrolled in our education programs at our instit11tions pay a substantial portion of their t11ition and other education-related expenses with
funds received under various govemment-sponsored student financial aid programs, especially Title IV Programs.

Our revenue from the Core Operations varies based primari ly on the fol lowing factors:
the aggregate student popu lation, which is influenced by the number of students attending our institutions at the beg inning ofa fiscal
pe1iod and student retention rates;
the amount of tuition charged to our students; and
the levels of availability and util ization of institutional scholarships, grants and awards.
New students general ly enterour education programs at the beginning ofan academic tenn that typically begins for most education programs in early
March, mid-June, early Septembe r and late November or early December. We believe that the changes to our institutions ' aggregate student population in
recent years was primari ly due to:
our prospective students' greater sensitivity to the cost of a postsecondary education;
our p rospective students' uncertainty abou t the value ofa postsecondaiy education due to the prolonged economic and labor market
dismptions;
changes that we made to education program offerings at select campuses, which resulted in a more significant decline in new student
en roll ment in the criminal justice programs of study compared to our institutions' other curricula; and
the discontinuation or suspension of new student enrollmen ts at select locations.
ln o rder to participate in Title IV Programs, a new campus o r learning site must be authorized by the state in which it will operate, accredited by an
accrediting commission recognized by the ED, and certified by the ED to participate in Title IV Programs. The ED's cert.ification process cannot commence
until the location receives its state authorization and accreditation.
We generally earn tu ition revenue on a straight-line basis over the length of each of four, 12-week academic quarters in each fiscal year. State
regulations, accrediting commission criteria and our policies generally require us to refund a portion of the tuition and fee payments received from a student
who withdraws from one of our institutions during an academic tenn. We recognize immed iately the amount of tu it ion and fees, if any, that we may retain
after payment of any refund. Revenue that we recognize after the Consolidation also includes student loan interest income on the PEAKS Tmst Student
Loans, which is the accretion of the accretable yield on the PEAKS Trust Student Loans.
We incur expenses throughout a fiscal period in connection with the operation of our institutions. The cost of educational services inc ludes salaiies of
faculty and institution administrators, cost of course materials, occupancy costs, depreciation and amortization of equipment costs, facil ities and leasehold
improvements, and other miscellaneous costs incu1Ted by our institutions.
Student services and administrative expenses from the Core Operations include marketing expenses, an expense for uncollectible accounts and
administrative expenses incurred at our corporate headquarters. Marketing expenses include advertising expenses and salaries and emp loyee benefits for
recruiting representatives. After the Conso lidation , student services and administrative expenses also include expenses incurred by the PEAKS Tmst,
piimarily related to fees for servicing the PEAKS Tmst Student Loans and vaiious other admin istrative fees and expenses of the PEAKS Trust.
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In 2013, we continued to add education program and training program offerings among existing campuses and learning sites. We also continued our
efforts to diversify our education program offerings by developing education programs at d ifferent degree levels in both technology and non-tec hnology
fields of stu dy that we intend to offer at our campuses and deliver entirely in res idence, entirely on line over the Internet or partially in residence and partially
Online. In 2013, we did not begin operations a t any new ITT Technical Institute campuses or learning sites. As part of o ur efforts to maximize the efficiency
and effectiveness of our current campus locations, during 2013, we:
relocated five of our campuses into existing facilities of othe r ITT Technical institute campuses; and
discontinued new student enro llments at two ITT Technical Institute campuses and, subsequently, determined to discon tinue operations
at those campuses after the students who are cu1rently attending those campuses have had an opportunity to complete the ir education
programs at those campuses.
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The following table sets forth select operating and growth statistics for the periods indicated:
Year Ended December 3 1,
2013
2012
2011

Additiona l educat ion program offerings
Additiona l training program offerings
Number of campuses and learning sites with additional education program offerings
Began operations at new campuses
Campuses offering bachelor degree programs

348
293
104
0
134

272
NIA
62
6
133

1,343
NIA
132
11
128

Jn 2014, we intend to add more of our current educat ion program offerings among most of our institut ions' locations. We also plan to cont inue
developing new education programs in both technology and non-technology fields, but primarily in technology- and healthcare-related disci plines. We
bel ieve that those programs of study will be at different education levels and delivered in a vari ety of formats, including entirely i n residence, entirely onl ine
or partially in residence and partially on line. While our growth strategy continues to include opening new campuses and learning sites, we do not expect to
begin operations at any new campuses in 20 14 . We plan to con tinue to evaluate the performance of the current ITT Technical Institute campuses in order to
maximize the effic iency and effectiveness of our national network of campuses. As part of this effort, we may relocate and/or suspend enrol lments at
additional campuses. We also plan to continue to develop and offer training programs to career advancers and other professionals through the CPD.
Critical Accounti ng Pol icies and .E stimates

We believe the following c ritical accounting polic ies affect our more sign ificant estimates an d judgments used in the preparation of our consolidated
financial statements. These policies should be read in conjunction with Note I - Business and Significant Accounting Policies of the Notes to Conso lidated
Financial Statements.

Recog11itio11 of Reve11ue. Tuition revenue is recorded on a straight-line basis over the length oft he applicable course to the extent that we consider the
collectabil ity of that revenue to be reasonab ly assured. lfa student withdraws from an institution, the standards of most SAs that regulate our institutions, the
ACs and ourown internal policy limit a student's obligation for tuition and fees to the inst itution depending on when a student withdraws during an
academic tenn. The tem1s of the Refund Policies vary by state, and the limitations imposed by the Refund Po licies are generally based on the portion of the
academic term that has elapsed at the time the student withdraws. Generally, the greater the portion of the academic tem1 that has elapsed at the time the
student withdraws, the greate r the student's obligation is to the institution for the tuition and fees re lated to that academic term. We record revenue net of any
refunds that result from any appl icable Refund Po licy. On an individual student basis, tuition earned in excess of cash received is recorded as accounts
receivab le, and cash received in excess of tuition eamed is reco rd ed as defen-ed revenue.
We do not charge a separate fee for textbooks and certain equipmen t that st11dents use in their education programs. We record the cost of these
textbooks and equipment in prepaid expenses and other current assets and a11101tize the cost on a straight-line basis over the applicable course length. Tool
kit sales, and the related cost, are recognized when the student receives the tool kit. Academic fees (which are charged only one time to students on their first
day of class attendance) are recognized as revenue on a straight-line basis over the average educat ion program length. If a student withdraws from an
institution, all unrecognized revenue relating to his or her fees, net of any refunds that resul t from any applicable Refund Pol icy, is recognized upon the
student's departure. An administrative fee is charged to a student and recognized as revenue when the student withdraws or graduates from an education
program at an institu tion. We reassess the collectab ility of tuition revenue on a student-by-student basis throughout our revenue recogn ition period. We
reassess the collectabi lity of tui tion revenue that we may earn based on new infom1ation and changes in the facts and c ircumstances relevant to a student's
ab ility to pay, which primarily include when a student withdraws from a program of study.
We derived 98% ofour revenue from tuition and 2% from tool kit sales and student fees in each of the years ended December 3 I, 20 I 3, 2012 and 20 I I .
The amount of tuition earned depends on:
the cost per credit hour of the courses in our education programs;
the length ofa student's enroll ment;
the number of courses a student takes during each period of enrollment; and
the total number of students enrolled in our education programs.
Each of these factors is kno\\~1 at the time our tuition revenue is calculated.
We have sign ificantly increased the amount of institutional scho larsh ips and awards that we offer to our institutions' students and which those students
use to help reduce their educational expenses. Institutional scholarships and awards reduce the stud ents' tuition charges and are recorded as offsets to
revenue. In the year ended December 3 1, 2013, institutional scholarshi ps and awards amounted to, in aggregate, approximately $ 171.2 million, compared to
approximately $65.1 million in the year ended December 31, 20 12 .
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Interest income on the PEAKS Trust Student Loans, which is the accretion of the accretable yield on the PEAKS Trust Student Loans, is included in
revenue on our Consolidated Statements oflncome and recogn ized based on the effecti ve interest method , as described in Note I I - PEAKS Trust Student
Loans of the Notes to Conso lidated Financial Statements.

Equity-Based Compe11satio11. In accordance with ASC 718, "Compensation - Stock Compensation" ("ASC 7 18"), the value of our equity inst ruments
exchanged for employee and director services is measured at the date of grant, based on the calculated fair value of the grant, and is recogn ized as an expense
over the period of time that the grantee must p rovide services to us before the stock-based compensation is fully vested. The vesting period is generally the
period set fotth in the agreement granting the stock-based compensation. Under t he tem1s of our stock-based compensation p lans, some grants immediately
vest in full when the grantee's employment or se1vice te1minates for death or disability. As a resul t, in certain circumstances, the period of time that the
grantee must prov ide services to us in order for that stock-based compensation to fully vest may be less than the vesting period set forth in the agreement
granting the stock-based compensation. In these instances, compensation expense will be recognized over this shorter period. We recognize stock-based
compensation expense on a straight-line basis over the service period applicable to the grantee.
We use a b inomial op tion pricing model to detem1ine the fair value of stock op tions granted, and we use the market p1ice ofourcommon stock to
determine the fair value of restricted stock and rest ricted stock units ("RSUs") granted. Various assumpt ions are used in the binomial opt ion pricing model to
detennine the fa ir value of the stock options. These assumptions are d iscussed in Note I - Business and Sig nificant Accounting Pol ic ies of the Notes to
Consolidated Financia l Statements.
The following table sets forth the stock-based compensation expense and re lated income tax be nefit recognized in our Consolidated Statements of
lncome in the periods indicated:
Year Ended December 31,
2012
20 1t
(In thousands)
$ 11,638
$ 16,658
$ 17,074
2013

Stock-based compensation expense
Income tax (benefit)

($4,481)
$7,157

($6,414)
$10,244

($6,574)
$ I 0,500

As of December 3 1, 20 13 , we estimated that pre-tax compensation expense for unvested stock-based compensation grants in t he amount of
approximately $13.9 mi llion, net of estimated forfeitures, will be recognized in future periods. We expect to recognize this expense over the remaining
service period applicable to the grantees which, on a weighted average basis, is approximately two years.
See also Note I - Business and Significant Accounting Policies and Note 7 - Equity Compensation Plans of the Notes to Consolidated Financial
Statements, for a discussion of stock-based compensation.

Income Taxes. We follow ASC 740, " Income Taxes" ("ASC 740"), which prescribes a single, comprehensive mode l for how a company should
recognize, measure, present and disclose in its financial statements uncertain tax positions t hat the company has taken o r expects to take on a tax return. This
guidance requ ires us to evaluate whether it is more like ly than not, based on the technical merits ofa tax position, t hat the benefits resulting from t he position
wil l be real ized by us.
Accounts Receivable and Allowance for Do11btf11l Acco1111ts. We extend unsecured credit to our institutions' students for tuition and fees, and we
record a receivab le for the tuition and fees earned in excess of the payment received from or on behalf of a student. The individual st11dent balances of these
receivab les are insignificant. We record an allowance for doubtful accounts with respect to accounts receivable based on the students' credit profiles and our
h istorical collection experience related to amounts owed by our students with similar credit profiles. If our collection trends were lo di ffer significantly from
our historical collection experience, we would make a corresponding adjustment to our allowance for doubtful accounts.
When a st udent is no longer enrolled in an education program at one of our campuses, we increase the allowance for doubtful accounts related to the
former student's receivab le ba lance to reflect the amount we estimate will not be collected. The amount that we estimate will not be co llected is based on a
review of the histo1ical collection experience for each camp us, adjusted as needed to reflect other facts and circumstances. We review the collection activity
after a st udent withdraws or g raduates from an education program and will write off the accounts receivab le, ifwe conclude that collection of the balance is
not probab le.
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PEAKS Trust St11de11t Loa11s. Beginning on Februaty 28,2013, we conso lidated the PEAKS Trust, a VIE, that purchased, owns and collects the PEAKS
T1ust Student Loans made under the PEAKS Program in our consolidated financial statements. Certain of the PEAKS Tn1st Student Loans had evidence of
credit deterioration since the date those loans were originated and, therefore, we detem1ined that, at the date of the Conso lidation, it was probable that all
contractually required payments under those loans would not be collected. We recorded those loans at fair value at the date of the Consolidation. We also
recorded at fair value the PEAKS Tmst Student Loans that did not individual ly have evidence of deteriorated credit quality at the date of the Consolidation,
because we detennined that the app lication ofan expected cash flow model provided the most reasonable presentation and this accounting treatment was
consistent with the American lnstitute of Cert ified Public Accountants' (the
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" AICPA") December 18, 2009 Confirmation Letter (the "Confilmation Letter"). No allowance for loan losses was recorded at the date of the Consolidation,
because all of the PEAKS Trust Student Loans were recorded al fa ir value and future credit losses are considered in the estimate of fair val ue. Cash flows from
PEAKS Trust Student Loans expected to be collected within the next 12 months have been classified as current in our consolidated balance sheet. The
remain ing balance is classified as non-current.
We aggregated the individual PEAKS Tmst Student Loans into 24 separate pools ofloans, based on conunon risk characteristics of the individual
loans, which included:
the fiscal quarter in which the PEAKS Tmst Student Loan was originated; and
the consumer credit score of the borrower.
Loans that did not have evidence of deteriorated credit quality were not aggregated in the same pools with loans that had evidence of deteriorated cred it
quality. The same aggregation criteria, however, were used to detennine those loan pools. Each loan pool is accounted for as a single asset with a single
composite interest rate and an aggregate expectation of cash flows.
On a quarterly basis, we estimate the total principal and interest expected to be collected over the remaining life of each loan pool. These estimates
include assumptions regarding defau lt rates, forbearances and other factors that reflect the n-current market conditions. lfa decrease in the expected cash flows
ofa loan pool is probab le and would cause the expected cash flows to be less than the expected cash flows at the date of the Consolidation or the end of the
previous fiscal quarter, wh ichever is later, we would record the impairment as:
a provision for PEAKS Tmst student loan losses in our Consolidated Statement oflncome; and
an increase in the allowance for loan losses on our Consolidated Balance Sheet.
The provision for PEAKS Tmst student loan losses represents the increase in the allowance for loan losses that occurred during the period. The allowance for
loan losses is the difference between the carrying value and the total p resent value of the expected principal and interest collections of each loan pool,
d iscounted by the loan pool's effective interest rate at the date of the Consolidation or the end of the previous fiscal quarter, whichever is late r. If a s ig nificant
increase in the expected cash flows of a loan pool is p robab le and would cause the expected cash flows to be greater than the expected cash flows at the date
of the Consolidation or the end of the previous fiscal quarter, whichever is later, we would:
first reverse any allowance for loan losses with respect to that loan pool that was previously recorded on our Conso lid ated Balance Sheet,
up to the amount of that allowance; and
record any remaining increase prospectively as a yield adjustment over the remaining estimated lives of the loans in the loan pool.
The impact of prepayments, changes in variable interest rates and any other changes in the timing of the expected cash flows ofa loan pool are recogni zed
prospectively as adjustments to interest income.
The impact of modifications made to loans in a loan pool is incorporated into our quarterly assessment of whether a significant change in the expected
cash flows of the loan pool is probable or has occurred . We consider the historical loss experience associated with the PEAKS Tmst Student Loans in
estimating the future probabilities of default for all of the outstanding PEAKS Tmst Student Loans.
The excess of any cash flows expected to be collected with respect to a loan pool of the PEAKS Tmst Student Loans over the canying value of the loan
pool is referred to as the accretable yiel d. The accretable yield is not reported on our Conso lidated Balance Sheets, but it is accreted and included as interest
income at a level rate ofretum over the remain ing est imated life of the loan pool. Ifwe determine that the timing and/or amounts ofexpected cash flows with
respect to a loan pool are not reasonab ly estimable, no interest income would be accreted and the loans in that loan pool would be repo1ted as nonaccmal
loans. We recognize the accretable yield of the PEAKS Tmst Student Loans as interest income, because the timing and the amounts of the expected cash
flows are reasonably estimable.

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00016796

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review00271 0

Ifa PEAKS Trust Student Loan is paid in full or charged-off, that loan is removed from the loan poo l. Ifthe amount of the proceeds received for that loan,
if any, is less than the unpaid principal balance of the loan, the difference is first applied against the loan pool's nonaccretabl e difference for principal losses
(i.e., the lifetime credit loss estimate established at the date of the Consolidation). If the nonaccretable difference for principal losses with respect to a loan
pool has been fully depleted, any unpaid loan p1incipal balance in excess of the proceeds received for the loan is charged-off against the loan pool's
allowance for loan losses. We do not recognize charge offs of ind ividual PEAKS Trust Student Loans when those loans reach certain stages of delinquency,
because those loans are accounted for at a loan pool level.

If any portion ofa PEAKS Trust Student Loan that had previously been charged-off is recovered, the amount collected increases the applicable loan poo l's
nonaccretable difference. Ifthe nonaccretable difference with respect to the applicable loan pool has been fully depleted, the amount collected increases that
loan pool's allowance for loan losses.

Fair Vallie. ASC 820, "fair Value Measurements" ("ASC 820"), defines fair value for financial reporting as the price that would b e received upon the
sa le of an asset or paid upon the transferof a liability in an orderly transact ion between market participants at the measurement date. The fair value
measurement of our financia l assets utilized assumptions categorized as observable inputs under ASC 820. Observable inputs are assumptions based on
independent market data sources.
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The following table sets forth infonnation regarding the recurring fair value measurement ofour financial assets as of December 31, 20 13:
Fair Value Measu rements at Reporting Date Using

Asof
December 3 1,
2013

Description

Cash eq uivalenls:
Money market fond
Restricted cash:
Money market fond
Other assets:
Money market fond

214,985

$

( Level I)
(Level 2)
Quoted Prices in
Active Markets
for Identical
Sig nificant Other
Assets
Observable Inputs
(In thousands)

$

2,433

226,044

$

8,626
$

226,044

0

Significant
Unobservable
Inputs

$

0

2,433

8,626
$

214,985

(Level 3)

$

0
0

0
0

s

0
0

We used quoted prices in active markets for identical assets as of the measurement date to value our financial assets that were catego1ized as Level I.

Property a11d Eq11ip111e11t. We include all property and equ ipment in the financial statements at cost and make provisions for depreciation of prope rty
and equipment using the straight-line method. The following table sets forth the general ranges of the estimated usefol lives ofourproperty and equipment:
T ype of Proper!~• and Equipment

utimated Useful Life

Furniture and equipment
Leasehold, bu ilding and land improvements
Buildings

3 lo IO years
3 to 14 years
20 to 40 years

Changes in circumstances, such as changes in our curricula and technolog ica l advances, may result in the actual usefi.il lives of our property and equipment
di ffering from our estimates. We regularly review and evaluate the estimated use fol lives of our property and equ ipment. Although we believe that our
assumptions and estimates are reasonable, deviations from our assumptions and estimates cou ld produce a materially different result.

Asset Impairment. We regu larly review our long -lived assets and notes receivable for impainnent whenever events or changes in circumstances
indicate that the carrying amounts of those assets may not be recoverable. lfwe determine that the carryi ng val ue of the long-l ived asset exceeds its fair
market value, we recognize an impainnent loss equal to lhe difference. We base our impainnent analyses oflong-lived assets on ourcun-ent business strategy,
expected growth rates and estimates of future economic and regulatory conditions. We eval uate each note receivable individually for impairment. We
consider a note receivable to be impaired when it is probable that we will be unable to collect all amounts ofp rincipal and interest owed to us under the terms
of the underlying note. If the present value of the expected future cash tlows from the note receivable is less than the carrying value of the note receivable, we
recognize an impainnent loss in the amount of the difference .
Co11tingent Liabilities. We are subjecl to various c la ims and continge ncies in the ordinary course ofourbus iness, i ncluding those related to liligation,
government investigations, business transactions, guarantee obligations and employee-related matters, among others. When we are aware ofa claim or
potential claim, we assess lhe likelihood of any loss orexposure. lf it is probable that a loss will result and the amount of the loss can be reasonably estimated,
we record a liability for the loss. The liability recorded includes probable and est imable legal costs associated with the claim or potential claim. If the loss is
not probab le or the amount oflhe loss cannot be reasonab ly estimated, we disclose the c laim if the likelihood of a potential loss is reasonably possible and
the amount involved is material.
We detem1ine the amount ofour contingent liab ilities related to our guarantee o bligations by estimating the expected payments to be made under the
g uarantee and the amount that we expect to be repaid to us. We a lso consider the payment options available to us. To the extent that we project that we will
have sufficient fonds available to discharge our guarantee obligations for the outstand ing balance of those private education loans that have been charged off
at the time that they default, we incorporate that assumplion i nto our estimate of the contingent liability. If we do not believe that we will have sufficient
fonds available, we assume that we will make monthly payments to satisfy our guarantee obligations as allowed underthe applicable agreements. We
d isco unt the amount of those expected future monthl y payments at a risk-free rate of interest. Making payments for the full amount of the charged-off loans at
the time that they default results in us paying a lesser amount than we otherwise would have been required to pay under our guarantee obligations in fi.1ture
periods and, therefore, results in an estimated contingent liabi lity that is less than ifwe had assumed we wou ld make monthly payments in the foture.
We discount the amounts that we expect will be repaid to us to reflect a risk free rate of interest. The difference between the amount of the guarantee
payments that we expect to make and the discounted amount that we ex pect will be repaid to us is included in our estimate of the amount of our contingent
liability related to our guarantee obligations.

Debt. In accordance with ASC 810, we inc luded th e PEAKS Senior Debt on our consolidated balance sheet at its fair va lue as of February 28, 2013, the
date of the Consolidat ion. The difference between the fair value of the PEAKS Senior Debt and its outstanding aggregate principal balance at the date of th e
Consolidation was recorded as an accrued discoun t on our consolidated balance sheet at the date of the Consolidalion. The accrued discount will be
recogn ized in interest expense at a level rate ofrelum over the life of the PEAKS Senior Debt.
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cw Acco unting Guidance
In May 2014, the FASB issued Accounting Standards Update ("ASU'') No.2014-09, which is included in the Codification under ASC 606, " Revenue
Recognition" ("ASC 606"). This gu idance requires the recognition of revenue to depict the transfer of promised goods or services to customers in an amount
that reflects the consideration expected in exchange for those goods or services. Th is guidance will become effective for our interim and annual reporting
periods beginning January I, 2017. We have not completed our evaluat ion of the impact that this guidance may have on our consolidated financial
statements.
In April 20 14, the FASB issued ASU No. 2014-08, which is included in the Codification under ASC 205, "Presentation ofFinancial Statements" ("ASC
205"). This update changes the requirements for reporting discontinued operations and clarifies when disposals of groups o f assets qualify for discontinued
operations presentation under ASC 205. This guidance will become effective for our inte1im and annual reporting periods beginning January 1, 20 15, and
will be applied to any transaction s that meet those requirements beginning January I, 20 15.
In July 2013, the FASB issued ASU No.20 13-11, which is included in the Cod ification under ASC 740. This update provides guidance on the
presentation of unrecognized tax benefits when net operating loss carryforwards, s imilar tax losses or tax credit carryforwards exist. This guidance became
effective for our inte1im and annual reporting periods beginning Janua1y I, 2014. The adoption of this guidance did not have a material impact on our
consoli dated financial statements.
In February 2 013, the FASB issued ASU No. 2013-02, which is included in the Codification under ASC 220, " Other Comprehensive Income" ("ASC
220"). This update requires an entity to report the effect, by component, of signi ficant rec lassifications out of accumu lated other comprehensive income on
the respective line items in net income. This guidance was effective for our interim and annual reporting periods beginning January I , 20 13 . The adoption of
this gu idance requ ires us to provide additional disclosures rega rding the amounts reclassifi ed out of accumulated other comprehen sive income during a
reporting period. We have included these disclosures in the foo tnotes to our consolidated financial statements. The adoption of this guidance did not have a
mate rial impact on our consoli dated financial statements.
In October 2012, the FASB issued ASU No.20 12-04 , which makes technical corrections, clarifications and limited-scope improvements to various
top ics throughout the Codi fication. The amendments in this ASU that do not have transition gu idance were effecti ve upon issuan ce, and the amendments that
are subject to transition guidance were effective for our interim and annual reporting periods beginning January 1, 20 13 . The adoption of this guidance did
not have a material impact on our consolidated financial statements.
In July 2012, the FASS issued ASU No. 20 12-02, which is included in the Cod ification under ASC 350, " Intangibles - Goodwill and Other" ("ASC
350"). This update allows an entity to first assess qualitative factors to detenn ine whether it must perfonn a quantitative impainnent test. An entity would be
required to calculate the fair value ofan indefinite-li ved intangible asset, if the ent ity determines, based on a qualitative assessment, tha t it is more li ke ly
than not that the indefinite-lived intang ible asset is impa ired . Th is guidance was effective for impaim1ent tests pe1fonned for our inte1im and annual repo1ting
periods beginning January I, 2013. The adoption of this guidance did not have a material impact on o ur consolidated financial statements.
In December 2 0 11 , the FASS issued ASU No. 2011 -11 , wh ich is included in the Codification under ASC 210, "Balance Sheet." This update provides
for enhanced disclosures to he lp users offinancial statements evaluate the effect or potential effect of netting arrangements on an entity's financial position.
In January 2 0 13, the FASB issued ASU No.2013 -01 , which clarified the scope of the disclosures required under ASU No.20 11-1 1. Both of these updates
were effective for our interi m and annua l reporting periods beginning January I , 20 13. The adoption of th is guidance did not have a materia l impact on our
consolidated financial statements.
Va riations in Quarterly Results of Opera tions
Our quarterly results of operations have tended to fluctuate within a fiscal year d ue to the timing of student matriculations. Each of our four fiscal
quarters has 12 weeks of earned tuit ion revenue. The academic schedule generally does not affect our in currence of most of our costs, however, and costs do
not fluctuate s ig nificantly on a quarterly basis.
T he revenue recogni zed in our fiscal quarters has been impacted by fluctuations in our instit11tions' total student enroll ment. These fluctuati ons were
p1imarily due to chang ing patterns of stude nt matriculations and variations in student persistence, which were p1imarily att1i b utable to the numb er of
graduates in the fi scal quarter an d student retention in certain courses. These factors are discussed in g reate r detail be low under "- Resu lts of Operations." In
addition, the increased amount of our institutional scho larships and awards, primarily the Opportunity Scholarship, has reduced revenue per student in the
various periods compared to the same prior year periods .
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The following table sets forth the Core Operations revenue per student for the periods indicated:
Core Operations Revenue per Student
2012

2013

Three Months Ended
March 31
June 30
September 30
December3 I
Total for Year

20 II

lncrease

Increase

Lncreasc

(Decrease)

(Decrease)

(Decrease)

Amount
$ 4 ,646

4,200
4 ,360
4,323
$ 17,529

to Prior
Year

to Prior
Year

A.mount

0.3 %
(8.9%)
(7.7%)
(7. 1%)
{5.9%)

$ 4 ,63 1
4,613
4 ,726
4 ,654
$ 18,624

1.7%
0 .4%
2 .6%
(0.8%)
1.4%

Amount

$ 4 ,552
4,593
4,604
~
$ 18 ,368

to Prior
Year

(2 .7%)
(2.6%)
(0 .9%)
1.0%
{1.4%)

Core Operations revenue per student is calculated by dividing all revenue from Core Operations by the total student enro llment in education programs as of
the beginning of the applicable fiscal period.

Results of Operatio ns
The following table sets forth the percentage relationship ofce1tain statement of income data to revenue forthe periods indicated:
Year Ended December 3 I,
2013

Revenue
Cost of educat ional services
Student services and administrative expenses
Assel impairment
Legal and other investigation costs
Loss related to loan p rogram guarantees
Provision fo r PEAKS Trust student loan losses
Operating income
(Loss) on consolidation of PEAKS Trust
Interest income (expense), net
Income (loss) be fore income taxes

100.0%
45.4%
37 .1%
0.0%
0 .6%
8.5%
2.7%
5 .7%
(6.8)%

_JU)¾
(3.5)%

20 ll

2012

100.0%
4 1.8%
3 1.2%
1.1 %
0.1%
7.9%
0.0%
17.9%
0.0%
_JQ1)%
17 .7%

100.0%
36.9%
27 .6%
0 .0%
0.0%
1.6%
0.0%
33.9%
0.0%
0 .1 %
34.0%

The following table sets forth our tota l student enrollment in education programs as of th e dates indicated:

As of December 31,

20 13
20 12
20 11

Total Student
Enrollment in
Education

Increase (Decrease)

Programs

to Prior Year

57,542
6 1,059
73,255

(5.8%)
(16.6%)
(13.5%)

Total s111dent enrol lment in education programs includes all new and cont inuing students. A continuing student is any student who, in the academic tenn
being measured, is enrolled in an education program at one of our campuses and was enrolled in the same program at any of our campuses at the end of the
immedialely p receding academ ic lerm. A new student is any student who, in the academic tenn being measured, enro lls in and begins allendin g any
education program a t one of our campuses:
for the first time at that campus;
after graduating in a prior academic tem1 from a di fferent education program at that campus; or
after having withdrawn or been terminated from an education program at that campus.
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The following table sets forth our new student enrollment in education programs in the periods indicated:
20 13

New Student Enrollment in Education Programs in the Three
Months Ended:

March 31
June 30
September 30
December3 I
To tal for the year

New
Student
Enrollment
in Education
Programs

20 12
NC\\,'

Increase
( Decrease)
lo

Prior Year

17,4 12
16,883
20,307
13,995
68,597

(3 .6%)
7.5%
5 .2%
4.5%
3 .2%

Student
Enro llment
in Education
Programs

18,067
15,698
19,298
13,398
66,46 1

(Decrease)
lo
Prio r Year

(17.0%)
(9.5%)
(15.8%)
( I 1.4%)
(13.9%)

2011
New
Student
Enrollment
(Decrease)
in Education
to
Prio r Year
Pro1:rams

2 1,76 1
17,35 1
22 ,909
15, 125
77,146

(5.6%)
(19.9%)
(1 4.1 % )
(14.7%)
(13.4% )

We believe that the 4.5% increase in new student enrollment in education programs in the three months ended December 3 1, 2013 compared to the
three months ended December 3I , 2012 was primarily due to an increase in the
rate at which prospective students who applied for enrollment actually began attending classes in their education programs, and
availability to, and use by, our students of inslitutional scholarships and awards (which have lhe effect of reducing the students' cost of
ou r education programs),
which were partially offse1 by a decrease in the numberofprospecti ve studen1s who inqu ired about our educat ion programs in the lhree month s ended
December 3 1, 2013.
We believe that the 5.2% increase in new s1uden t e nrollment in education programs i n th e three months ended September 30, 20 13 compared to the
three months ended September 30, 2012 and the 7.5% increase in new student enrollment in education programs in the three months ended June 30, 2013
compared to the th ree months ended June 30, 20 12 was primarily due to an increase in the:
number of prospective students who inqu ired about our educat ion programs in the three month periods ended September 30, 20 13 and
June 30,20 13;
rate at which prospective students who applied for enrollment actually began attending classes in their education programs; and
availability to, and use by, our students of institutional scho larships and awards (wh ich have the effect ofreducing the students' cost of
our education programs).
We believe that the 3.6% decrease in new student enrollment in education programs in the three months ended March 3 1, 20 13 compared to the three
monlhs ended March 31, 2012 was primarily due to:
changes that we made to education program offerings at select campuses which resulted in a more significant dec line in new student
enrollment in the c,iminal j ustice programs of study compared to our other curricula; and
a decrease in new student e nrollment in our bachelor degree programs.
We believe that the decrease in new studenl enrollment in educalion programs in the three months ended March 31, 2013 compared to the three
months e nded March 3I , 2012 was also due to our prospective students':
greater sensitivity to the cost ofpostseconda1y education; and
uncertainty about the value ofa postsecondary education due to the prolonged economic and labor market disruptions.
We believe that the decrease in new student enro llment in education programs in each of the three months ended December 3 1, 2012, September 30,
20 12, June 30, 20 12 and March 31, 20 12 compared to the corresponding period in 1he prior year was primarily due to:
our prospective students' greater sensitivity to the cost of postsecondary education;
our prospective studen1s' uncertainty about the value ofa postseconda1y education due to the prolonged economic and labor market
dismptions; and
changes that we made to education progra m offerings at select campuses which resulted in a more significant dec line in new student
enrollmenl in the criminal j ustice programs of study compared to our other curricula,
which resulted in a decrease in the rate at which prospective students who applied for enrollment actually began attending classes in their educat ion
programs.
A continued decline in total student enrollment in education programs, and declines in new student enrollment in education programs similar to those
that we expe ri enced prior to the three mon1hs ended June 30, 2013, could have a material adverse effect on our business, financ ial condition , revenue and
other results of operations and cash flows. We have taken a number of steps in an attempt to reverse the decli nes in total and new student enrollment in
education programs, including, wilhout limitation :
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introducing other institutional scholarship programs for se lect education programs at certain locations, which are intended to help reduce
the cost ofan ITT Technical Institute education and increase student access to our education programs;
refining our marketing, advertising and communications to focus more on the student value proposition and outcomes ofan !TI
Technical Institute education; and
refining our education programs to better align the content with industry standards.
At the vast majority ofourcampuses, we generally organ ize the academic schedule for education programs offered on the basis of four 12-week
academic quarters in a calendar year. The academic quarters typ ically begin in early March, mid-June, early September and late Novembero r early December.
To measure the persistence of our students, the number of continuing students in any academic tennis divided by the total student enrollment in education
programs in the immediately preceding academic term.
The following table sets forth the rates ofour students' persistence as of the dates indicated:

Year

March 3 1

20 13
20 12
20 11

71.5%
72.4%
73.5%

Student Persistence as of:
September 30

~

68.4%
7 1.3%
73 .1%

December 31

69.4%
69.8%
71.5%

71.4%
72.6%
73.4%

We believe that the decrease in student persistence as of December 3 1, 2013 compared to December 31, 2012 and September 30, 2013 compared to
September 30, 20 12 was primarily due to a decrease in student retention in the three months ended September 30, 2013 compared to the same prior year
period, primarily attributed to:
lower student retention in a few courses that are delivered in the early po1tions of certain associate degree programs; and
an increase in the number of students who were enro ll ed in hybrid courses, in which a portion of the course is del ivered in residence and
a ponion is delivered online, and which generally have a lower student retention rate.
We believe that the decrease in student persistence as of June 30, 2013 compared to June 30, 20 12 was primari ly due to:
an increase in the number of graduates at the end of the academic quarter that began in March 2013 compared to the end of the same
academic quarter in the prior year; and
a slight decrease in student retention in the three months ended June 30, 2013 compared to the same prior year period, primarily
attributed to lower student retention in a few courses that are delivered in the early portions of certain associate degree programs.
The inc rease in the number of graduates at the end of the academic quarter that began in March 2013 was primarily due to two, instead of one, graduating
classes of students comprised of:
the first graduation class of the associate degree p rograms that we i ntroduced in 2011, which reduce from eight to seven the number of
academic quarters required for a full-time student to graduate; and
the last graduation class of fu ll-t ime students of the associate degree programs that required eight academic quarters fora fu ll-time
student to graduate.
We believe that the decrease in student persistence as of March 31, 2013 compared to March 3 1, 20 12 was p rimarily due to the number of graduates i n
the three months ended March 31, 20 13 compared to the three months ended March 3 1, 2012 d ecreasing at a lesser rate than the decline in total student
enrollment in education programs as of December 3 1, 2012 compared to December 31, 2011.
We believe that the decrease in student persistence as of December 3 I , 2012 and September 30, 2012 compared to December 3 I , 2011 and
September 30, 20 11 was primarily due to:
the number of graduates in the three months ended December 31, 2012 and September 30, 2012 compared to the corresponding prior
year periods decreasing at a lesser rate than the decline in to tal student enrollmen t in education programs as of September 30 and
June 30, 20 12 compared to the same date in the prior year; an d
a slight decrease in student retention in the three months ended December 3 1 and Sep tember 30, 20 12 compared to the corresponding
prior year periods, principally as a result of a decline i n retention in some of the cou rses in new educat ion programs that we recently
began offering.
We believe that the decrease in student persistence as of June 30 and March 3 1, 2012 compared to the corresponding prior year dates was primarily due
to a higher number of students who graduated at the end of the academic period that began in March 2012 and December 20 1 1 compared to the end of the
corresponding academic periods in the prior year.

Year Ended December 31, 2013 Compared with Year E11ded December 31, 2012. Revenue decreased $2 I 4.3 mil lion, or I 6.7%, to $1,072.3 million in
the year ended December 3 1, 2013 compared to $1,286.6 million in the year ended December 31, 20 12 . The primaiy factors that contributed to this decrease
were:
an increase in institutional scholarships and awards provided to our students, which reduced revenue by $108.3 million in the year ended
December 31, 20 13 compared to the pri or year; and
an average 9.9% decrease in total student enrollment in education programs as of the end of each fiscal quarter in 2013 compared to
2012.
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The increase in institutional scholarships and awards was primarily due to the introduction of the Opportunity Scholarship at the vast majority of the ITT
Technical Institute campuses in the academic quarter that began in March 20 13.
Revenue of the PEAKS Trust is comp1ised of interest income on the PEAKS Trust Student Loans, which is the accretion of the accretable yield on the
PEAKS Trust Student Loans. Revenue attributable to the interest income on the PEAKS Trust Student Loans was approximately $13.0 million in the year
ended December 3 1, 2013. No interest income on the PEAKS Trust Student Loans was included in revenue in the year ended December 3 1, 2012, because the
Consolidation was effective February 28, 2013. See Note IO- Variable Interest Entities of the Notes to Consolidated Financial Statements, for a discussion of
the Consolidation.
Cost of educational services decreased $52.0 mi ll ion, or 9.7%, to $486.4 million in the year ended December 31, 2013 compared to $538.4 million in
the year ended December 3 1, 2012. The prima1y factors tha t contributed to this decrease included, in order of significance:
a decrease in compensation and benefit costs resulting from fewer employees; and
a decrease in course supply expenses, due to lower student enrollments in education programs.
Cost of educational services as a percentage of revenue increased 350 basis points to 45.4% in the year ended December 3 1, 20 13 compared to 41.8%
in the year ended December 3I , 2012. The primary factor that contributed to th is increase was a decline in revenue, which was partially offaet by decreases in
compensation and benefit costs and course supply expenses.
Student services and administrative expenses decreased $3.3 million, or 0.8%, to $397 .5 million in the year ended December 31, 2013 compared to
$400.9 mill ion in the year ended December 3 1, 20 12 . The principal causes of this decrease were decreases in compensation and benefit costs and expenses
related to student scholarships, which were partially offset by increases in med ia advertising expenses and bad debt expense. Approximately $5.3 million of
expenses of the PEAKS Trust were included in student services and admin istrative expenses in the year ended December 3 1, 20 13. Those expenses primarily
represented fees for servicing the PEAKS Trust St11dent Loans and various other adm inistrative fees and expenses of the PEAKS Tn1st. The amount of the fees
for servicing the PEAKS Tmst Student Loans are based on the outstanding balance ofnon-defaulted PEAKS Trust Student Loans, and the amount of the other
administrative fees and expenses are based on the outstanding principal balance of the PEAKS Senior Debt.
Student services and administrative expenses increased to 37. I% ofrevenue in the year ended December 31, 2013 compared to 3 1.2% of revenue in the
year ended December 3 1, 20 12 . The principal cause of th is increase was the decline in revenue, which was partially offset by decreases in compensation and
benefit costs and expenses related to student scholarships. Bad debt expense as a percentage of revenue increased to 6.3% in the year ended December 3 1,
20 13 compared to 4.4% in the year ended December 31, 2012, primarily as a result of an increase in student account balances that were detennined to be
uncollect ible.
We recorded an expense of$ 15.2 million in the year ended December 3 1, 2012 related to the impaim1ent of the Subordinated Note and the Revolving
Note. See Note IO - Variab le Interest Entities of the Notes to Consolidated Financia l Statements, for a more detailed discussion of the impainnent of th e
notes. No impaim1ent of those notes was recorded in the year ended December 31, 2013.
Legal and other investigation costs increased $6.1 million, or 693.0%, to $6.9 mill ion in the year ended December 31, 2013, compared to $0.9 mill ion
in the year ended December 31, 2012. Legal and other investigation costs represent the costs and other expenses associated with the SEC investigation ofus,
the CFPB investigation ofus and the Securities Litigation. See "Legal Proceedings" and Note 16 - Commitments and Contingencies of the Notes to
Consolidated Financ ia l Statements, for further infonnation about these matters.
In the year ended December 31, 20 13, we recorded a loss related to loan program guarantees of$91 .0 mill ion for the 2009 RSA compared to$ IO1.0
million in the year ended December 31, 2012 for the RSAs. The entire amount of the loss recorded in the year ended December 3 1, 20 13 related to a change
in ouraccounting estimate for the amount ofourguarantee obligations under the 2009 RSA. We revised our est imate for the 2009 RSA based on an enhanced
d efault rate methodology and more recent performance data that we obtained in the three months ended December 3 1, 2013. The primary en hancements and
perfonnance data inc luded:
an adjustment to th e default estimates for student borrowers, as a result o f recently obtained actual d efault data for s imilarly-situated
student borrowers;
an adjustment to the default rate expectations, due to declines in repaymen t performance;
our ability to make Discharge Payments; and
a lower expectation for collections on defaulted loans as a result of the performance to date of collections.
See "-Private Education Loan Program Obligations,'' for a Ii.11th er discussion of the loss. The loss recorded in the year ended December 3 1, 2012 included
$79.2 million for additional contingent liabilities related to our guarantee obligations under the 2009 RSA and PEAKS Guarantee and $2 1.8 million related
to the settlement of litigation and the resolution ofour guarantee obligations underthe 2007 RSA. See "- Private Education Loan Program Obli gations" and
Note IO - Variab le Interest Entities and Note 16 - Commitments and Contingencies of the Notes to Conso lidated Financial Statements.
Provision for PEAKS Tmst student loan losses of approximately $29.3 million in the year ended December 3 1, 20 13 represented the increase in the
allowance for loan losses that occurred from February 28, 2013 through December 3 1, 2013. We
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did not consolidate the PEAKS Trnst in our consolidated financial statements in the year ended December 31, 2012, and, therefore, we did not include the
PEAKS Trnst Student Loans in our consolidated financia l statements or recognize any provision for PEAKS Trust student loan losses in that year.
Operating income decreased $169.2 million, or 73.4%, to $6 1.2 million in the year ended December 31, 2013 compared to $230.4 million in the year
ended December 3 I, 2012, primarily as a resu lt of the impact of the factors discussed above in connection with revenue, cost of educational services, student
services and administrative expenses, legal and other investigation costs, loss related to loan program guarantees and provision for PEAKS Trnst student loan
losses. Our operating margin decreased to 5.7% in the year ended December 3 I,2013 compared to I 7 .9% in the year ended December 31, 20 I 2, primarily due
to the impact o f the factors discussed above.
In the year ended December 31, 20 13, we recorded a loss upon the Consolidation of$73.2 million. Th is loss represented the amount by which the fair
value of the PEAKS Trust's liabilities exceeded the fair value of the PEAKS Trnst's assets as offebrnary 28, 2013 upon the Consolidation, partially reduced
by the net amount of the carrying value of the assets and liabilities related to the PEAKS Program that had been recorded in our consolidated financial
statements as of February 28, 20 13 and were eliminated upon the Consolidation. See Note IO- Variable Interest Entities of the Notes to Consolidated
Financial Statements, for a further discussion of the Consolidation.
Interest income decreased $1.2 million, or 92.0%, to $0.1 million in the year ended December 3I, 2013 compared to $ 1.3 million in the year ended
December 3 1, 2012, primarily due to discontinuing the amortization of the discount on the Subordinated Note. See Note IO - Variable Interest Entities of the
Notes to Consolidated Financial Statements, for a discussion of the Subordinated No te.
Interest expense increased $21.6 million, or 578.9%, to $25.3 million in the year ended December 31, 2013 compared to $3 .7 million in the year ended
December 3 I, 2012, primarily due to:
interest expense of approximately $2 1.3 million on the PEAKS Senior Debt, which includes the contractual interest obligation and the
accretion of the discount on the PEAKS Senior Debt, in the year ended December 3 I, 2013 as a result of the Consolidation, during which
the effective interest rate was 9 .9%; and
an increase in the effective interest rate under the A.mended Credit Agreement, which was partially offset by a decrease in ou r weighted
average outstanding borrowings under the revolving credit facility.
Our combined federal and state effective income tax rate was 27.4% in the year ended December 31, 2013 compared to 39.0% in the year ended
December 3 I, 2012. The primary factor that contributed to the decrease in the effective income tax rate in the year ended December 3 I,20 13 compared to the
year ended December 31, 20 12 was the recognition of certain losses related to the PEA.KS Trust in our conso lidated financial statements for which an income
tax benefit was not recognized.
Year Emle<I December 31, 1012 Compared with Year En<le<I December 31,101 J. Revenue decreased $2 13 .3 million, or 14.2%, to $1,286.6 million in
the year ended December 3 1, 2012 compared to $ 1,500.0 million in the year ended December 31 , 20 I I. The primary factor that contributed to this decrease
was an average 16 .2% decrease in total studen t enrollment in education programs as of the end of each fiscal quarter in 20 12 compared to 20 11. The decrease
in revenue from lower total student enrollment in education programs in 20 12 was partially offset by a decrease in the amount of institutional scholarships
and other award s tha t we granted to our students in 20 12 . We did not increase tuition rates for our ITT Technical Institute programs of study in 20 12 or 20 11.
Cost of educational services decreased $14.7 mi ll ion, or 2.7%, to $538.4 million in the year ended December 3I,2012 compared to $553.1 million in
the year ended December 3 1, 2011. The prima1y factors tha t contributed to this decrease included, in order of significance:
a decrease in compensation costs resulting from fewer employees; and
a decrease in legal expenses.
Cost of educational services as a percentage of revenue increased 490 basis points to 41.8% in the year ended December 3 1, 20 12 compared to 36.9%
in the year ended December 3I , 2011. The primary factor that contributed to th is increase was a decline in revenue, which was partially offaet by decreases in
compensation costs and legal expenses.
Student services and admin istrative expenses decreased $13.3 mill ion, or 3.2%, to $400.9 million in the yea r ended December 31,20 12 compared to
$414.2 mill ion in the year ended December 3 1, 20 11. The principal causes of this decrease were decreases in media adve1tising expenses and expenses
related to student scholarships, which were partially offset by an increase in bad debt expense.
Student se1vices and administrative expenses increased to 3 1.2% ofrevenue in the year ended December 31, 2012 compared to 27.6% of revenue in the
year ended December 3 1, 20 1 1. The principal causes of this increase were the decline in revenue and an increase in bad debt expense, which were partially
offset by decreases in media advertising expenses and expenses related to student scholarsh ips. Bad debt expense as a percentage ofrevenue increased to
4.4% in the year ended December 31, 20 12 compared to 2.4% in the year ended December 31, 20 I I, primarily as a result of an increase in the amount of
intemal student financing that we provided to our students in the year ended December 31, 20 12 compared to the year ended December 3 1, 20 11. The
increase in the amount of internal student financ ing was primarily due to a decline in the amount of private educat ion loans available to our students in 20 12
as a result of the expiration in 2011 of the two private education loan programs that provided the vast majority of private education loans to our students in
20 11.
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We recorded a loss of $15.2 million in the year ended December 3 1, 20 12 for the impaim1ent of the Revolving Note and Subordinated Note. See Note
IO - Variable Interest Entities of the Notes to Consolidated Financial Statements, for a d iscussion of the impaim1ent of these assets.
Legal and other investigation costs associated with the CFPB investigation ofus and the Securities Litigation were $0.9 million in the year ended
December 3 1, 2012. We di d not incur any legal and other investigation costs associated with those matters in the year ended December 3 1, 20 11. See "Legal
Proceedings" and Note 16 - Commitments and Contingencies of the Notes to Consolidated Financial Statements, for further infonnation about these matters.
In the year ended December 31, 20 J 2, we recorded a loss related to loan program guarantees of$ IOI .0 million compared to $23.5 million in the year
ended December 3 1, 2011. The $ 10 1.0 million loss in the year ended December 3 1, 2012 included $79.2 million for additional contingent liabilities related
to our guarantee obl igations unde r the 2009 RSA and PEA.KS Guarantee and $21 .8 mi ll ion related to the settlement of lit igation and the resolution ofour
guarantee obligations under the 2007 RSA. The $23.5 million loss recorded in the year ended December 31, 20 11, re lated to our guarantee ob ligations under
the 2009 RSA and 2007 RSA. See "---Off-Balance Sheet Arrangements" and Note IO- Variable Interest Entities and Note 16 - Commitments and
Contingencies of the Notes to Conso lidated Financial Statements, for further information about the RSA.s.
Operating income decreased $278.9 million, or 54.8%, to $230.4 million in the year ended December 3 1, 20 J2 compared to $509.3 million in the year
ended December 3 1, 2011, primarily as a resu lt of the impact of the factors discussed above in connection with revenue, cost ofeducational services, student
services and administrative expenses, asset impa i1rnent and the loss re lated to loan program guarantees. Our operating margin decreased to 17 .9% in the year
ended December 3 1, 2012 compared to 33.9% in the year ended December 3 1, 20 I 1, primarily due to the impact of the factors discussed above.
Interest income decreased $1 .6 million, or 53.5%, to $1.3 million in the year ended December 31, 2012 compared to $2.9 million in the year ended
December 3 I,2011, primarily due to discontinuing the amortization of the discount on the Subordinated Note. See Note IO - Variable Interest Entities of the
Notes to Consolidated Financial Statements, for a discussion oft he Subordinated No te . Interest expense increased $ 1.9 million, or l 04.0%, to $3.7 million in
the year ended December 3 I, 20 12 compared to $ 1.8 mi Ilion in the year ended December 31, 20 I I, primari ly due to an increase in the effective interest rate
under the Amended Credit Agreement.
Our comb ined federal and state effective income tax rate was 39.0% in the year ended December 31, 20 12 compared to 39.4% in the year ended
December 3 1, 2011.
Financial Condition, Liquidity and Capital Resources

Cash and cash equivalents were $2 15 .8 million as of December 31, 2013 compared to $243.5 mill ion as of December 31, 20 12 . The $27.7 mill ion
decrease in cash and cash equivalents as of December 31, 2013 compared to December 31, 2012 was primarily due to a reduction of$90.0 mi llion in
outstanding boll'o wings under the Amended Credit Agreement which was partially offset by net cash flows from operating activities of$77.7 million.
As of December 3 1, 20 13, restricted cash included approximately $2.6 mill ion of funds held by the PEA.KS Trust. Those funds can only be used to
satisfy the obligations of the PEAKS Tmst.
We are required to recognize the funded status of our defined benefit postretirement plans on our balance sheet. We recorded an asset of$27 .6 million
for the ESI Pension Plan, a non-contributory defined benefit pension p lan commonly refell'ed to as a cash balance plan, and a liability of$0.3 million for the
ES! Excess Pension Plan, a nonquali fied, unfunded retirement p lan, on our Consolidated Balance Sheet as of December 3 1, 20 13. ln order to detem1ine those
amounts, we perfonned an actuarial valuation of the ES! Pension Plan and ES! Excess Pension Plan (the "Pension Plans"), and reviewed and updated our key
assumptions as patt of each valuation, including the discount rate and expected long-tenn rate of return on the investments.
Effective March 31 , 2006, the benefit accmals under the Pension Plans were frozen, such that no further benefits accme under those p lans after
March 3 I, 2006. Participants in the Pension Plans, however, continue to be credited with vesting service and interest according to the tem1s of the Pension
Plans. Total net pension benefit in the year ended December 3 1, 2013 was $2. 1 million, compared to $0.2 million in the year ended December 3 I, 2012 and
$0.9 million in the year ended December 31, 20 11. In 2014, we do not expect that our total net pension benefit will be matetial.
We did not make any contributions to the Pension Plans in 2013 or 2012. We do not expect to make any material contributions to either of the Pension
Plans in 20 14.

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00016806

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review002720

See Note 15 - Employee Benefit Plans of the No tes to Consolidated Financial Statements, for a more detailed discussion of the Pension Plans.
Our Consol idated Balance Sheet as of December 31, 2013 included the assets and liab ilit ies of the PEAKS Trust. The assets of the PEAKS Trust can
only be used to satisfy the obligations of the PEAKS Trnst.
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Payments that we are required to make in the future pursuant to our guarantee ob ligations under the RSAs could have a material adverse effect on our
cash flows and liquidity. See " - Fi11a11ci11g," for a 6.11ther discussion of these mailers. lfwe elect to make Discharge Payments in future periods, those
payments could impact our liquidity in particular periods. See ''- Private Education Loan Program Obligations," for a forth er discussion of our guarantee
obligations under the RSAs and Discharge Payments.
Capital Resources. Our cash flows are highly dependent upon the receipt of Title IV Program funds. The primary T itle IV Programs from which the
students at our campuses receive grants, loans and other aid to fund the cost of their education include:
the FOL program, which represented, in aggregate, approximately 58% of our cash receipts in 2013 and 58% of our cash receipts in
2012;and
the Pell program, which represented, in aggregate, approximately 24% of our cash receipts in 2013 and 22% of our cash receipts in 20 12.
We also receive funds on behalf of our students from state financial aid programs, veterans' and military service member benefit programs and other sources,
which represented, in aggregate, approx imately 13% ofour cash receipts in 2013 and approximately l 6% in 20 12.
Under a provision of the HEA commonly refe1Ted to as the 90/ IO Rule, a proprietary institution, such as each of our institutions, must not derive more
than 90% of its applicable revenue in a fiscal year, on a cash accounting basis, from Title IV Programs. !fan institution exceeds the 90% threshold for any
single fiscal year, that institution would be placed on provisional certification status for the institution's following two fiscal years. In addition, ifan
institution exceeds the 90% threshold for two consecutive fiscal years, it would be ineligible to participate in Title IV Programs as of the first day of the
following fiscal year and would be unable to apply to regain its eligibility until the end of the second subsequent fiscal year. Payments that we made under
the 2007 RSA and 2009 RSA impact the 90/ 10 Rule calculation by reducing the amount of cash receipts from sources other than Title IV Programs and total
cash receipts. As a resu lt o f the Consolidation, disbursements of the private education loans that we rece ived under the PEAKS Program are no longer
considered cash proceeds from external sources for purposes of determining total cash receipts in the 90/10 Rule calculation. The amount of payments
received by the PEAKS Trust from borrowers is included, however, in both the tota l receipts component and the cash receipts from sources other than Title IV
Programs component of the 90/10 Rule calculation. In our 2013 and 2012 fiscal years, none ofour institutions derived more than approximately 83% of its
revenue from Title IV Programs under the 90/ 10 Rule calculation. In the aggregate, we derived approx imate ly 82% of our revenue in 2013 and 80% of our
revenue in 20 12 from Title IV Programs under the 90/ IO Rule calculation. Cash receipts from Title IV Programs as a percentage of our total cash receipts were
approximately 83% in 2013 and 80% in 20 12.
Federal regulations affect the timing of our receipt and disbursements ofTitle IV Program funds. These regu lations require institutions to disburse all
T itle IV Program funds by payment period. For most of our campuses, the payment period is an academic term. Our campuses generally disburse the first
installment of an FOL program loan to a first-year undergraduate student who was a first-time botrnwer 30 or more days after the student begins his or her
education program. We d isburse Title JV Program funds to other students en rolled in education programs ten days before the start of each academic term.
During the foutth quarter of2012, we introduced an institutional scholarsh ip program, called the Opportunity Scholarship, which is intended to help
reduce the cost of an ITT Technical Institute education and increase student access to our programs of study. Begin ning with the June 20 13 academic quarter,
the Opportunity Scholarship was being offered to students at all of the ITT Technical Inst itute campuses. As a result ofour institutional scholarships and
awards granted in 2013, we received minimal cash payments from private education loan lenders related to our students' cost of education in 2013.
As an inst itutional scho larship, in addition to us not receiving any cash payment when amounts are awarded under the Opportunity Scholarship,
students are not obligated to make payments to us of amounts awarded under the Oppo1tunity Scholarship and, therefore, the amounts receivable from
students to us, as well as our revenue, d ecreased in 20 13, as we began awarding the Opportunity Scholarship at all of our ITT Technical Inst itute campuses.
The Oppo1tunity Scholarsh ips awarded in 2013 and, to a lesser extent, other factors had the effect ofreducing our Core Operations revenue per student by
ap proximately 5.0 percent in 2013 compared to 2012.
In the year ended December 31, 2013, we made guarantee payments under the RSAs and Payments on Behalf of Borrowers of$ I 6.6 mi llion and
recovered $0.1 million related to the RSAs. We paid $46.0 million in January 2013 to sell le the liti gation and absolve us from any further guarantee
obligations under the 2007 RSA. In March 20 14, we paid $40.0 million pursuant to a letter agreement, dated as of March 17, 20 14, that we entered into with
the tnistee under the PEAKS Program and the ho lders of the PEAKS Senior Debt (the "Letter Agreement"). In accordance with the tem1s of the Letter
Agreement, the $40.0 million is considered to be a payment under the PEAKS Guarantee. See"- Private Education Loan Program Obligations." for a futther
discussion of the Letter Agreement.
ln addition to the $40.0 million payment, we made guarantee and other payments of$ I 02. I million and recovered $0.7 million related to the RSAs in
the nine months ended September 30, 2014. We estimate that we could make guarantee payments related to the RSAs in the three months ended
December 3 1, 2014 of approximately $67.4 million, which includes the $50.0 million payment we made on October 9, 2014. We believe that recoveries of
charged-off loans that we expect to recover in the three months ended December 3 1, 2014 could be approximately $0.3 million. See"- Private Education
Loan Program Obligations" and Note I 3 - Debt and Note I 6 - Commitments and Contingencies of the Notes to Consolidated Financial Statements, for a
further discussion of the RSAs and contingent liabilities.
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The PEAKS Trust's a bility to service the PEAKS Senior Deb t is based on payments received from borrowers on the PEAKS Trust Student Loans and
collections on the PEAKS Trust Student Loans that have defaulted. To the extent that those payments and collections from borrowers on the PEAKS Trust
Student Loans are not sufficient to service the PEAKS Senior Debt, we are required to make payments under the PEAKS Guarantee. Based on various
assumptions, including the historical and proj ected perfom,ance and collection of the PEAKS Trust Student Loans, we bel ieve that we will make payments
under the PEAKS Guarantee (re lated to the PEAKS Senior Debt and the othe r items that we guarantee) of approx imately $164.0 million in 2014,
approximately $9.2 million in 2015 and approximately $40.8 million in January 2020, when the PEAKS Senior Debt matures.
Our Consolidated Balance Sheet as of December 31, 2013 included the assets and liabilities of the PEAKS Trust. The assets of the PEAKS Trnst can
only be used lo satisfy the obligations of the PEAKS Trnst. We have significant payment obligations under the PEAKS Guarantee. See"- Private Education
Loan Program Obligations" and Note 16 - Commitments and Contingencies of the Notes to Consolidated Financial Statements, for a further discussion of our
obligations under the PEAKS Guarantee.
We made guarantee payments of $4.4 million and recovered $0.7 mill ion related to the 2009 RSA in the nine months ended September 30, 201 4 , and
estimate that we could make guarantee payments of$4.6 mill ion and recover $0.3 million under the 2009 RSA in the three months ended December 31,
2014. See"- Private Education Loan Program Obligations" for a forth er discussion of the proj ected guarantee payments under the 2009 RSA for periods
after 20 14.
Jn addition, we are required to submit the ED Letterof Credit in the amount of$79.7 million on or before November 4 , 20 14. Under the Amended
Credit Agreement, the aggregate commitment of the lenders is $135.0 million and the po1tion of the aggregate commitment that may be used by us for letters
of credit is $85.0 mill ion. If, however, we have not caused the issuance of the ED Letter of Credit by November 15, 20 14, the aggregate commitments oft he
lenders will be reduced to $ 100.0 million. We are required to provide cash collateral in an amount equal to I 09% o f the face amoun t of the ED Letter of
Credit and in an amount equal to I 03% of the face amount of all other lellers of credit. See "- Fi,w11ci11g," for a discussion of the Amended Credit
Agreement. Based on the required amount of the ED Letter of Credit and other letters of credit outstanding as of the date of th is fi ling, the amount of the cash
collateral that we will have to p rovide is approximately $89.3 million.

Operatio11s. Net cash flows from operating activities decreased $29.9 million to $77 .7 million in the year ended December 3 1, 2013 compared to
$ I 07.6 million in the year ended December 31, 20 12 . The decrease in net cash flows from operating activities was primarily due to a decrease in funds
received as a result o f lower student enrollments and the $46.0 million payment that we made to settle the litigation and absolve us from any forther
obligations under the 2007 RSA. The decrease was partially offset by lower income tax and compensation -related payments.
Accounts receivable less allowance for doubtful accounts was $99.5 mill ion as of December 31,20 13 compared to $78.9 mi ll ion as of Decemb er 31,
2012. Days sales outstanding increased 9 .1 days to 32.7 days at December 3 1, 2013 compared to 23.6 days at December 31, 20 12 . Our accounts receivable
balance and days sales outstanding at December 3 1, 20 13 increased primarily due to , in o rder of sign ificance:
an increase in internal student financing as a result ofa decrease in the amount of funds received from private education loans made to
our st,1dents by third-party lenders and less than fu ll utilization of the Opportunity Scholarship by our students (see "- Stude11t
Financing Update"); and
to a lesser extent, changes imp lemented to the Pell program that eliminated multiple awards in a 12-month period and adj usted the
lifetime limits, both of which began to impact our students in 2012.
The amount of scholarsh ips and other awards p rovided to our students increased 158 .9% to $ 172.2 million in 2013 compared to $66.5 million in 2012.
In the yea r ended December 31, 2012, net cash flows from operating activities decreased $28 1.1 million to$ I 07 .6 million compared to $388.7 million
in the year ended December 31, 2011, primaiily due to:
lower student enrollments; and
a significant decrease in the amount offimds rece ived from private education loans made to our stud ents by third-party lenders (see
"- Stude11t Fi11a11cing Update").

/11vesti11g. In the year ended December 31 , 20 13, we spen t $0.7 mill ion to renovate, expand or construct buildings compared to $ 1.0 million in 2012
and $ 4. 1 million in 2011 .
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Capital expenditu res, excluding facility and land purchases and facility constru ction, totaled $4.5 million in 2013, $17.2 million in 2012 and $26.9
mi llion in 20 11. These expenditures consisted primarily of classroom and laborato,y equipment (such as computers and electronic equipment), classroom and
office furniture, software and leaseho ld improvements.
In the year ended Decembe r 31, 20 12, approximately $148.0 mil lion of investments, net of purchases during the year, matured or were sold. We did not
hold any investments as of December 3 1, 20 13 o r 2012. We a lso spent $7 .2 million in 2013 to acquire all oft he membership interests of Cable Holdings. See
Note 4 - Acquisitions of the Notes to Conso lidated Financial Statements, for a more detailed discussion of the acquisition.
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We plan to continue to upgrade and modify, whether by expansion or reduction, the space of our current faci lities, and upgrade equipment du1ing
20 14. Cash generated from operations is expected to be sufficient to fund our capital expenditure requirements.

Fi11anci11g. On March 2 1, 20 12, we entered into a credit agreement (the "Credit Agreement") that provided for a $325.0 mill ion senior revolving credit
facil ity. We entered into amendments to the Credit Agreement on March 31, 2014, May 29, 2014, June 30, 2014 (the "Third Amendment"), July 30, 20 14
(the "Fourth Amendment") and September 15, 20 14 (the " Fifth Amendment"), and we entered into a Consent to Credit Agreement, which is effective upon
the del i very by us to the lenders of our audited consolidated financial statements included in this Annual Report on Form I 0-K (the "Consent"). The Credit
Agreement, as so amended and including the Consent, is referred to herein as the " Amended Credit Agreement." The Amended Credit Agreement has a
maturity dateofMarch 21,2015.
A portion of the borrowings under the Credit Agreement were used to prepay the entire outstanding indebtedness u nder a prior cred it agreement which
was tenninated on March 2 1, 2012. In addition to the prepayment of the outstanding indebtedness under the prior credit agreement, borrowings under the
A.mended Credit Agreement are used for general corporate purposes.
Under the Amended Credit Agreement, the aggregate conunitmen t of the lenders, effective June 30, 2014, is reduced to $135 .0 million, and the portion
of the commitments available for letters of credit is increased from $25.0 million to $85.0 million. Certain letters of credit in an aggregate amount of
ap proximately $2.4 mill ion previously issued by JPMorgan Chase Bank, N.A. are deemed to be letters of credit issued pursuant to the Amended Credit
Agreement. lfwe have not caused the issuance o f the ED Letter of Credit by November 15, 201 4 , the aggregate commitmen ts of the lenders will be reduced to
$100.0 million. In addition, the commitments of the lenders under the Amended Credit Agreement will be reduced to the extent that borrowings are repaid by
us using p roceeds from certain types of tran sactions specified in the Fourth Amendment and the Fi f:lh Amendment, as described forth er below.
Bon-owings under the Amended Credit Agreement bear interest, at our option, at the London Interbank Offered Rate ("LIBOR") plus an ap plicable
margin or at an a lternati ve base rate, as defined under the A.mended Credit Agreement, pl us an appli cable margin. The applicable margin for bon-owings
under the Amended Credit Agreement is detennined based on the ratio ofour total Indebtedness (as defined in the Amended Credit Agreement and which
primarily includes outstan ding bon-owings, recorded con tingent liabilities related to our guarantee obl igations, lelters of credit and sure ty bonds) to EB lTDA
(as defined in the Amended Credit Agreement) (the " Leverage Ratio" ) as of the end of each fiscal quarter. We a lso pay a commitment fee on the amount of the
unutilized commitments under the Amended Credit Agreement. The amount of the commitment fee is detennined based on the Leverage Ratio as of the end
of each quarter. The effective interest rate on our borrowings was approx imate ly:
3 .60% per annum in the year ended December 31, 2013;
2.40% per annum in the year ended Decembe r 31, 20 12; and
1.20% per annum in the year ended December 31, 20 11.
The commitment fee under the Amended Credit Agreement was 0 .40% as ofDecember3 I , 2013.
In addition to the participation fee required to be paid by us pursuant to the original tenns of the Cred it Agreement related to letters ofcredit, which
acc,ues at the same rate used to determine the interest rate applicable to Eurodollar Revolvi ng Loans (as defined in the Amended Credit Agreement), the Fifth
Amendment provides that an additional participation fee is required to be paid by us related to the ED Letter o f Credit, which will accrue at a ticking fee rate
on the average daily amount of the lenders' letter of credit exposure with respect to the ED Letter of Credit. The ticking fee rate is defined as:
0.00% per annum for th e period from September 15, 20 14 through and including March 2 1, 2015;
1.00% per annum for th e period from March 22, 2015 through and including March 21, 2016;
2.00% per annum for the period from March 22, 2016 through and including March 2I ,2017;
3 .00% per annum for the period from March 22, 2017 through and including March 21, 201 8;
4 .00% per annum for the period from March 22, 2018 through and including March 21, 2019; and
5.00% per annum for th e period from March 22, 2019 through November 15, 20 19 .
The Amended Credit Agreement contains, among other things, covenants, re presentations and warranties and events of d efault customary for credit
facilities. We are required to maintain compliance with a maximum Leverage Ratio, a minimu m fixed charge coverage ratio, a min imum liqu idity amount,
and several covenants related to the ED's regulations. We were in compliance with those covenants as of December 31, 2013, after giving effect to the Third
Amendment and the Fourth Amendment. The Third Amendment provides that noncompliance with the Leverage Ratio as of the end of the fiscal quarters
ending March 3 1, 20 13, June 30, 20 13 and September 30, 2013, and noncompliance with the fixed charge coverage ratio as of the end of the fiscal qua1ters
endin g March 3 1, 20 13, June 30, 20 13, September 30, 2013, and December 3 1, 2013 (in each case, before g ivi ng effect to the Third Amendment) have been
waived by the lenders. In addition, among other things, the Third Amendment, the Fourth Amendment, the Fifth Amendment and the Consent, taken
together:
provided that our consolidated financial statements (and related certificates) as of and for the fiscal year ended December 3 1, 2013, did
not have to be fumished by us to the lenders until October 15, 20 14;
provide that our condensed consolidated financial statements (and related certificates) as of and fo r the fi scal quarter ended March 31,
2014, do not have to be furnished by us to the lenders until November 15, 2014;
provi de that our condensed consolidated financial statements (and related ce1tificates) as of and fo r the fi scal quarter ended June 30,
20 I 4, do not have to be furnished by us to th e lenders unti l November 15, 20 I 4;
provide that our condensed consolidated financial statements (and related ce1tificates) as of and fo r the fi scal quarter ended September
30, 20 I 4 , do not have to be thrnished by us to the lenders unti l Decembe r 15, 2014;
amend certain covenants to allow for the Consolidation beginning on February 28, 2013, and for other factors; and
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The Amended Credit Agreement:
is secured by a pledge of the equity i nterests of our subsi diaries;
is guaranteed by one of our subsid iaries;
is secured by security interests in substantially all of our personal property and the personal property of the subsidiary guarantor; and
is secured by the Mortgaged Property.
The Fourth Amendment provides that an event of default under the Amended Credit Agreement will occur, if, among other things, the ED imposes a
delay of more than five days in our receipt of Title IV Program funds. The Fifth Amendment provides that an event of default under the Amended Credit
Agreement will occur if, among other th ings, we do not engage a financial adv isor acceptab le to the administrative agent before November 15, 20 14 (or
another date not later than December 15 , 2014, if acceptable to the administrative agent). Based on our discussions with the administrative agent, we
understand that the financial ad visor wou ld be retained to assist us in our ongoing efforts to identify and secure a lternative financ ing .
The Fifth Amendment provides that the ED Letter of Credit will not be issued un less we have previously delivered certain real estate due di ligence
items related to the Mortgaged Property. In addition, the Fifth Amendment allows for the ED Letter of Credit, if issued, to have a tem1 ending not later than
November 15,20 19.
Under the Amended Cred it Agreement, we are required to provide cash collateral (in an amount equal to I09% of the face amount of the ED Letter of
C redit and I 03% of the face amount of all other lellers of credit) for any letter of credit issued under the Amended Credit Agreement:
after July 30, 2014, immediately upon issuance, except for the ED Letter of Credit, for which cash collateral is not required, until the
earlier of December 3 1, 2014 or when net cash proceeds are received from ce1t ain transactions described in the next paragraph; and
before Ju ly 30, 2014, by the earlier of December 3 1, 20 14 or when net cash proceeds are received from certain transactions described in
the next paragraph.
All amounts posted as cash collateral for letters of credit will be treated as cash for puiposes of determin ing our comp liance with the minimum liquidity
covenant of the Amended Credit Agreement.
Under the Fourth Amendment and the Fifth Amendment, in the event that any net cash proceeds are received by us or a material subsidiary of ours in
connection with any sale, transfer, lease or other disposition of the Mortgaged Property, including in connection with any sale and leaseback transaction, any
mortgage financing or similar transaction wi th respect to the Mortgaged Property or the incurrence by us of i ndebtedness that is not pennitted under the
Amended Credit Agreement, those net cash proceeds will:
first, be delivered to the administrative agent in order to cash collateralize all then outstanding letters of credit under the A.mended Credit
Agreement, until such time as the administrative agent holds cash collateral equal to I 09% of the face amount of the ED Letter of Cred it
and I 03% of the face amount of all other letters of credi t, or if the ED Letter of Cred it has not yet been issued when the net cash proceeds
are received, to be held by the administrative agent until the issuance of the ED Letter of Credit and application of the proceeds to cash
collateral; and
second, be used to repay outstanding borrowings under the Amended Credit Agreement, which repayments will be accompanied by a
co1responding pro rata reduction of the commitment of each lender under the Amended Credit Agreement.
The Fourth Amendment also implements additional restrict ions on us, including, without limitation:
the exception to the limitation on asset dispositions not otherwise pennitted under the Amended Cred it Ag reement is reduced from $75.0
mill ion in the aggregate during the term of the Amen ded Credit Agreement lo $5.0 mil lion in the aggregate durin g the period from
July 30, 2014 through the remaining term of the Amended Credit Agreement, and all of those asset dispositions must be for fair market
va lue and an adequate cash purchase consideration, as reasonably detennined by the administrative agent, provide.d that those
limitations do no t apply to an asset disposition of the Mortgaged Property, if that asset disposition generates net cash proceeds ofat least
75% of the appraised value of that Mo1tgaged Property;
in addition to the existing li mitation on sale and leaseback transactions that the net cash proceeds received therefrom may not exceed
$ 125.0 mill ion in the aggregate during the tenn of the Amended Credit Agreement, any sale and leaseback transaction must be for fa ir
market value and an adequate cash purchase consideration, as reasonably determined by the administrative agent, provided that any sale
and leaseback transaction of the Mortgaged Property wil l be deemed to be fo r fair market value and an adequate cash purchase
consideration, if it generates net cash proceeds ofat least 75% of the appraised value of that Mo11gaged Property;
the permitted indebtedness consisting of secured indebtedness a t any time outstand ing (and not otherwise pennitted by the Amended
Credit Agreement) is reduced from $25.0 million to $5.0 million in aggregate principal amount; and
permilled liens to secure indeb tedness, obligations and/or liabilities at any one time outstanding (which liens a re not otherwise permitted
by the Amended Credit Agreement) may not secure debt in excess of$5.0 million in aggregate principal amount, reduced from the
original $25.0 mill ion.
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If any collateral is so ld in a transaction pem1itted under the Amended Credit Agreement or is financed by indebtedness pem1itted under the Amended
C redit Agreement, the administrative agent will release the mortgage or other security i nterest in that collateral.
As of December 3 1, 2013, the outstanding bo1TOwings under the Amended Credit Agreement totaled $50.0 mi ll ion and were classified as a current
liability, because we believed it was probable that we wou ld not be in compliance with certain covenants under the Amended Cred it Agreement during tbe
12 months following December 31, 2013. Ifwe a re not in compliance with one o r more covenants and are unable to obtain a waiver of our noncompliance or
an amendment to the Amended Credit Agreement that would allow us to be in comp liance with those covenants or otherv.rise not be in default under th e
Amended Credit Agreement, the lenders would have various remedies, inc luding:

the lending commitments under the Amended Credit Agreement may be tem1inated;
our ability to request th e issuance of letters of credit and to obtain amendments, extensions or renewals of letters of credit already issued
under the Amended Credit Agreement may be terminated;
all then outstanding borrowings and other amounts owed under the Amen ded Credit Agreement may be declared immediately due and
payable; and
we coul d be requi red to provide cash collateral (in an amount equal to I 09% of the face amount of the ED Letter of Credit and I 03% of
the face amount of all other letters of credit) for our ob ligations with respect to any outstanding letters ofcredit, if that cash collateral has
not already been posted.
In the event that we or our subsidiary guarantor do not pay in foll, upon demand , all of our outstanding borrowings and other amounts owed under the
Amended Credit Agreement or we, or our subsidiary guarantor, do not provide, upon demand , the cash collateral for our letter of credit obligations, the
lenders would be entit led to recourse agai nst the collateral security, including the Mortgaged Property, that we and our subsidiary guarantor have provided,
in order to obtain payment of amounts we owe or are required to p rovide as cash collateral.
For the pe riod February 28, 20 I 3 through December 3 I, 20 I 3, we have consolidated the PEAKS Tmst in our consolidated financial statements. See
Note IO - Variab le Interest Entities of the Notes to Consolidated Financial Statements, for a fon her discussion of the Conso lidation. In January 20 I 0, the
PEAKS Trust issued PEAKS Senior Debt in the aggregate principal amount of$300.0 mill ion to in vestors. The PEAKS Senior Debt matures in January 2020
and bears in terest at a variab le rate based on the LIBOR, plus a 550 basis point margin. The minimum LIBOR rate applied to the PEAKS Senior Debt cannot
be less than 2 .00%. There a re no schedu led principal repaymen t requirements for the PEAKS Senior Debt pri or to the January 2020 maturity date. Under the
tenns of the PEAKS Program documents, however, amounts received on a month ly basis by the PEAKS Trust that exceed the fees and expenses o f the PEAKS
Trust then due and the interest then due on the PEAKS Senior Debt are to be paid to reduce the outstand ing principal balance of the PEAKS Senior Deb t. We
est imate that the amounts received in 20 14 by the PEAKS Tmst from PEAKS Trust Student Loan borrowers that could be used to reduce the outstanding
principal balance of th e PEAKS Senior Debt, wi ll not be material. The assets of the PEAKS Trust (which include, among other assets, the PEAKS Trust
Student Loans) serve as collateral for, and are intended to be the princ ipal source of, the repayment of the PEAKS Senior Debt. Payment of the PEAKS Senior
Debt may be accelerated by the inden ture trustee of the PEAKS Trust or by the holders of the PEAKS Senior Debt in response to ce1tain events of default
under the PEAKS Indenture, includin g, among other things:
a payment defau lt by the PEAKS Trust;
a default in the performance or observation of the PEAKS Trust's covenants, agreements or conditions under the PEAKS Indenture;
a breach of our ob ligations under the PEAKS Guarantee; and
certain bankruptcy events with respect to the PEAKS Trust or us .
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An acceleration of the payment of the PEAKS Senior Debt wou ld result in an acceleration ofour ob ligation to pay the fu ll amount of the PEAKS Senior Debt

pursuant to the tenns of the PEAKS Guarantee, if the PEAKS Trust was not able to make that payment (and we believe that it is un likely that the PEAKS Trust
would be able to make that payment). The acceleration of our obligation to pay the full amount of the PEAKS Senior Deb t, and/or our inabil ity to make that
payment, could result in cross-defaults under the Amended Credit Agreement.
The PEAKS Trust must maintain a min imum required Asset/Liabil ity Ratio. The minimum requ ired Asset/ Liability Ratio is l .05/1 .00. The applicable
required Asset/Liability Ratio as of each monthly measurement date, however, is based on our comp liance, as of the prior quarterly measurement date, with
certain metrics specified in the PEAKS Program documents, includi ng maximum leverage ratios and min imum liqu idity amounts. Ifwe are not in compliance
with those metrics as of the end ofa fiscal quarter, the required Asset/Liability Ratio increases to l .40/1 .00, until the monthly measurement date following
the end ofa succeeding quarter at which we are in compliance with those metrics. As a result of the Consol idation and other factors, we were not in
compliance with those metrics as of December 31, 2013, and we do not expect to be in comp liance with those metrics prior to December 31, 2014.
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If the amount of the assets of the PEAKS Trust does not equal or exceed the outstanding PEAKS Senior Debt by the app licable required Asset/Liability
Ratio on a month ly measurement date, we are required to make a payment under the PEAKS Guarantee in an amount that would reduce the outstand ing
principal balance of the PEAKS Senior Debt to the extent necessa1y to cause the ratio of the assets of the PEAKS Trust to the resulting outstanding PEAKS
Senior Debt to equal or exceed the applicable required Asset/Liab ility Ratio. See Note 16 - Commitments and Contingencies of the Notes to Consolidated
F inancial Statements, for a further discussion of the PEAKS Guarantee.
As a consequence of the restatement of our unaudited condensed consolidated financial statements in our Quarterly Reports on Form I 0 -Q for the fiscal
quarters ended March 31, 2013, June 30, 2013 and September 30, 20 13, certain quarterly reports that we were requ ired to deliver to the indenture trustee of
the PEAKS Trust under the PEAKS Guarantee were inaccurate. We delivered corrected quarterly reports to the indenture trustee on October 9, 2014. Ifwe had
delivered accurate quarterly reports, or with respect to periods in 2014 through June 30, 201 4 , delivered quarterly repo rts, to the indenture trustee of the
PEAKS Trust, we believe the indenture trustee would have made payment demands begin ning in April 2013, requiring us to make additional payments under
the PEAKS Guarantee totaling approx imate ly $60.3 mil lion in the aggregate, in order to maintain an Asset/ Liability Ratio of I .40/ 1.00. On October 9, 20 14,
we made a g uarantee payment of$50.0 million, which payment, along with other payments that we have made to the PEAKS Trust in recent months, included
amounts that would have become due between April 20 I 3 and September 2014, had we delivered accurate quarterly reports. The delivery of inaccurate
quarterly reports constituted a breach of the PEAKS Guarantee and an event of default under the PEAKS Inden ture. In the event of a defau lt under the PEAKS
Inden ture, the payment of the ent ire amount of the PEAKS Senior Debt could be accelerated, which wou ld trigger our obligation lo pay the full amount of the
PEAKS Senior Debt pursuant to our obligations under the PEAKS Guarantee, additional remedies could be sought against us and there could be a crossdefault under the A.mended Credi t Agreement, any of which would have a material adverse effect on our results ofoperations, financial condition and cash
flows. We believe that the delivery of the corrected quarterly reports and making the additional guarantee payments sat isfied our obligations under the
PEAKS Guarantee with respect to these matters and cured the event of default under the PEAKS Indenture. We cannot predict, however, whether th e holders
of the PEAKS Senior Debt will assert other b reaches of the PEAKS Guarantee b y us o r assert that any breach of the PEAKS Guarantee or event of default under
the PEAKS Indenture was not properly cured.
We estimate that we have made, and will make, payments under the PEAKS Guarantee of approx imate ly $159.5 million in the year ending December
31, 20 14 to cause the PEAKS Trust to maintain the app licable required Asset/Liability Ratio . That estimated amount incl udes the:
$40.0 mil lion that we paid in March 2014 pursuant to the Letter Agreement, which was applied primari ly to make a mandatory
prepayment of the PEAKS Senior Debt (see Note I 0 - Variable Interest Entities of the Notes to Conso lidated Financial Statements, for a
further discussion of the Letter Agreement);
payments totaling approximatel y $5 1.7 million tha t we made from July 2014 through September 20 14 to satisfy our obl igations under
the PEAKS Guarantee with respect to the increased .minimum required Asset/Liability Ratio in prior periods; and
$50.0 mil lion that we paid in October 2014, as described i n the immediately preceding paragraph.
T he amount of the assets of the PEAKS Trust for purposes of comp uting the Asset/Liability Ratio was $282.0 million as of December 31, 20 13 and
$2 I 1.6 mill ion as of June 30, 2014. The o utstanding principal balance of the PEAKS Senior Debt was approximately $255.6 mil lion as of December 3 I, 20 I 3
and $2 I 4 .5 million as of June 30, 2014. The carrying value of the PEAKS Senior Debt as was approximately $229.2 million as of December 3 1, 2013 and
$ 190.9 mill ion as of June 30, 2014. We recorded $157 .9 mil lion of the total carrying value of the PEAKS Senior Debt as a current liability as of December 3 1,
20 13, which represented our estimate of the amount of the carrying value that would have been due in the 12 months following Decemb er 31, after giving
consideration to the effects of the restatement, as described above . The PEAKS Senior Debt was recorded on our consolidated balance sheet as offebruary 28,
20 13 at its estimated fair value on tha t date, which was approximately $226.1 million. The outstanding principal balance of the PEAKS Senior Debt as of
February 28, 2013 was ap proximately $257.5 million. The $31.4 mil lion difference between the estimated fair value and the outstanding principal balance of
the PEAKS Senior Debt as ofFebruary 28, 2013 was recorded as an accrued discount on our consoli dated balance sheet and wi ll be recognized as Interest
expense in our Consolidated Statements oflncome using an effective interest rate method over the tenn of the PEAKS Senior Debt. The effective interest rate
on the PEAKS Sen io r Debt was approximate ly 9.90% per annum i n th e year ended December 3 1, 20 13. We recognized interest expense on the PEAKS Senior
Debt of$2 l .3 million in the year ended December 3 1, 2013, wh ich included approximately $4.9 mill ion of discount accretion.
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Under the Repurchase Program, our Board of Directors has authorized us to repurchase shares of our common stock in the open market or through
privately negotiated transactions in accordance with Rul e I Ob-1 8 of the Exchange Act. The following table sets forth our sh are repurchase acti vity in the
periods indicated:
Year Ended December 31,
201 2

2013

Repurchase authorization at beginn ing of period
Additiona l repurchase authorization
Number of shares repurchased
Repurchase authorization at end of period

7,771,025

0
0
7,771,025

Total cost of shares repurchased (in millions)
Average cost per share

$
$

0 .0
0.00

20 11

5,796,725
5,000,000
(3,025,700)
7,77 1,025
$
$

207.9
68.72

4,836,725
5,000,000
(4,040,000)
5,796,725
$
$

282.7
69.98

Approximately 7 .8 mill ion shares remained available for repurchase under the Repurchase Program as of December 31, 2013.
There were no proceeds from the exercise of stock options in the year ended December 31, 2013 compared to $8.4 mill ion in the year ended
December 3 1, 2012 and $5.6 million in the year ended December 31, 2011. Excess tax benefits from the exercise of stock options were $0.0 million in the
year e nded December 3 1, 20 13 compared to $ I .4 million in the year ended Decembe r 31, 20 12 and$ I .2 million in the year ended December 3 1, 20 I I.
Based on our current projections, we believe that cash generated from operations will be sufficient for us to satisfy our RSA payments, letters ofcredit
cash collateralization, working capi tal, loan repayment and capital expenditure requ iremen ts over the 12-month period follov,ring the date that this Annual
Report on Form I 0-K was filed with the SEC. We also believe that any reduction in cash and cash equivalents that may result from their use to make
payments under the RSAs, provide cash col lateral for letters of credit, constnict fac ilities or repay loans will not have a material adverse effect on our
expansion plans, planned capital expenditures, abi lity to meet an y applicable regulatory financial responsibility standards or abil ity to conduct normal
operations over the 12-month period following the date that this Annual Repo1t on Fonn I 0-K was filed with the SEC. Our projections, however, are
est imates, which are based on numerous assumptions and, the refore, may not prove to be accurate or reliable and involve a number of risks and uncertaint ies.

Student Fi111111ci11g Update. Du1ing the fou1th quarter of2012, we introduced an insti tutional scholarship program, called the Opportunity Scholarship,
which is intended to help reduce the cost of an ITT Technical Institute education and increase student access to our programs of study. As of June 30, 20 13,
the Opportunity Scholarship was being offered to students at all of the ITT Technical institute campuses. We believe that the Oppottunity Scholarship has
and will continue to reduce our students' need and use of private education loans, as well as decrease the i nternal student financing that we prov ide to our
students. As an institutional scholarship, our revenue is reduced by the amount of the Opportunity Scholarship awarded. In addition, no cash payments are
received and stude nts are not obl igated to make payments to us of the amounts awarded under the Opportunity Scholarship. We believe that the amounts
receivable from students to us will decrease in future periods as more students utilize the Opportunity Scholarship, instead of internal student financing.
Our revenue decreased in the year ended December 31, 20 13 compared to th e prior year, pattially as a result oft he increase in institutional scholarships
and awards provided to our students. As a result of the increase in institutional scholarships and awards, our revenue decreased $ 108.3 million in the year
ended December 31, 2013 compared to the year ended December 3 1, 2012. The increase ia institutional scholarshi ps aad awards in the year ended
December 3 1, 2013 was primarily due to the introduction of the Opportunity Scholarship at the vast majority of the ITT Technical Institute campuses in the
academic qua1ter than began in March 20 13.
We beli eve that the amount of institutional scholarships that we expect to award in 20 14, and, to a lesse r extent, other factors will have the e ffect of
reducing our Core Operations revenue per student in 20 14 compared to 2013.
In 2013 and 20 12, we increased the amount of internal student financing that we provided to our students. The internal student financing that we
provide to our students consists ofnon-interest bearing, unsecured credit extended to our studen ts and is inc luded in Accounts receivable, net on our
Consolidated Balance Sheets. As of December 31, 2013, our accounts receivable less allowance for doubtful accounts increased $20 .6 mill ion, or 26.1 %, to
$99.5 million compared to $78.9 mill ion as of December 31, 20 12, primarily due to:
the inc rease in the amount ofintemal financing that we provided to our students s ince the private educati on loan programs expired in
20 I I; and
less than full utilization of the Opportunity Scholarship by our students.
The internal student financing provided to a student is generally due and payable by the student at the end of the student 's academic year (which is
generally nine months) or enrollment, whichever occurs first. Both the delay in our receipt of internal studen t financing payments compared to our receipt of
private education loan proceeds and the increased amount of internal student financing that we provide to our students have negatively impacted our
liquidity and cash flows from operating activities. The increased amoun t of internal student financing that we have provided to our studen ts has also exposed
us to greater credit risk. In addition, we have the ri sk of collection with respect to our internal student financing which resulted in an increase in our bad debt
expense as a percentage of revenue in the year ended December 31, 20 13 to 6.3% compared to 4.4% in the year ended December 31 , 2012. The I 0.5-day
increase in our days sales outstanding to 34.3 days at December 3I , 20 13 compared to 23.8 days at December 3 1, 20 12 was primari ly attributable to:
the increase in intemal student financing caused by a decrease in the amount of funds received from private education loans made to ou r
students by third-party lenders and less than full utilization of the Opportunity Scholarship by our students; and
to a lesser extent, changes imp lemented to the Pell program that eliminated multiple awards in a 12-month period and adjusted the
lifetime limits, both of which began to impact our students in 2012.
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We plan to continue offering the Opportunity Scholarship and other scholarships which we believe will reduce the amount ofintemal student
financing that we provide to our students. The increased use of institutional scholarships and awards by our students and any additional internal student
financing provided to our students could result in a continuation of the adverse factors that are described a bove, incl uding a material adverse effect on our
financia l condition and cash flows.
Contractual Obligations
The fol lowing table sets forth the specified contractual obligations as of December 31, 2013:
Payments Due by Period
Less than
1-3
3-5
Contractual Obligations

Total

I Year

$1 56 ,047
53,296
295,338
130,847
$635,528

$ 44,714
2,474
176,907
9,009
$233,104

Years

Years

More than
5 Years

$ 32,366
0
26,523
91,527
$ 150,416

$ 12,446
0
55,631
0
$ 68,077

(ln thousa nds)

Operating lease obligations
Debt under Amended Credit Agreement (a)
PEAKS Trust senior debt(b)
Claims and contingencies-2009 RSA(c)
Total
(a)

(b)

(c)

$ 66,521
50,822
36;277
30,311
$ I 83,93 1

The Debt under Amended Credit Agreement represents the borrowings under the Amended Credit Agreemen t and assumes that the $50.0 million
outstanding balance under the Amended Credit Agreement as of December 31, 2013 will be outstanding at all times through the date of maturity. The
amounts shown include the principal payments that will be due upon maturity as well as interest payments and commitment fees. Interest payments and
commitment fees have been calculated based on thei r schedu led payment dates using the interest rate charged on our bonmvings and the rate charged
on unuti lized commitments as ofDecember3 I,2013.
The PEAKS Trust senior debt represents the PEAKS Senior Debt issued by the PEAKS Tmst. Beginning on February 28, 20 I 3, the PEAKS Trust was
consolidated in our consolidated financial statements, and the PEAKS Senior Debt was included on our Conso lidated Balance Sheet as of
December 3 I, 20 I 3. There is no separate liability recorded on our Conso lidated Balance Sheet as of December 31 , 20 13 for the PEAKS Guarantee,
because this liability was eliminated upon the Consolidation. We do, however, have significant payment obligations under the PEAKS Guarantee, as
further discussed under "- Private Education Loan Program Ob ligations." See also Note IO - Variabl e l.nterest Entities and Note 16 - Commitments
and Contingencies of the Notes to Consolidated Financial Statements, for additional infonnation on the PEAKS Guarantee and the Consolidation. The
assets of the PEAKS Trust serve as collateral for, and are intended to be the principal source of, the repayment of the PEAKS Senior Debt. There are no
scheduled principal repayment requ irements for the PEAKS Senior Debt prior to the January 2020 maturity date. The amounts shown in the above table
represent our estimate of the total PEAKS Senior Debt interest and principal payments that may be made by the PEAKS Trust in the periods indicated.
We estimated the interest due on the PEAKS Senior Debt in each of the periods based on our estimate of the outstanding balance of the PEAKS Senior
Debt du1ing those periods. Interest payments have been calculated using the interest rate charged on the PEAKS Senior Deb t as of December 31, 20 13 .
We estimated the amount of PEAKS Senior Debt principal payments in each of the periods based on an est imate oft he excess cash flows generated by
the PEAKS Tnist. Cash flows generated by the PEAKS Tmst in any month that exceed the amounts needed to pay various administrative fees and
expenses and the interest due on the PEAKS Senior Debt for the month must be appl ied to reduce the outstanding balance on the PEAKS Senior Debt.
We a lso considered whether any payments would be required to be made under the PEAKS Guarantee in order to maintain the required Asset/Liab ility
Ratio. Payments made under the PEAKS Guarantee to maintain the required Asset/Liability Ratio reduce the amount of the outstanding PEAKS Senior
Debt and have been included as principa l payments in the above table. ln order to estimate the PEAKS Senior Debt interest and principal payments
shown a bove, we made certain assumptions regarding the timing and amount of the cash flows generated by the PEAKS Trust. The cash flows of the
PEAKS Tmst are dependen t on the perfonnance of the PEAKS Tmst Student Loans and, therefore, are subject to change. See Note IO- Variab le Interest
Entities, Note 13 - Debt and Note 16 - Commitments and Contingencies of the Notes to Consolidated Financial Statements, for a further discussion of
the PEAKS Senior Debt and PEAKS Guarantee.
The $130.8 million in the Claims and contingencies-2009 RSA li ne item represents our estimate of the amounts that we believe we will pay in the
periods indicated related to our guarantee obl igations under the 2009 RSA. These estimated amounts were included in our calculati on of the amount to
record as contingent liabilities, as were estimated collections from charged-off loans. Our contingent liabil ity for the 2009 RSA includes the total
estimated payments and estimated recove1ies, net ofa $9.0 million discount representing the time value of money, and was included in Other current
liabilities
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and Other liab il ities on our Consolidated Balance Sheet as of December 31, 2 013. The amounts shown in the table do not include amounts from the
recovery ofcharged-olTloans under the 2009 Loan Program, which we estimate could be approximately $5.0 million and paid to us over the seven year
period following December 3 1, 2013. See Note 16 - Commitments and Contingencies of the Notes to Consolidated Financial Statements, for
add itional infonnation on the 2009 RSA. The timing and amount of the estimated payments shown in the above table were based on various
assumptions and, the refore, are subject to change.
The table above does not reflect unrecogn ized tax benefits of$22.3 mi ll ion and accrued interest related to unrecogni zed tax benefits of$6.4 million,
because we cannot reasonably predict the timing of the resolution of the related tax positions beyond 20 14 . See Note 14- Income Taxes o f the Notes to
Consolidated Financia l State men ts, for additional infom1ation on the unrecognized tax benefits as of December 31, 2013.

Oll~Balance Sheet Arrangements
As of December 3 I,20 13 , we leased our non -owned faci lities under operating lease agreements. A majority of the operating leases contain renewal
options that can be exercised after the initial lease tenn. Re newal options are generally for periods of one to five years. All operating leases will expire over
the next l O years and management believes that:
those leases will be renewed or replaced by other leases in the nonnal course of bus iness;
we may p urchase the faci lities represented by those leases; or
we may p urchase or build othe r replacement facilities.
There are no material restrictions imposed by the lease agreements, and we have not e ntered into any s ignificant guarantees related to the leases. We are
required to make additiona l payments under the te nns of certain operating leases for taxes, insurance and other operating ex penses incurred during the
operating lease period.
As part ofournom1al course ofoperations, one ofour insurers issues surety bonds for u s that are required by various ed ucation authorities that regulate
us. We are obligated to reimburse our insurer for any of those surety bonds that a re paid by the insurer. As of December 3 1, 20 13, the total face amount of
those surety bonds was approx imately $19.3 mi ll ion. As of December 3 1, 2013, we also had issued appro ximately $2.2 million of letters of credit to our
wo rkers' compensation insurers.
As of December 3 1, 20 13, we concluded that we were not required to consolidate the 2009 Entity in our consol idated financial statemen ts. Based on
preliminary loan perfonnance data as of September 30, 20 14 that we have received regarding the private education loans made under the 2009 Loan Program,
however, we believe that, as of September 30, 2014, the 2009 Loan Program Servicer may not have met the perfonnance crite1ia specified in the 2009
Servicing Agreement. As a result, it appears likely that the 2009 Loan Program Servicer either has failed, or with in th e foreseeab le foture will fail, to meet the
perfo1111ance crite1ia in the 2 009 Servicing Agreement. Once that occurs, following a c ure period and that assuming that no cure occurs, we will have th e right
to tenninate the 2009 Servici ng Agreement. As a result of that right, we will be required to consolidate the 2009 En tity in to our consolidated finan cial
statements. We believe that our right to terminate the 2 009 Servicing Agreement will become operative in late 201 4 or early 2015. At this time, we are unable
to quantify the impact of the consolidation of th e 2009 Entity into our consolidated financial statements, but it could have a materi al adverse effect on our
consolidated financia l statements. See " Risk Factors - Risks Related to Recent Developments -We believe that we will be required to consolidate the 2009
Entily into our consolidated financial statements in theforeseeablefu/ure, which could have a material adverse ef]'ecl on our consolidated financial
statements and our compliance with covenants and metrics lo which we are subject," "- Private Education Loan Program Obligations" and Note IOVa1iable Interest Entities and Note 16 - Commitments and Contingencies of the Notes to Conso lidated Financial Statements.

Private Education .Loan Program Obligations
On Janua1y 20 , 20 I 0, we en tered into the PEAKS Guarantee in connection with the PEAKS Program. We entered into the PEAKS Program to offer our
students another source of private education loans that they could use to he lp pay the ir education costs owed to us and to supple me nt the limited amount of
private education loans available to our students under other private education loan programs, including the 2009 Loan Program. Under the PEAKS Program,
our students had access to a greater amount of private educat ion loans, wh ich resulted in a reduction in the amount of internal financing that we provided to
our students in 20 IO and 2011 . No new private education loans were or will be originated under the PEAKS Program after Jul y 201 1, bu t immaterial amounts
related to loans originated prior to that date were disbursed by the lender through March 2012.
Under the PEAKS Prog ram, an unrelated lender originated private education loans to our eligible students and , subsequently, sold those loans to the
PEAKS Trust. The PEAKS Trust issued the PEAKS Senior Debt to investors. The lender disbursed the proceeds of the pri vate ed ucation loans to us for
application to the students' account balances with us that represented their unpaid edu cation costs. We transferred a portion o f the amount of each p rivate
education loan disbursed to us under the PEAKS Program to the PEAKS Trust in exchange for the Subordinated Note. Th e Subordinated Note does not bear
interest, and principal is due on the Subordinated Note following:
the repaymen t of the PEAKS Senior Debt;
the payment of fees and expenses of the PEAKS Trust; and
the reimbursement of the amount of any payments made by us under the PEAKS Guarantee, other than Payments on BehalfofB01rnwers.
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The PEAKS Trust utilized the proceeds from the issuance of the PEAKS Senior Debt and the Subordinated Note to purchase the student loans from the
lender.
Under the PEAKS Guarantee, we guarantee payment of the principal and interest owed on the PEAKS Senior Debt, the administrative fees and expenses
of the PEAKS Trust and a minimum required Asset/L iability Ratio . The PEAKS Guarantee contains, among other th ings, representations and warranties and
events of default that we believe are customaty for guarantees of this type. In addition, under the PEAKS Program, some or all of the holders of the PEAKS
Senior Debt could require u s to purchase the ir PEAKS Senior Debt, if the law is changed lo reduce the maximum allowable percen tage of our annual revenue
derived from Title IV Program fitnds from 90% to 75% or less. At this time, we believe that the likelihood of such a change in the law is remote.
Our guarantee and purchase obligations under the PEAKS Program remain in effect until the PEAKS Senior Debt and the PEAKS Trust's fees and
expenses are paid in fit ll. At such time, we will be entitled to repayment of the amount of any payments we made under the PEAKS Guarantee (which do not
include Payments on Behalfof Bon-owers) to the extent that fitnds remain in the PEAKS Trust.
We concluded that we were required to consolidate the PEAKS Trust in our consolidated financial statements beginning on Febntary 28, 20 13 . See
Note IO - Variab le Interest Entities of the Notes to Consolidated Financial Statements, for a fitrther discussion of the Conso lidation. As a result, the assets and
liabilities of the PEAKS Trust have been inc luded on, and all intercompany transactions have been eliminated from, our Consol idated Balance Sheet as of
December 3 1, 2013. While we no longer record a contingent liabil ity for the PEAKS Guarantee on our consolidated balance sheet beginning on February 28,
2013, our obligations under the PEAKS Guarantee remain in effect.
The amount offitture payments that we could be required to make under the PEAKS Guarantee will be affected by:
the repayment perfon-nance of the PEAKS Trust Student Loans, the proceeds from wh ich will be used to repay the PEAKS Senior Debt
and to pay the fees and expenses of the PEAKS Trust, and the perfonnance of which also affects the Asset/Liability Ratio ;
the fact that those loans wi ll consist ofa large number of loan s of individual ly i mmaterial amounts;
the fact that the interest rate on the PEAKS Senior Debt is a v ariab le rate based on the UBOR plus a margin; and
the amount offees and expenses of the PEAKS Trust, much of which is based on the principal ba lance of the PEAKS Trust Student Loans.
Beginning in the fourth quarter of20 12 and continuing through the first quarter of201 4 , we made Pay ments on Behalfof Borrowers in connection
with the PEAKS Program. We made Payments on Be-halfofBorrowers to avoid defaults by those bonowers on their PEAKS Trust Student Loans, which
d efaults would have triggered muc h larger contractually required payments by us underthe PEAKS Guarantee. We made Payments on BehalfofBon-owers
after assessing:
the likelihood ofus be ing contractually required to make payments under the PEAKS Guarantee in the near fit tu re;
the effect on our liquidity that would result from making payments under the PEAKS Guarantee compared to mak ing Payments on Behalf
of Bo1TOwers;
the effect that Pay ments on BehalfofBorrowers may have on the funds ava ilable to the PEAKS Trust to repay the Subordinated Note to
us following full payme nt of the PEAKS Trust's other obligations; and
the fact that we wi ll not be able to recover Paymen ts on Behalf of Borrowers from the PEAKS Trust or the student borrowers on whose
behalf we made those payments .
Payments on Beha lfofBorrowers assisted in:
maintaining the required Asset/Liability Ratio; and
satisfying the following month 's required payment of interest on the PEAKS Senior Debt and admin istrat ive fees and expenses of the
PEAKS Trust.
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In March 20 14, we entered into the Letter Agreement in order to resolve differing interpretations of the permissibility of the Payments on Behalfof
Borrowers under the PEAKS Program documents. Pursuant to the Letter Agreement, the trustee agreed to waive, and the holders of the PEAKS Senior Debt
consented to the waiver of, any:
breach of the PEAKS Program documents caused by us making Payments on BehalfofBorrowers, including any failure to make
payments under the PEAKS Guarantee as a result thereof; and
event of default under the PEAKS Program documents that may have arisen or resulted by us making Payments on Behalf of Borrowers.
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In the Letter Agreement, we agreed, after the date of the Letter Agreement, not to make any further payments of any kind on behalf of any borrower in respect
ofa private education loan made under the PEAKS Program. In accordance with the tem1s of the Leiter Agreement, we paid $40.0 million on March 20, 20 14,
which is considered to be a payment under the PEAKS Guarantee and was applied primarily to make a mandatory prepayment of the PEAKS Senior Debt.
We believe that it is probable that we wil 1 make additional payments under the PEA.KS Guarantee and estimate that those payments may be
approximately $164.0 million in 2014, $9.2 million in 2015 and $40.8 million in 2020. The vast majority of these payments are expected to reduce the
outstanding principal balance of the PEA.KS Senior Debt, which would result in an outstanding principal balance of the PEAKS Senior Debt of approx imately
$94.4 million as of December 3 1, 2014 and $0.0 million as ofJanuary 3 1, 2020. See Note 13 - Debt and Note 16 - Commitments and Contingencies of the
Notes to Consolidated Financial Statements, for a fu1t her discussion of the Asset/Liability Ratio. After the PEAKS Senior Debt matures in January 2020, the
PEA.KS Trust will continue to collect on student loans that remain in repayment as well as recoveries from charged-off loans and the only obligat ions of the
PEAKS Trust at that time will be the fees and expenses of the PEAKS Trust. As a result, we believe that, after that time, we may recover from the PEAKS Trust,
in the aggregate, approximately $49.6 million of the amount that we have paid or will pay under the PEA.KS Guarantee. See below for information regarding
the assumptions on wh ich those estimates are based. Included in the estimated amount to be pa id in 20 14 are:
the $40.0 mi ll ion payment we made in March 20 14 pursuant to the Letter Agreement, which is considered to be a payment under the
PEAKS Guarantee;
payments totaling approximately SS 1.7 million that we made from July 2014 through September 20 14 to satisfy our obligations under
the PEAKS Guarantee with respect to the increased minimum required Asset!Liability Ratio in prior periods; and
the $50.0 mi llion payment we made in October 2014 to satisfy our obligation under the PEAKS Guarantee with respect to the increased
mi nimum required Asset/Liability Ratio in prior periods.
On Februaiy 20, 2009, we entered into the 2009 RSA in connection with the 2009 Loan Program. Under the 2009 RSA, we guarantee the repayment of
the principal amount (including capitalized orig ination fees) and accrued interest payable on any private education loans made under the 2009 Loan
Program that a re charged off above a certain percentage of the private education loans made under the 2009 Loan Program, based on the annual dollar
vol ume. The total initial principal amount of private education loans that the 2009 Entity purchased under the 2009 Loan Program was approximately
$14 1.0 million. No new private education loans were or will be originated under the 2009 Loan Program aft.er December 31, 201 1, but imma terial amounts
related to loans originated prior to that date were disbursed by the lender through June 2012. Our obligations under the 2009 RSA will remain in effect, until
all private education loans made under the 2009 Loan Program are paid in full or charged off The standard repayment term for a private education loan made
under the 2009 Loan Program is ten years, with repayment generally beginning six months after a student graduates or three months after a student withdraws
or is tenninated from his or her program of study.
Under the 2009 RSA, we have the right to elect to make Discharge Payments with respect to private education loans made under the 2009 Loan
Program that have been charged off The effect of making a Discharge Payment related to a private education loan is to reduce the aggregate amount that we
may have to pay under our guarantee obligations with respect to that loan. We have claimed as an offset against the Revolving Note amounts that would
have the effect of discharging our obligations wi th respect to certain charged off loans under the 2009 RSA. In addition, i n the three months ended
December 3 1, 2013, we made Discharge Payments to the 2009 Entity. We may continue to make Discharge Payments in fi.lture periods, ifwe believe that
doing so would be econom ically beneficial to us. Making Discharge Payments may result in us paying amounts to the 2009 Entity in advance of when a
guarantee payment would be due , which would negatively impact our liqu idity in a particular period, but may resu lt in us paying a lesser amount than we
otherwise would have been required to pay under our guarantee ob ligations in future periods under the 2009 RSA. See Note IO - Vaiiab le Interest Entities of
the Notes to Conso lidated Financial Statements, for a forth er discussion of Discharge Payments.
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We believe that it is probable that we will make addi tional payments under the 2009 RSA. The following table sets forth the estimated amount of
Regular Payments and Disch arge Pay ments th at we expect to pay and the estimated amounts of recoveries from charged-off loans that we expect to be paid to
us by the 2009 Entity in the periods indicated:

Year

20 14
20 15
20 16
20 17
20 18 and later

Est imated
Regular
Pa yments

Estimated
Est imated
Discharge
Total
Payments
Paiments
(Amounts in t housands)

$ 9,009
14,251
16,060
16,333
0
$55,653

$

0
0
0
0
75,194
$75,194

$

9,009
14,25 1
16,060
I 6,333
75,194
$130,847

E.i imated
Recoveries

$ (1,011)
(1 ,200)
(I ,20 0)
(1,200)
(300)
s (4,91 I)
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We believe that th e vast majority of the $75.2 mill ion of payments estimated to be paid after2017 will be made by us in 2018. The estimated future payment
amounts and timing related to the 2009 RSA assume, among other factors, that we do not make any Discharge Payments unti l 20 18 and do make Discharge
Payments to the fullest extent possible in 2018 and later years. lfwe do not make the Discharge Payments as assumed in 20 18 and later years, we estimate that
we would make approximately $97.4 mil l ion of Regul ar Payments in 20 18 through 2027. Of this amount, approximately $15. 1 mi llion to $16.4 mill ion
would be paid annually in each of20 18 through 2022, and approximately $16.6 million, in the aggregate, would be paid in 2023 through 2027. See Note 16
- Commitments and Contingencies of the Notes to Consolidated Financia l Statemen ts, for a further discussion of the 2009 RSA.
The estimated fi.1ture payment amounts, the estimated timing of those payments and the estimated amount ofrecoveries with respect to the RSAs
discussed above and elsewhere in this Annual Report on Fonn I 0-K are only estimates, are based on numerous assumptions and are subject to change. As
with any est imate, as facts and circumstances change, the estimated amounts and t imi ng could change. We made a number of assumpt ions in preparing the
estimates, which assumptions may not be co1rect. The assump tions included, among other things, the following:
the repayment pe rfonnance of the private education loans made under the applicable private education loan program;
the timing and rate at which those private education loans will be paid;
t he changes in the variab le interest rates applicab le to those private education loans and, with respect to the PEAKS Program, t he PEAKS
Sen ior Debt;
the amounts and timing of collections in the future on those private education loans that have been charged off;
t he fees and expenses associated with serv icing those private education loans; and
our a bility to uti lize the ava ilable options for payment of our obligations under the 2009 RSA.
lfwe are req uired to pay amounts that exceed the amounts that we esti mated could be due under the RSAs, we may not have cash and other sources of funds
sufficient to pay those amounts. Failure to make the required payments :
would constitute a default under the applicable program documents;
cou ld potentially result in cross-defaults under the Amended Credit Agreement; and
cou ld have a material adverse effect on our compliance wi th the regu lations of the ED, SAs and ACs and other agencies that regu late us.
In addit ion, payments that we do make unde r t he RSAs will reduce the cash we have available to use for other purposes. lfwe are required to pay materia l
amounts under the RSAs, it could have a mate1ial adverse effect on our financial condition, results of operations and cash flows.
Pursuant to the 2009 RSA, we are requ ired to maintain co llateral to secure our guarantee obligat ion in an amount equa l to a percentage of th e
outstanding balance of the private education loans disbursed to our students under the 2009 Loan Program. As of December 31, 2013 and 2012, the total
collateral maintained in a rest ricted bank account was approximate ly $8.6 m illion. This amount was included in Ot her assets on our Consolidated Balance
Sheets as of each of t hose dates. The 2009 RSA also requires that we comply with certain covenants, including that we maintain certain financial ratios which
are measured on a quarterly basis and del i ver compliance certificates on a quarterly basis setting forth the status of our compliance with those financial ratios.
Ifwe are not in compliance with those covenants a t the end of each fiscal quarter, we are requ ired to increase the amount of collateral maintained in the
restricted bank account to a predete1mined amount, until the end ofa succeeding quarter at which we are in compliance with those covenants. The
predetennined amount is based on the percentage of the aggregate principal ba lance of the private educat ion loans made under the 2009 Loan Program that
exceeds a ce1tain percentage as of the end of each fiscal quarter. We were not in comp liance with those covenants as of December 3 1, 2013.
As a consequence of the restatement of our unaudited condensed conso lidated financia l statements in our Quarterly Reports on Form l 0-Q for
the fiscal quarters ended March 3 1, 2013, June 30, 2013 and September 30, 2013, certain quarterly compliance certificates that we were required to deliver to
the 2009 Entity under the 2009 RSA were inaccurate. Those inaccuracies di d not affect our compl iance with the financial ratio covenants in the 2009 RSA as
of March 31, 20 13 . We were not, however, in compliance with the financia l ratio covenants in t he 2009 RSA as of June 30, 20 13 and subsequent
measurement dates. Further, due to our fail ure to timely file our Annual Report on Form I 0-K for the fiscal year ended Dece mbe r 31, 20 13 and our Quarterly
Reports on Fonn l 0-Q fo r the fiscal quarters ended March 3 1, 20 14 and June 30, 20 14, we did not timely del iver the requ ired compliance certificates under
the 2009 RSA with respect to those pe riods. As a result of our noncompliance with the financ ia l ratio covenants as of Jun e 30, 20 13 and subsequen t
measurement dates, the amount of collateral required to be maintained in the restricted bank account has been increased by approximately $2.6 million. We
intend to make in October 2014 a deposit in that amount to the restricted bank account to be held as additional collateral under the 2009 RSA.
-8 I -
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We are entitled to all amounts that the 2009 Entity recovers from loans in a paiticular loan pool made under the 2009 Loan Program that have been
charged off, until all payments that we made u nder the 2009 RSA with respect to that loan pool have been repaid to us by the 2009 Entity. The following
table sets fo1th the a pproximate aggregate amount of guarantee payments, Discharge Payments and Payments on Behalfof Borrowers that we made related to
the PEAKS Program and 2009 RSA and the amount of recoveries from charged-off loans paid to us by the 2009 Entity, in the periods i ndicated:
January I ,

Type of Payment (Receipt)
Guarantee:
PEAKS Program
2009 RSA Regular Payments
2009 RSA Discharge Payments
Payments on BehalfofBorrowers
2009 RSA-Recoveries from Charged-Off Loans
Total
( I)

(2)

Marc h I,

2013
Through
February 28,
2013 (1)(2)

2013
Total
Through
Year Ended
December 31,
December 31,
2013 (1)(2)
2013
(In thousands)

$

$

$

854
0
0
532
0
1,386

$

1,559
0
0
10 ,967
0
12,526

$

$

2,413
1,791
912
11 ,4 99
{103)
16,512

Yea r

Ended
December 31,
2012

$

$

12,342
1,990
0
2,762
(234)
16,860

We have provided separate columns showing the payment amounts prior to and after the Consolidat ion, because all transactions with the PEAKS Tmst
were eliminated from our consolidated financial statements after the Consolidation. Cash payments were, however, made by us throughout the periods
indicated, including the periods after the Consolidat ion.
The 2009 RSA payments are mad e to, and recoveries are received from, the 2009 Entity. The 2009 Entity was no t consolid ated in our conso lidated
financial statements and, therefore, separate disclosure of amounts paid or received before and after the February 28, 20 I 3 date of Consolidation is not
app licable.

In the fiscal year ended December 3 1, 20 I 3, we also offset $9.1 million owed by us under the 2009 RSA against amounts owed to us by the 2009 Entity under
the Revolvi ng Note, instead of mak ing additional payments in that amount. See below for a further discussion of the offset. Approximately $6.8 million of
the amount that we claimed as an offset against the Revolv ing Note in the fiscal year ended December 31, 20 13 represented Discharge Payments. We
recorded all of the amounts cla imed as offsets in Other current liabilities on our Consolidated Balance Sheet as of December 31, 20 13 . In the yea r ended
December 3 1, 2013, the 2009 Entity did not remit to us $0.6 million of recoveries from charged-off loans that were owed to us. We recorded all of the
amounts owed to us from the 2009 Entity for recoveries from charged-off loans in Prepaid expenses and other current assets on our Consolidated Balance
Sheet as of December 31, 2013 .

Jn the first quarterof2013, we notified the 2009 Entity that:
we had detennined that the 2009 Entity was in default of its obligations to us under the loan and security agreement pursuant to which
the Revolving Note was issued (the "2009 Loan Agreement");
as a resu lt of that default, all amounts under the Revolving Note were immediately due and payable; and
we would not make payments under the 2009 RSA until we received credit for the full amount due us under the Revol ving Note, based
on the provisions o f the 2009 Loan Agreement and the 2009 RSA that allow us to set off amounts owed by us under the 2009 RSA
against amounts owed to us by the 2009 Entity under the Revolving Note.
At that time, the outstanding amount of the Revolving Note due to us was approximately $8.2 million, representing principal and accrued interest. In
response to ournotification, the 2009 Entity:
denied that it had defau lted under the 2009 Loan Agreement and, therefore, our ability to accelerate the payment of the Revolving Note;
and
refused our demand to immediately pay the Revo lving Note in full .
As a consequence, over the period from February 20 13 through August 2013, we offset our then current payment obligations under the 2009 RSA and the
amount of Discharge Payments we elected to make during that peri od agai nst all of the 2009 Entity 's obligations owed to us under the Revolving Note (the
"Offaet").
We understand that the 2009 Entity's position is that the Offset was improper, because:
it has not defaulted under the 2009 Loan Agreement; and
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even if it had defaulted under the 2009 Loan Agreement, the assets of the 2009 Entity against which we could offset or exercise our other
remedies, were Iimited.
We fitrther understand the 2009 Entity's position to be that, because the Offset was improper, we are in default under the 2009 RSA. In April 20 13, the 2009
Enti ty notified us that it had taken control of the restricted account containing the cash collateral that we deposited to secure our obligations under the 2009
RSA (the "Collateral"). At that time, the amount of funds in that account was approximately $8.6 million. To our knowledge, the 2009 Entity has taken no
further action related to the Collateral. We believe that our good faith exercise of our tight ofoflset provided for in the 2009 Loan Agreement and the 2009
RSA does not constitute an event of default under th e 2009 RSA, and that the 2009 Ent ity ' s seizure of control of the restricted account containing the
Collateral constitutes an additional default by the 2009 Entity. We cannot assure you, however, that the Offset will u ltimately be detennined to have been
proper. Ln the event ofa default by us underthe 2009 RSA related to the Offset, we may
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be required to pay to the 2009 Entity approximately $8.6 mill ion, representing the amount of the Offset, net of approximately $0.5 million ofrecove1ies from
charged-off loans that are owed, but have not been paid, to us. If the 2009 Entity instead were to withdraw Collateral in that amount from the restricted bank
account, we wou ld be required to deposit that amount of cash in the account to maintain the required level of Collateral.
Un der the 2007 RSA, we guaranteed the repayment of private education loans made by a lender to our students in 2007 and early 2008 that the lender
cha rged off above a certain percentage of the total dollar volume of private education loans made under the 2007 RSA. The 2007 RSA was tenninated
effective Febmary 22, 2008, and no private ed ucation loans have been o r will be made under the 2007 RSA after that date. Based on infonnation that we
received from the lender, we believe that the total original principal amount of p rivate education loans made under the 2007 RSA, net of amounts refunded
under those loans, was approximate ly$ I 80.0 million. We settled all ofour guarantee obligations under the 2007 RSA through a payment of$46.0 million in
January 2013.
At the end of each reporting period, we assess whether we should recognize a contingent liability related to our guarantee obligations under the 2009
RSA (and, prior to February 28, 20 13, the PEAKS Guarantee) and, if so, in what amount. As with any assessment, as facts and circumstances change, the
recorded liability could change, and has changed, sign ificantly. In order to make this assessment, we made certain assumptions with respect to the
perfonnance of the private education loans made under the 2009 Loan Program (and, prior to Febmary 28, 2013, the PEAKS Program) over the life of those
loans. The life ofa private education loan made under the 2009 Loan Program or PEAKS Program may be in excess often years and those assumptions
included, among other things:
the repayment perfonnance of the private education loans made under the 2009 Loan Program (and, prior to Febmary 28, 2013, the
PEAKS Program);
the timing and rate at which those private education loans will be paid;
the changes in the variab le interest rates applicab le to those p1ivate education loans (and, prio r to Febmary 28, 2013, the PEAKS Senior
Debt);
the amounts and timing of collections that will be collected in the future on those private education loans that have d efaulted;
prior to February 28, 20 13, the fees and expenses associated with servicing the PEAKS Trust Student Loans; and
our ability to ut il ize the ava ilable options for payment of our obligat ions under the 2009 RSA.
We consulted with third-party consumer credit consulting finns in aniving at our assump tions. The assumptions have changed, and may continue to change,
s ignificantly over time as acnia l results become kn own. The principal factor that we review is the repayment perfonnance of the private education loans made
under the 2009 Loan Program. In detem1ining the estimated default rate used in the assumptions to estab lish our contingent liab ility for our guarantee
obligations under the 2009 RSA, we considered the payment perfonnance of the private education loans made under the 2009 Loan Program. As each
portfolio o f private education loans matures, add itional data related to the performance of the loans and other information regarding the loans becomes
available to us that we utilize to estimate the related contingent liability. In certain prior reporti ng periods, there have been disrup tions in the servicing ofa
portion of the private education loans made under the 2009 Loan Program, wh ich we believe had a negative impact on the repayment pe1fonnance of those
private educat ion loans. We cannot predict with any certainty whether other servic ing disrupt ions will occur in the future. If addit ional servicing disruptions
occur or other factors negatively impact the repayment perfonnance of the private education loans made under the 2009 Loan Program in the fun1re, the
contingent liabi lity associated with our guarantee obligations under the 2009 RSA would increase and we could be required to pay additional material
amounts under those guarantee obligations, which could have a material adverse effect on our financial condition, results of operations and cash flows.
In the year ended December 31, 20 13, we recorded $9 1.0 million of additional charges related to ou r guarantee obligations under the 2009 RSA. The
entire amount of the loss recorded in the year ended December 3 1, 20 13 related to a change in our account ing est imate for the amount of our guarantee
obligations under the 2009 RSA. We revised our estimate for the 2009 RSA based on an enhanced default rate methodology and more recent pe1fom1ance
data that we ob tained in the three months ended December 3 1, 2013. The primary en hancements and perfonnance data incl uded:
an adjustment to the default estimates for student borrowers, as a result ofrecently obtained actual d efau lt data for s imilarly-situated
student borrowers;
an adjustment to the default rate expectations, due to declines in repayment perfonnance;
our a bility to make Discharge Payments; and
a lower expectation for col lections on defaulted loans as a result of the perfonnance 10 date ofc.ollections.
As of December 31, 2013, the recorded liability related to our guarantee obligations under the 2009 RSA was a pprox imately $116.9 million, compared to
$ 12 1.7 mill ion re lated to the RSAs and the 2007 RSA as of December 3 I, 20 I 2. Our recorded liabi li ty for our guarantee obligations under the 2009 RSA and
the 2007 RSA (and, prior to Febmary 28, 2013, the PEAKS Guarantee) was i nc luded in Other current liab ilities and Other liabilities on our Consolidated
Balance Sheets. See Note 16 - Commitments and Contingencies of the Notes to Consolidated Financial Statements, for a further discussion of the recorded
liability.

Item 7A.

Quantitative and Qualitative Disclosures About Market Risk.

In the nonnal course of our business, we are subject to fluctuat ions in interest rates that could impact the cost of our financing activities and guarantee
obligations. Our primary interest rate 1isk exposure results from changes in short-tenn interest rates, the LIBOR and the U.S. prime rate.
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Changes in the LIBOR would affect the boo-owing costs associated with the Amended Credit Agreement and the PEAKS Senior Debt. Changes in the
U.S. prime rate would affect the interest cost of the PEAKS Trust Student Loans. We est imate that the market risk can best be measured by a hypothetical I 00
basis po in t increase in the LIBOR or U.S. prime rate. If such a hypothetical increase in the LIBOR or U.S. prime rate were to occur, the effect on our results
from operations and cash flows would not have been material for the year ended December 3 I,20 13.

Item 8 .

Fi nancial Statements and Supplementary Data.

The infonnation required by th is Item ap pears on pages F-1 th rough F-57 of this Annual Report.

Item 9 .

Changes in and Disagree ments With Accountants on Accounting and Financial Disclosure.

Not app licable.

Item 9A.

Controls and Procedures.

Ev(l/11atio11 of Disclosure Controls and Procedures
We are responsible for establishing and maintaining disclosure controls and procedures ("DCP") that are designed to ensure that infomiation required
to be disclosed by us in the reports filed or subm itted by us under the Exchange Act is: (a) recorded, processed, summarized and reported within the time
periods spec ified in the SEC's mies and fonns; and (b) accumu lated and communicated to our management, including our p rincipal executive and principal
financia l officers, to allow timely decisions regard ing required di sclosures. In design ing and evaluating our DCP, we recognize that any controls and
procedures, no matter how well designed and implemented, can provide only reasonable assurance of achieving the desired control o bjectives.
We conducted an evaluation pursuant to Rule I 3a- l 5 of the Exchange Act of the effectiveness of our DCP as of December 3 1, 20 13. This evaluation
was conducted under the supervision (and with the pa1ticipation) of our management, including our Ch ief Executive Officer and Chief Financial Officer.
Based on that evaluation, our Ch ief Executive Officer and ChiefFinanc ial Officer concluded that our DCP were not effective at the reasonab le assuran ce
level as of December 31, 20 13, because of material weaknesses in our internal control over financia l reporting described in Management's Report on Internal
Control Over Financial Reporting included in this filing .
Notwithstanding the material weaknesses, our management, based on the substantial work perfonned, concluded that our consolidated financial
statements for the periods covered by and included in this Annual Report on Fo1m I 0-K are fairly stated in all material respects in accordance with GAAP for
each of the periods presented in this Annual Report on Form I 0-K.

M"11age111e11t's P/a11 for Remediation
Our management and Board of Directors are committed to the remediation of the material weaknesses, as well as the continued improvement of our
overall system of!CFR. We are in the process of implementing measures to remediate the underlying causes of the contro l deficiencies that gave rise to the
material weaknesses, primarily through additional review procedures and engaging supplemental resources. We believe these measures wil l remed iate the
control deficiencies. However, we have not completed all of the con-ective processes, procedures and related evaluation or remediation that we believe are
necessary. As we continue to evaluate and work to remediate the control deficiencies that gave rise to the materia l weak nesses, we may detennine that
additional measures are required to address the control deficiencies.
We are committed to maintaining a strong internal control environment, and believe that these remed iation actions will represent improvements in our
ICFR when they are fully implemented. Certain remediation steps, however, have not been implemented or have not had sufficient time to be fully integrated
in the operations of our ICFR. As a resul t, the identified material weaknesses will not be considered remediated, unti l controls have been designed and/or
controls are in operation for a suffic ient period of time for our management to conclude that the control environment is operating effectively. Additional
remediation measures may be required, wh ich may require additional implementation time. We will contin ue to assess the effectiveness ofourremed iation
efforts i n connection with our evaluation of our ICFR and DCP.
As we continue to eval uate and work to remediate the materi al weak nesses an d enhance our ICFR and DC P, we may determine that we need to mod ify
or otherwise adjust the remediation measures described above. As a result, we cannot assure you that our remediation efforts will be successfu l or that our
ICFR or DCP will be effective as a result of those efforts.
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Changes in Internal Control Over Financial Reporting
We eval uated the changes in our internal control over financial reporting that occurred during the quarter ended December 31, 2013 and concluded
that the consolidation of the PEAKS Trust and any related changes to internal controls to include the PEAKS Trust in our consolidated financial statements
have materially affected, or are reasonably likely to materially affect, our ICFR.

/11(1,uzgem ent's A11111wl Report on lntem(ll Control Over Fi,wnci(ll Reporting. Our management's report on internal control over financial rep orting
appears on page F-1 of this Annual Report and is incorporated herein by reference.
The effectiveness of our ICFR, as of December 3 1, 20 13 has been audited by PricewaterhouseCoopers LLP ("PWC"), our independent registered public
accounting firm, as stated in its report dated October 15, 2014, which appears on page F-2 of this Annual Report and is incorporated herein by reference.

Item 98.

Other Information.

Private Education Loan Program Guarantee Matters
In connection with the finalization of our audited, consolidated financial statements included in this Annual Report on Forni I 0-K and our restated
condensed consolidated financial statements included in our amended Quarterly Reports on Fom, I 0-Q fo r each of the fiscal quarters ended March 31, 20 I 3,
June 30, 2013 and September 30, 2013, it became apparent that we were not in compliance with certain metrics specified in the PEAKS Program documents
as of prior quarterly measurement dates, resulting in the minimum required Asset/Liability Ratio being increased to I .40/ 1.00 in prior periods. As a result, on
October 9, 20 14 , we made a guarantee payment of$50.0 mil lion to the PEAKS Trust. We believe that this payment, along with other payments we made in
recent months, were required under the PEAKS Guarantee in order for the PEAKS Trust to maintain the minimum required Asset/Liability Ratio of I .40/1 .00
in prior periods. We be lieve that it is probab le that we will make additional payments under the PEAKS Guarantee and estimate that those payments may be
approximately $164.0 million in 2014 (which amount includes the $50.0 million payment described above in this paragraph), $9.2 mill ion in 2015 and
$ 40.8 million in 2020. See "Management's Discussion and Analysis ofFinanc ial Condition and Results of Operations - Private Education Loan Program
Obligations," for a further discussion of the PEAKS Guarantee and prior and estimated future payment amounts under the PEAKS Guarantee.
In connection with the finalization of our aud ited, consolidated financial statements included in this Annual Report on Fom, I 0-K, we recorded a
liability related to the 2009 RSA in the amount of$ I I 6.9 million as of December 3 1, 20 13, a substantial increase from the amount recorded as of December
31, 20 12 . See Note 16 - Commitments and Contingencies of the Notes to Consolidated Financial Statements, for a further discussion of the contingent
liability related to the 2009 RSA. Further, the amount of the contingent liability that we record related to the 2009 RSA in periods after December 31, 20 I 3
could further increase substantially. As of December 3 1, 2013, we concluded that we were not required to consolidate the financial resul ts of the 2009 Entity
in our consolidated financial statements. Based on preliminary loan perfonmance data as of September 30, 20 14 that we have received regarding the private
education loans made under the 2009 Loan Program, however, we believe that, as of September 30, 20 14, the 2009 Loan Program Servicer may not have met
the perfonmance criteria specified in the 2009 Servicing Agreement. As a result, it appears likely that the 2009 Loan Program Servicer either has failed, or
within the foreseeable future will fail, to meet the perfonnance criteria in the 2009 Servicing Agreement. Once that occurs, following a cure period and that
assuming that no cure occurs , we will have the righ t to tem,inate the 2009 Servicing Agreement. As a result of that right, we wi ll be required to consol idate
the financial resu lts of the 2009 Entity into our consol idated financial statements. We believe that our right to tenninate the 2009 Servicing Agreement will
become operative in late 2014 or early 20 15. See " -Private Education Loan Program Obligations" and Note IO- Variable Interest Enti ties and Note 16 Commitments and Contingencies of the Notes to Consolidated Financia l Statements, for a further discussion of the 2009 RSA.
Further, in connection with the finalization of our audited, consolidated financial statements included in this Annual Report on Form I 0-K and our
restated condensed consolidated financial statements included in our amended Quarterly Reports on Fonm I 0-Q for each oft he fiscal quarters ended June 30,
20 13 and September 30, 2013, it became a pparent that we were not in compliance with the financial ratio covenants in the 2009 RSA as of June 30, 2013 and
subsequent measurement dates. As a result of that noncompliance, the amount of collateral required to be maintained in the restri cted bank account that holds
the cash collateral to secure our obligations under the 2009 RSA has been increased by approximately $2.6 mill ion. We intend to make in October 20 14 a
deposit in that amount to the restricted bank account to be held as additional co llateral under the 2009 RSA.
Consent to Amended Credi t Agreement
We entered into the Consent, which is effective upon the deli very by us to the lenders under the Amended C redit Agreement of our audited,
consolidated financial statements included in this Annual Report on Fotm I 0-K, with the lenders party thereto and JPMorgan Chase Bank, N.A., as
administrative agent. The Consent provides that:
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our internally prepared consolidated balance sheet and related statements ofoperations, stockho lders' equi ty and cash flows, and the
certificate ofa financial officer as described in Section 5.0 I (c) of the Amended Credit Agreement, in each case, as of and for the fiscal
quarter ending March 31, 20 14, required to be fhrnished by us, are required to be furnished by November 15, 2014, instead of October
15, 2014 (the date established by the Fifth Amendment);
our internally prepared consolidated balance sheet and related statements ofoperat ions, stockho lders' equi ty and cash flows, and the
certificate of a financial officer as described in Section 5.01 (c) of the Amended Credit Agreement, in each case, as of and for the fiscal
quarter ending June 30, 20 14, required to be furnished by us, are required to be furn ished by November 15, 20 14, instead of October 31,
2014 (the date established by the Fifth Amendment); and
our internally prepared consolidated balance sheet and related statements ofoperations, stockho lders' equity and cash flows, and the
certificate of a financial officer as described in Section 5.01 (c) of the Amended Credit Agreement, in each case, as of and for th e fiscal
qua1ter ending September 30, 2014, required to be furnished by us, are required to be furnished by December 15, 2014, instead of
November 14, 201 4 (the original date requi red by the Credit Agreement).

PART Ill
Item 10.

Directors, Executive Officers a nd Corporate Governa nce.

Directors and Executive Officers

The following is the biographical infonnation with respect to our directors and our executive officers as of September 30, 2014. Unless otherwise
specified, the occupation of each individual has been the same for the past five years.

Jerry M. Cohen, age 62, retired as a senior partner of Delo itte & Touche, LLP (" Deloitte") in June 20 14 . Mr. Cohen joined Delo itte in 1973, and served
for over 40 years with that finn, providing business adviso1y and audit services to a wide range of global organizat ion, includ ing small, mid and large cap
mu ltinational public companies. Mr Cohen worked with COipOrate boards of directors to develop, enhance and support co1porate strategy and functioned as
an advisor to senior executives and members of boards of directors. During his career, Mr. Cohen also served in a wide variety of strategic and leadership roles
at Deloitte, inc luding: managing partner, Ph iladelphia office; member of the Mid-Atlantic Executive Comminee; regional managing pa rtner - Assurance and
Advisory Operations, Midwest; member of the Assurance and Advisory Management Committee; and member of the Assurance and Advisory Paitner
Evaluation and Compensation Committee. Mr. Cohen has been a Director of ours since September 2014.
John F. Cozzi, age 53, has served as managing director of AEA Investors LP, a private equity finn, since January 2004. Mr. Cozzi has been a Director of
ours s ince October 2003.
John E. Dean, age 64, has served as our Executive Chaim1an s ince August 4, 20 14. Mr. Dean is an attorney who has specialized in higher education law
s ince April 1985. Mr. Dean has been a partner at the Law Offices of John E. Dean s ince June 2005. Mr. Dean has also served as a princ ipal of Washington
Partners, LLC, a public affairs firn1, since June 2002. Mr. Dean has been a Director of ours since December 1994.
James D. Fowler, Jr., age 70, served as senior vice president and director, human resources oflTT Industries, Inc., an industrial, commercial machinery
and equipment company, from November 2000 until his retirement in October 2002. Mr. Fowler has been a Director of ours since Apri l 1994.
Joanna T. Lau, age 56, has served as chaiiperson and chief executive officer of Lau Acqu isition Coiporation (doing business as LAU Technologies), a
management consulting and investment finn, since March 1990. She is also a director of DSW Inc. Ms. Lau has been a Director of ours since October 2003.
Thomas I. Morgan , age 60, has served as chainnan of Baker & Taylor, Inc. ("B&T'), a distributor of physical and d igital books, entertainment products
and value-added services, from Ju ly 2008 until January 2014. He served as chief execut ive officer ofB&T from July 2008 through Janua1y 20 13. Prior to that,
Mr. Morgan served as ch ief execut ive officer of Hughes Supply , Inc., a diversified wholesale d istributor of construction, repair and maintenance-related
products, from May 2003 until his
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retirement in March 2006. Mr. Morgan is also a director of Rayonier Advanced Materials, Inc. and Tech Data Corporation. During the past five years,
Mr. Morgan was a lso a director of Rayonier, Inc. Mr. Morgan previously served as a Director ofours from May 2006 to June 2008, and current ly has served as
a Director of ours since January 20 13 .
Samuel L. Odle, age 65, has been a senior po licy advisor for Bose Public Affairs Group, a public affairs consult ing finn, since October 2012. He has also
acted as a consultant, primarily in the healthcare and life sciences fields, since Ju ly 2012. Prior to that, he served as president and chief executive officer of
Methodist Hosp ital ("MH") and Indiana University Hosp ital ("fUH") and executive vice president oflndiana University Health (fom1erly Clarian Health
Partners) ("JU Health"), an Indianapolis-based private, non-profit healthcare organ ization comprised ofMH, JUH and Riley Hospital for Children, since July
2004. Mr. Odle has been a Director of ours since January 2006.
Vin Webe r, age 62, has served as co-chainnan and partner of Mercury Public Affairs LLC (doing business as Mercury), a pub lic affairs and lobbying
ti1m, since October 20 11 . Mr. Weber was a partner at Clark & Weinstock Inc. ("C&W") from 1994 until October 2011 and was the chief executive oOfoer of
C&W from 2007 until October20 l I. During the past five years, he \1/llS also a director of Lenox Group, Inc. Mr. Weber has been a Director of ours since
December 1994.
John A. Yena, age 74, has served as chairman of the board, emeritus of Johnson & Wales University ("J&W"), a postsecondary educational institution,
since November 2011. Mr. Yena served as chaim1an of the board of J&W from June 2004 until November 201 1. During the past five years, he ,1/lls also a
director of Bancorp Rhode Island, Inc. Mr. Yena has been a Directorofours since May 2006.
Kevin M. Modany, age 47, has served as our Chief Executive Officer since April 2007. Mr. Modany notified our Board of Directors that he intended to
resign as our Chief Executive Officer, effect ive February 4 , 20 15. Following Mr. Modany's notice, we entered into a letter agreement ,vith Mr. Modany,
pursuant to which he will remain Chief Executive Officer for a period ending on February 4, 2015, as extended or earlier tem1inated by us (the "Applicable
Period"). Mr. Modany wi ll resign his position as our Chief Executive Officer on the last day of the Applicable Period. Mr. Modany served as a Director of
ours from July 2006 until August 4, 20 14 and as our Chainnan from February 2008 until August 4, 2014. He also served as our Presid ent from April 2005
through March 2009.
Eugene W. Feichtner, age 59, has served as our President and Chief Operating Officer since August 4, 2014. Mr. Feich tner served as an Executive Vice
President and as Presi dent, ITT Technical lnstitute Division from Apri l 2009 until August 4, 2014. He served as our Senior Vice President, Operations from
March 2004 through Ma rch 2009.
Daniel M. Fitzpatrick, age 55, has served as our Execut ive Vice President, ChiefFinancia l Officer since April 2009. He served as our Senior Vice
President, C hief Financial Officer from June 2005 through March 2009.
Ronald F. Hamm, age 50, has served as our Executi ve Vice Presiden t, Presiden t - Breckenridge School of Nursing and Health Sciences since March
2013. Mr. Hamm served as senior v ice president field operations ofKadmon Pha1maceutica ls, LLC, a subsidiary ofKadmon Corporation, LLC which is a
g loba l biopham1aceutical company, from October 20 IO until March 20 I 3. He served as senior vice president, sales and marketing of Three Rivers
Pharmaceuticals, LLC, a pham,aceuticals company, from December 2003 through September 20 I 0.
Gerald T. Hope, age 51, has served as our Executive Vice President, Chieflnfo1mation Officer since September 20 13 . Mr. Hope served as global head,
chief information officer of corporate systems of Thomson Reuters Corporation ("Thomson Reuters"), a leading source of intelligent information for the
world's businesses and professionals, from Februa1y 2009 until September 20 13. Prior to that, Mr. Hope served as general manager and vice president of
operations of Th omson Reuters from May 2005 unti l November 2007.
June M. McCom,ack, age 66, has served as an Executive Vice President since Apri l 2009 and as our President, Online Division since May 2008.
Ms. McConnack also served as our Interim Chief Information Officer from May 2012 through November 20 12 and from June 2013 through September 20 13 .
Ryan L. Roney, age 41, has served as our Executive Vice President, Chief Administrative and Legal Officer and Secretary since July 20 14. Mr. Roney
served as the chieflegal officer, executive vice president of business development and corporate secretary ofVistage International, inc., a chief executive
membership organ ization, from December 2012 until July 2014. Prior to that, he served as the chief ethics & compliance officer of Powerwave Technologies,
lnc., a global sup plier of end-to-end wireless solutions for ,vi re less communications networks from June 20 I I until November 2012. From October 2000 until
March 2011, Mr. Roney served in various roles with Smiths Group, PLC, most recently as general counsel of Smiths Detection, a provider ofregulated
technology products and advanced serv ices from August 2002 through March 20 I I .
Glenn E. Tanner, age 66, has served as our Executive Vice President, Chief Marketing Officer s ince April 2009. He served as our Senior Vice President,
Marketing from April 2007 through March 2009.
Rocco F. Tarasi, III, age 42, has served as Senior Vice President, President - The Center for Professional Development since January 2013 . He served as
our Vice President, Finance - Corporate Strategy and Development from October 20 I I through January 2013. Mr. Tarasi was the co -founder ofBrainCredits,
an education start-up, from August 20 IO through October 20 11 , and served as managing director, policy IQ for Resources Global Professionals, a
multinational professional services fim1, from July 2003 through August 20 I0.
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Section 16(a)Beneficial Owners hip Re porting Compliance

Section I 6(a) of the Exchange Act requires our executive officers and Directors, and persons who own more than I 0% of our common stock, to file
reports of ownership with the SEC. These persons also are required to furnish us with copies of al l Section 16(a) fonns they file. Based solely on our review of
copies of such fonns received by us, or ,vritten representations from certain reporting persons that no Fonns 5 were required for those persons, we believe that,
during 2013, all of our execu ti ve officers, Directors and greater than I 0% shareholders complied with all applicable filing requirements, except for one Fonn
4 reporting the sale of757 shares that was filed late by Ms. McConnack in 2013.
Code of Ethics

We have adopted a =itten Code ofBusiness Conduct and Ethics (the "Code") in accordance with Item 406 of Regu lation S-K under the Exchange Act
that is appl icable to our Directors and employees, including our principal executive officer, principal financial officer and pri ncipal accounting officer or
controller, or persons perfonning simi lar fonctions. The Code is posted on our website at www.ittesi.com.
We also in tend to promptly d isclose on our website any amendments that we make to the Code. To the extent that our Board of Directors grants any
waiver of the Code for any of our Directors or executive officers, we intend to disclose the waiver on our websi te within four b usiness days following the
grant of the waiver.
Audit Committee

Our Audit Committee was established in accordance with Section 3(a)(58)(A) of the Exchange Act. Our Board of Directors has adopted a written charter
for the Aud it Committee, a current copy of which may be obtained from our website at www.ittesi.com. The functions of the Audit Committee are to assist the
Board of Directors in its oversigh t of:
the integrity ofour financial statements and other financial information provided by us to any governmental body or the pub lic;
our comp liance with legal and regulatory requirements;
our systems of internal contro ls regarding finance, accounting, legal compliance and ethics that our management and the Board of
Directors establish;
our audit ing, accounting and financia l report ing processes generally;
the qualifications, independence and perfonnance ofour independent registered public accounting finn; and
the pe1fomiance ofourcompliance and internal audit functions.
The Audit Committee also perfonns o ther functions as detailed in the Audit Committee's charter, including, without limitat ion, appoint ing, compensating,
retain ing and overseeing our independent registered public accounting finn and pre-approving all services to be provided to us by our independen t
registered pub lic accounting finn.
The Audit Committee held five meetings during 20 13. The members of the Audit Committee throughout 2013, and in 2014 until August 4, 2014, were
John F. Cozzi, John E. Dean (Chairperson), Joanna T. Lau and Thomas I. Morgan (since January 21, 2013). The current members of the Audit Committee are
Jerry M . Cohen (Chairperson) (since October 6, 20 14), John F. Cozzi, Joanna T. Lau and Thomas I. Morgan. Our Board of Directors has detem1ined that Jeny
M. Cohen is an "audit committee financial expert," as that tennis defined in Item 4 07(dX5) of Regulation S-K under the Exchange Act, and is independent
pursuant to our categorical standards of in dependence, Section 303A.02 of the NYSE Listed Company Manual and Rule I OA-3 of the Exchange Act. Each of
the curren t members of the Audit Committee is independent and each of the members of the Audit Committee in 2013 was independent, pursuant to o ur
categorical standards of independence, Section 303A.02 of the NYSE Listed Company Manual and Rule I OA-3 of the Exchange Act.

Item I 1.

Exec utive Compensation.

Compensation Discussion and Analvsis

This discussion explains the compensation program for our executives, includ ing the Named Execu tive Officers. The individuals included as Named
Executive Officers in th is document are:
Kevin M. Modany, who served as our Ch ief Execut ive Officer during all of20 13;
Daniel M. Fitzpatrick, who served as our ChiefFinancial Officer during all of2013; and
Eugene W. Feichtner, June M. McComrnck and Glenn E. Tanner, who were our three other most high ly compensated executive officers
during 20 13.
This discussion describes the fo llowing:
the objectives ofour compensation program;
what our compensation program is designed to reward;
each element of compensation;
why we choose to pay each compensation element;
how we detem1ine the amount to pay and, where applicab le, the fommla with respect to each compensation element;
how each compensation element and our decisions regarding that element rel ate to our overall compensation objectives and affect our
decisions regarding o ther compensation elements; and
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-87-

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00016833

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review002747

Table of Contents

Executive Summary. Our executive compensation program is designed to attract, retain and motivate skilled executives. Based on its review of all of
the elements ofour executive officers' compensation, the Compensation Committee found that the compensation paid to our executive officers in 20 13 was
reasonable in light of market practices and effective in fu lfilli ng the Committee's compensation objectives, as described below. See "-Compensation
Objectives."
In 2011, the Compensation Committee was required to make changes to our executive compensation program as a result of the Incentive
Compensation Prohi bition affecting our industry that severely limit the types of, and bases for awarding, compensation to employees of postsecondary
education institutions, li ke us. The ED has defined this prohibition on incentive compensation to inclu de anyth ing of value for services rendered (other than
a fixed salary or wage) that is:
based in any part, di rectly or indirectly, on activities engaged in at any point in time through the complet ion ofan educational program
for the purpose of enrollment of students for any pe1iod of time or the award of financial aid to students; and
provi ded to any employee who undertakes recruiting or admitting of students, makes decisions about and awards federal student
financial aid, or has responsibility for any such activities.
The limiting language of the Incentive Compensat ion Proh ibition is very broad and the ED has not provided sufficient guidance on the breadth or
scope of the regulations. As a result, we believe that the Incentive Compensation Prohibition can be interpreted to cover all of our employees (including our
executive officers) and to p roh ibit the payment of compensation based on any perfonnance-related metric, including common perfom1ance metrics such as
eamings, earnings per share and total shareho lder return since such metrics are driven by student enrollment and amounts received from financial aid . We
reached this conclusion after consulting with regulatory counsel and considering that any alternative conclusion would involve a high level of risk for our
company. An institution that is found to be in noncompliance with the Incentive Compensation Prohibition could face s ignificant monetary penalties,
limitations on its operations and/or tem1ination of its eligibility to participate in all federal student financial aid programs.
The Compensation Committee detennined that, wh ile it would prefer to continue to base executive compensat ion on perfonnance-related metrics, the
risk of v iolating the Incentive Compensation Prohibition p revented, and will prevent, the Committee from basing compensation amounts or adj ustments on
ind ividual or company perfonnance after the July I, 20 I I effective date of the Incent ive Compensation Prohib ition. The Compensation Committee
recognized that, while the short- and long-tenn perfonnance of both the individual executive officers and our company will no longer be used in
compensation decisions, such performance wi ll be reviewed by the full Board of Directors when evaluating the continued employment of each executive
officer. The Compensation Committee detennined that it would continue to be gu ided by the following objectives in detennining the compensation ofour
execu tives:
competition;
alignment with shareholder interests; and
focus.
As a result of the prohibition on basing any portion of the executives' compensation on perfonnance, the Compensation Committee did not establish
an annual bonus program for20 13, but it did establish a short-tenn compensation element based on certain management obj ect ives in 20 13. As a result, in
order to achieve the objectives noted above, the Compensation Committee used the following compensation elements as part of the 20 13 executive
compensation program, as described i n more detai l below under "- Compensation Elements":
base salary;
short-tenn compensation;
an annual grant ofequity compensat ion;
employee benefits;
perquisites; and
qualified retirement sav ings.

Co111pe11satio11 Objectives. The Compensation Committee is guided by the following objectives in determining the compensation ofour executives:
Comoetition. The Committee be lieves that compensation shou ld reflect the competit ive marketplace in order for us to attract, retain an d
motivate talented executives.
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Alifpiment with Shareholder Interests. Compensation should include equity-based compensation awards in order to align the executives'
interests with those of our shareholders.
Focus. The Committee believes that certain elements of compensation should provide some security to our executives to a llow them to
continue to focus on our financial and operating results, their individual perfo1mance and their job responsibilities.
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Co111pe11sation Eleme11ts. The elements ofourcompensation program, a description of the purpose of each element and the objectives that each
e leme nt supports are shown in the table be low. See "- Compensation Objectives."
Compensation Element

Base Salary

Shott-Tenn Compensation

Equity-Based Compensation (e.g ., Time-Based Stock
Options and/or Restricted Stock Unit Awards)

Purpose

Link to Compensation O bj ectives

Fixed cash component used to help us attract,
motivate and retain our executives.

Competition

Variab le cash component used to help us mo tivate
and retai n our ex ecutives.

Competition

Used to p romote equity ownersh ip by our
executives.

Competition

Aligns the executives' interests with those of our
shareholders.

Focus

Focus

Alignment with Shareholder I.nterests
Focus

Qua lified Retire ment Savings (i.e ., 40 I (k) Plan
Contributions)

Used to he lp us provide stable compensation and
some security to our execut ives, in orderto he lp
them save for retiremen t on a tax-defen-ed basis.

Competition

Nonqualified Defe1red Compensation

Provided some security to our executives and
helped them save a portion of their compensation
fo r retirement on a tax-deferred basis.

Deferra ls and contribu tions are no longer
made under these plans.

Pens ion Benefits (i.e ., Qual ified and Nonqualified
Retirement Plan Eamings)

Allowed executives to focus on their job
responsibi lities while e mployed and pro vided
some security upon retireme nt.

Benefit accruals under our pension plans
were frozen as o f March 31, 2006.

Employee Benefits

Provides stab le compensation and some security
to our executives, in order to allow them to focus
on their job responsibilities.

Competition

Used to recognize our executives based on their
responsibi lities and to help us attract, motivate
and retai n our ex ecutives.

Competition

Perqu isites

Focus

Focus

Focus

Helps our executives focus on their job
responsibi lities.
Potential Payments Upon Termination of Employment
or a Change in Control of Us

Provides for payments in connection with a
change in control and/or invo luntary tenni nation
of employment.

Competition

Provides some security to our executives to help
them focus on t heir job responsibil ities and to
encourage them to remain employed with us
du ring a critical time ofa potentia l change in
control.

Focus

Alignment with Shareholder Interests
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2013 Compensation
Base Salary. Salaries provide a necessary element of stability in the total compensation program and, as such, are not subject to variabil ity . Sala1ies are
set and administered to reflect the value of the job in the marketplace. Ln February 20 13, the Compensation Committee established the salary levels for the
Named Executive Officers, that became effective on February 11 , 2013, based on a review of:
the base salaries of executives in the same or similar positions at the comparator companies that the Committee uses for benchmarking as
described under "-Process/or Establishing Compensation- Benchmarking";
the area and level ofjob responsibilities of each executive; and
inflationary factors.
The Committee has decided that, until such time, if any, that the ED provides clear and sufficient guidance regarding pe1formance-base.d salary adj ustments
under the Incentive Compensation Prohibition, future adjustments to the salary levels of each executive will be based so lely on:
the base salaries of executives in the same or simila r positions at the comparator compan ies that the Committee uses for benchmarking;
the area and level ofjob responsibil ities of each executi ve; and
inflationary factors.
The fol lowing table sets forth the annualized base salary info1mation for each of the Named Executive Officers as of February 11, 2013.

(l)

1"a med Encuth•e Officer

2013 Annualized
Base Salarr

Dollar
Increase
O ver
Prior Year

Kevin M. Modany
Daniel M. Fitzpatrick
Eugene W. Feichtner
June M. McConnack
Glenn E. Tanner

$
$
$
$
$

800,074
400,000
3 10,108
276,79 I
259,107

$ l 1,824
$ 64,680
$ 4,583
$ 4,091
$ 3,829

Percentage.
1.ncre.ase Over
Prior Year

1.5%
19.3%(1)
1.5%
1.5%
1.5%

Based on benchmarking infom1ation received from Farient Adv isors LLC ("Fa1ient"), the Compensation Committee noted that Mr. Fitzpatrick's 20 12
base salary was lower than the median of the range of the base sal aries provided to executives in the same position as Mr. Fi tzpatrick at the comparator
compan ies that the Committee used for benchmarking. Since the Committee's target fo r the cash po1tion of executive compensation is the med ian of
the range of cash compensation provided to executives of comparator companies, the Compensation Committee determined to increase
Mr. Fitzpatrick 's 2013 base salary a t a higher percentage than the increase to the 20 13 base salary of the other Named Executive Officers, in order to
b1ing M r. Fitzpatrick's base salary closer to the median of the range of the base salaries provided to executives in the same position as Mr. Fitzpatrick
at the comparator companies.

Short-Term Compensation. In February 2013, the Compensation Committee established a short-tem1 compensation element for our executive officers
that wou ld be payable in early 201 4, if certa in management objectives (th e "2013 Management Objectives") were accomp lished during 20 13. The 20 13
Management Objectives were not in any way related to the enrollment of students or the award of financial aid to avoid violating the Incentive
Compensation Proh ibition. Instead, the 2013 Management Objectives consisted of various bus iness objectives tha t related to certain initiat ives that are part
ofour strategic plan. The 20 I 3 Management Objectives included :
obtain requisite authori zations for corporate train ing, conti nuing education an d/o r test preparation courses;
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obtain requisite authorizations for a variety of allied health programs at the ITT Technical Institutes;
obtain requisite authorizations for add itional science, technology and/or engineering associate degree programs at the ITT Technical
Institutes;
obtain requisite authorizations for a dual high school diploma and associate degree at an ITT Techn ical Institute;
create a content mapp ing construct with respect to all program and course offerings that link each component;
design and implement a comprehensive student suppott services improvement plan;
determine the viabil ity ofan IT Services Operat ion at the ITT Technical Institutes; and
obtain requisite authorizations for education and/or nursing degree programs at Daniel Webster College.
On January 20, 20 14 , the Compensation Committee reviewed the results of the 20 13 Management Objectives and determined the extent to which each
of the 20 13 Management Objectives was accomplished by our executive officers in 2013. The Committee assigned zero to five points to each 20 13
Management Objective, based on its detem1ination of the extent to which the objective was accompl ished. The fo llowing tab le sets forth the max imum shortterm compensation percentage associated with each range of the aggregate number of points assigned to the 2013 Management Objectives by the
Compensation Committee;
Maximum Short-Term
Compensation Perc.e ntage

Total Points

36-40
3 1-35
26-30
2 1-25
16-20
11-15
6-10
0-5

200.0%
175.0%
150.0%
125.0%
100.0%
75.0%
50.0%
25.0%

Based on the Committee's detem1ination of the extent to which each of the 2013 Management Objectives was accomplished, the Committee assigned an
aggregate of23 points to the 20 13 Management Objectives. That aggregate number of points corresponded to a maximum short-terrn compensation
percentage of 125%, based on the above tab le.
To determine the maximum short-term compensation amount that an executive officer cou ld receive, the Compensation Committee mult iplied the
maximum short-tem1 compensation percentage (detem1ined as described above) by a standard short-tenn compensation percentage of annualized base salary
as of December 31,20 13, ranging from 32% to 100%, with the percentage depending on the officer's position, and then mult iplied that result by the officer's
annualized base salary. The following table sets forth the 20 13 standard short-tenn compensation percentage of annualized base salary as of December 3 1,
20 13 fo r each of the Named Executive Officers;
2013 Standard ShortTerm Compensation
Percentage of
Annualized Base Sa lary

Named Executive Officer

Kevin M. Modany
Daniel M. Fitzpatrick
Eugene W. Feichtner
June M. McCom1ack
Glenn E. Tann er

100%
65%
60%
60%
60%

An executive officer's actual short-term compensat ion payment, however, could be more or less than the officer's potential short-tenn compensation amoun t
as calculated and described above. An executive officer's actual short-terrn compensation amount also took into consideration the Compensation
Committee's d iscretionary assessment of the officer's individual contiibution toward accomplishing each 2013 Management Objective. The Committee d id
not adjust any of the Named Executive Officers' 2013 short-term compensation from the amounts calculated as described above.
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On January 20, 20 14, the Compensation Committee approved the payment of the 2013 short-term compensation amount in cash to each of the Named
Executi ve Officers, as follows:

2013 Short-Term
Named Exccuti,•c Officer

Compensation Payment

Kevin M . Modany
Daniel M . Fitzpatrick
Eugene W. Feichtner
June M. McConnack
Glenn E. Tanner

S

1,000,093
325,000
232,58 1
207,593
194,330

$
$
$
$

20 13 S hort-Term Compensation
Payment as a Percentage of
2013 Annualized Base Salary

125.00%
81.25%
75.00%
75.00%
75.00%
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Equity-Based Compensation. The Compensation Committee believes that equity-based compensation should be a major component of the total
compensation for executives. The Committee believes that the use of equity in the payment of compensation enhances our executives' commitment to our
company over the long-tenn, because the va lue of equity-based compensation awards, such as time-based stock options, restricted stock and RSUs, helps
align the executives' interests with those of our shareholders. The type and val ue of the equity-based compensation awards vary based on the executive's
level and type ofresponsib ilities.
In February 20 13, the Compensation Comm ittee reviewed the equity awards granted in 201 1 and 2012 to our executives and executives in the same or
s imilar positions at the comparator companies that the Committee uses for benchmarking, and calculated the average percentage that those awards bore to the
ap plicable company's outstanding common shares. See"-Processfor Establishing Compensation-Benchmarking." The Committee had utilized that
infonnation in the p rior year to determine the upper quartile range of peer practices based on the percentage ofcommon stock outstanding and to grant equity
awards within that range to our executives. In February 2013, the Committee a lso reviewed the equity grants that had been granted to executives in the same
or similar positions at those comparator companies in 2012. The Committee detennined that for the 2013 annual equ ity grant, it would approve an award of
the same number of shares to each executive that it had awarded in each of the prior two years (based on the number of shares that would be included in the
award ifit consisted entirely ofa stock option), notwithstanding the fact that, as a result, the 2013 equity grants would not be in the upper quartile range of
peer practices, and the total direct compensation of our executives would not be in the upper third of the range of compensation provided to executives of
comparator companies. The number of shares to be used for the 20 13 grant to Mr. Fitzpatrick was increased, however, from the number awarded to him in
each of the prior two years, in order to bring the number of shares awarded to h im c loser to the median of the range of peer practices based on the percentage
of common stock outstanding. The Compensation Committee used a binomial option pricing model to determine the fair value of the stock options that
would be included in the awards if they consisted ent irely ofa stock option, and it decided that each execut ive would receive one-halfof the fair value
ap plicable to that executive in the fo1111 of stock op tions and the other halfofthat value in RS Us. The number of RSUs to be included in each award were then
calculated by dividing one-half oft he fair value to be received by the executive by $ 16.50, the same market price used in the binomial option pricing model.
The Compensation Conunittee acknowledged that the number of shares available for issuance under the 2006 Equity Compensation Plan was
insufficient to make the 2013 stock option and RSU grants to executives that i t detem1ined should be made as described above. As a result, the Committee
approved the awards on Feb mary 19, 2013, b ut made the awards conti ngent on our shareho lders' approval of the ITT Educational Services, Inc. Amended and
Restated 2006 Equity Compensation Plan (the "Amended 2006 Plan"). Our shareholders approved the A.mended 2006 Plan at the 20 13 Annual Meeting of
Shareholders, and the stock option and RSU awards to our executives were granted on May 9, 20 13.
The fol lowing table sets forth infonnation about the stock options and RSUs that were granted under the A.mended 2006 Plan effective May 9, 20 13 to
each Named Executive Officer as described above.
Stock O~tioos

Named Execulive O fficer

Kevin M. Mo dany
Daniel M. Fitzpatrick
Eugene W. Feichtner
June M. McConnack
Glenn E. Tanner

( 1)
(2)

(3)
(4)

Number of
Securities
U nderlying
Option
Granted

62,500 (3)
15,000 (3)
I 0,000 (3)
I 0,000 (3)
I 0,000 (3)

RSUs

Exercise
Price

Expiration
D ate

N umber
o f RSUs

$19.3 1
$ 19.3 I
$ 19.3 1
$19.3 1
$ 19.3 I

05/09/20
05/09/20
05/09/20
05/09/20
05/09/20

28,125 (4)
6,750 (4)
4,500 (4)
4,500 (4)
4,500 (4)

G rant
Da le (1)

Da te
Co mpensation
C o mmittee
Took Action (2)

05/09/13
05/09/ 13
05/09/13
05/09/13
05/09/13

02/19/13
02/19/ 13
02/ 19/13
02/19/ 13
02/19/ 13

T he effective date of the stock option and RSU grants.
The stock option and RSU grants were approved by the Compensation Committee during a Committee meeting on Febma1y 19, 20 13, and had an
effective grant date of May 9, 2013.
Nonqua lified stock opt ion granted at I 00% of the closing market price ofa share ofour common stock on May 9, 20 13, the effective date of the grant.
One-third of the option is exercisable on the anniversa1y date of the grant in each of the years 20 14, 20 15 and 2016.
The period of restriction for this RSU grant lapses in thirds on the anniversary date of the grant in each of the years 201 4, 20 15 and 2016.

2014 Compensation
Base Salary. In January 20 14, the Compensation Committee estab lished the salary levels for the Named Executive Officers, that became effective on
February I 0, 2014, based on a review of:
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the base salaries of executives in the same or simi lar positions at the comparator companies that the Committee uses for benchmarking;
the area and level ofjob responsibilities of each executive;
inflationary factors; and
ten ure and ind ustry knowledge and expe1ience.
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The following table sets forth the annualized base sala1y infonnation for each of the Named Executive Officers as ofFeb ruary I 0, 2014.

Named Executive Officer

Kevin M. Modany
Daniel M. Fitzpatrick
Eugene W. Feichtner
June M. McConnack
Glenn E. Tanner

2014 Annualized
Base Salary

0 ollar
1.ncrease
O ver
Prior Yea .-

824,076
4 12,000
3 19 ,411
285,094
266,880

$ 24,002
$ 12,000
$ 9 ,303
$ 8,303
$ 7,773

$
$
$
$

$

Perce.ntage
Increa se Over
Prior Y ear

3.0%
3 .0%
3.0%
3 .0%
3 .0%

Short-Tenn Compensation. In March 2014, the Compensation Committee established a short-tenn compensation element for our executive officers that
wil l be payable in early 2015, if certain man agement objectives (the "2014 Management Obj ectives") are accomp lished during 20 14. As with the 2013
Management Objectives, the 20 14 Management Objectives are not in any way related to the enrollment of students or the award of financ ia l a id to avoid
violating the Incentive Compensation Prohibition. Instead, the 20 14 Management Obj ectives consist of various business obj ectives that relate to ce1tain
in itiatives that are part of our strategic plan. The 20 14 Management Objectives and their relat ive weightings are as follows:
Management Objectives

I.

Obtain requisite state and accrediting commission authorizations for corporate training, continuing educat ion and/or test
preparation programs.

20%

2.

Design and implement an operational optimization plan to increase ITT/ESI's operational efficiencies for the corporation.

20%

3.

Obtain requisite federal, state and accrediting commission authorizations for additional health science, technology and/or
engineering programs at the ITT Technical Institutes at both the associate degree and diploma levels.

20%

4.

Improve the 20 14 ITT Technical Institute quarterly student eva luation average score.

10%

5.

Revise and begin leaching the six identified high volume, high-impact program courses at the majority of ITT Technical
Institute campuses.

10%

6.

Acquire a training company to support strategic initiatives associated with The Center for Professional Development.

10%

7.

Obtain requisite federal, state and accrediting commission authorizations for a dual high school diploma and associate degree
program at an ITT Technical Institute.

5%

Obtain requisite federal, state and accrediting commission authorizations for additional nursing programs at the ITT
Technical Institutes at both the associate and bachelor degree levels

5%

8.
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The determination of the extent to wh ich the 2014 Management Objectives are accomplished by our executive officers will be made by the
Compensation Committee in early 2015. The Committee intends to assign one to five points to each 2014 Management Objective, based on the extent to
which the Committee detennines the objective was accomp lished. The number of points assigned to each 2014 Management Objective will be multiplied by
the weight associated ,vith that 2014 Management Objective, resulting in a weighted number of points for that 20 14 Management Objective. The weighted
number of points for all of the 20 14 Management Objectives will be added together, resulting in a total number of weighted points. The following table sets
forth the maximum short-tem1 compensation percentage that is associated with the tota l number of weighted points that are assigned to the 20 14
Management Objectives by the Compensation Committee:
l\•l aximum Short-Term
Compensation Percentage

Total Weighted Points

4.76 - 5.00
4.5 1 -4.75
4 .26 · 4.50
4.0 I - 4.25
3 .76. 4.00
3.5 1 - 3.75
3.26 -3.50
3 .0 1 -3.25
2.76 · 3.00
2 .5 1 - 2 .75
2.26 - 2.50
2 .0 I • 2 .25
1.76 · 2.00
1.5 1 -1.75
1.26 - 1.50
1.00 · 1.25

200.0%
187.5%
175.0%
162.5%
150.0%
137.5%
125.0%
112.5%
100.0%
87.5%
75.0%
62.5%
50.0%
41.7%
33.3%
25.0%

To detennine the maximum short-tem1 compensation amount that an officer may receive, the maximum short-tem1 compensation percentage
(determined as described above) will be multiplied by a standard short-term compensation percentage of annualized base salary as of December 31, 20 14 ,
ranging from 32% to 100%, with the percentage depending on the officer's position, and the result will be multiplied by the officer's annualized base salary.
The following tab le sets forth the 2014 standard short-tenn compensation percentage of annualized base salary as of December 3 1, 2014 for each o f the
Named Executive Officers:
2014 Standa rd Short•
Term Compensation
Percenta ge of
Na med Executive Officer

Annua lized Base Sa lary

Kevin M. Modany
Daniel M. Fitzpatrick
E uge ne W. Feichtner
June M . McConnack
Glenn E. Tanner

100%
65%
60%
60%
60%

An executive officer's actu al short-tem1 compensation payment, however, may be more o r less than the officer's po tential short-tem1 compensation as
calculated as described above. An execut ive officer's actual short-tenn compensation amou nt will be based on the Compensation Committee's discretionary
assessment of the officer' s individual contribution toward accomplish ing each 20 14 Management Objective. Any 20 I 4 short-tenn compensation payment
will be made in cash. The Compensation Committee may, in its sole discretion, modify the tenns of the short-tenn compensation element at any time before it
is paid.

Equity-Based Compensation. In January 2014, the Compensation Committee reviewed market infom1ation regarding the fom1 and grant value of
equity awards granted at comparator companies and companies in the survey data prov ided by Towers Watson & Co. ("Towers Watson"). The Committee
detennined to continue its practice of granting equity awards to executives in an amount that had been based on the upperquattile range of peer practices
based on the percentage ofcommon stoc k outstanding when that analysis was conducted in 20 I I. As a result, for the 20 14 annual equity grant, the
Committee approved an award of the same number of shares to each executive that it had awarded in each of the prior three years, except in the case of
M r. Fitzpatrick, who was awarded the same number of shares as in the prior year, notwithstanding the fact that, due to changes in the price of our common
stock, the grant value of the 2014 equity awards would not be in the upper quartile range of current peer practices.
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The following table sets forth infonnation about the stock options and RSUs that were granted under the Amended 2006 Plan effective February 4,

20 14 to each Named Executive Officer as described above.
Number or

Named Executive Officer

Kevin M . Mo dany
Daniel M. Fitzpatrick
Eugene W. Feichtner
June M. McConnack
Glenn E. Tanner
(I)

(2)
(3)
(4)

RSUs

Stock Oetions

Securities

Date

Underlying
Option
Granted

Compensation
Committee

62,500 (3)
15,000 (3)
I 0,000 (3)
I 0,000 (3)
I 0,000 (3)

Exercise
Price

Expiration

Number

Date

of RSUs

$27.94
$ 27.94
$ 27.94
$27.94
$27.94

02/04/21
02/04/21
02/04/21
02/04/21
02/04/21

28,125 (4)
6,750 (4)
4,500 (4)
4,500 (4)
4,500 (4)

Grant
Date (I)

Took Action (2)

02/04/14
02/04/14
02/04/14
02/04/14
02/04/14

01 /20/ 14
0 1/20/14
01 /20/ 14
0 1/20/14
01 /20/ 14

The effective date of the stock option and RSU grants.
The stock option and RSU grants were approved by the Compensation Committee during a Committee meeting on January 20, 20 14, and had an
effective grant date ofFebma1y 4, 2014.
Nonqua lified stock option granted at I 00% of the closing market price of a share ofour common stock on February 4, 20 14, the effective date of the
grant. One-third oft he option is exercisable on the anniversary date of the grant in each of the years 20 15, 2016 and 2017.
The period of restriction for this RSU grant lapses in thirds on the anniversary date of the grant in each of the years 2015, 20 16 and 2017.

Other Elements o[Compe11sa1ion
Retirement Plans

Qualified Retireme11t Savings. Our executives participate in our ES! 40 I (k) Plan, a qualified defined contribution plan, that is designed to provide
substantially all of our employees with a tax-defen-ed, long-tenn savings vehicle. See"- Equity Compensation and Qualified Savings Plans - ES/ 401 {k)
Pla11."
Nonqualified Deferred Compensation. Due to federal limitations that preclude our highly-compensated employees from folly participating in the ESI
40 I (k) Plan, we estab lished the ES! Excess Savings Plan, an unfitnded, nonqualified defen-ed compensation plan for a select group of our management,
including execu tive officers. We froze the ESI Excess Savings Plan, effective for p lan years beginning on and after January I, 2008, such that executives may
no longer make elective defe1rnls and we no longer make contributions under the ES! Excess Savings Plan. Amounts previously credited to an executive
under the ES! Excess Savings Plan, however, continue to accme interest in accordance with the terms of the ESI Excess Savings Plan unt il those amounts are
distributed p ursuant to the p lan's te1ms. See"- Nonqualified Deferred Compensation Plans - ES/ Excess Savings Plan ."
In addition, we estab lished the ES! Executive Defen-ed Bonus Compensation Plan (the "Defen-ed Bonus Plan"), an unfitnded, nonqualified defen-ed
compensation plan, for a select group of our management and highly-compensated employees, including the Named Executive Officers. The Deferred Bonus
Plan al lows el igible emp loyees to defer payment of all or a portion of his or her annual bonus compensation and to eam interest on any annual bonus
compensation payable in the fonn of cash and deferred under the p lan . Since the Committee did not establish an annual bonus award component of executive
compensation for 2013, executives did not receive any compensation that they could elect to defer under the Defen-ed Bonus Plan with 1-espect to 2013 . See
"- Nonqualified Defen-ed Compensation Plans - Deferred Bonus Plan."
The tem1s of the ES! Excess Savings Plan and the Deferred Bonus Plan , i ncluding the interest rate on the eamings on the Named Executive Officers'
account balances under each plan, are based on common and typical terms and types ofnonqua lified defen-ed compensation plans that had been adopted by
other publicly traded companies at the time that we adopted those plans.

Pension Benefits. Pension benefits provide retirement compensation that is based on the salary and bonus compensation pa id to the employee during
his or her employment. We froze the benefit accmals under the ES! Pension Plan and ES! Excess Pension Plan for all partici pants in the plans on March 31,
2006, such that no fitrther benefits accme under those plans after March 3 1, 2006. Participants do, however, cont inue to be credited with vesting service and
inte1-est credits according to the tem1s of those p lans. See"- Pension Plans -ES/ Pension Plan" and"- ES! Excess Pension Plan ."
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Emp loyee Benefits and Perquisites

Employee Benefits. All of our executives a re eligib le to participate in our employee benefits, which include medical and dental benefits, vision
insurance, life insurance, flexib le spending account, t11ition reimbursement, disability i nsurance, vacation leave, sick leave, bereavement leave, ITT
Technical Institute tuition discounts and an employee assistance program that can help employees find answers to various kinds of personal concems by
olfe1ing consultation, suppo1t, information, planning and referrals. The employee benefits are generally available on a non-<liscriminatory basis to all fulltime and part-time regu lar emp loyees.
Perquisites. We also provide limited perquisites to our executives, including the Named Executive Officers, that vary based on the executive's level.
The perquisites inc lude use ofa company car for our Chief Executive Officer only, a tax return
-95-

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00016845

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review002759

Table of Contents

preparation and financial p lanning allowance, tickets to spotting, theater and other events, enhanced d isab ility benefits, an annual physical examination,
reimbursement for certain commuting expenses and relocation assistance for newly-hired executive officers from outside the Indianapolis metropolitan area
whom we ask to relocate. The value and type of perquisites made available to our executives are based on the value and type of perquisites that had been
made available to executives at other publicly-traded companies at the time that we began making those perquisites available, and at the time of each
su bsequent annual review by the Compensation Committee of those perquisites. The Compensation Committee believes that the limited perquisites assist in
furthering the objectives of attracting, retaining and motivating executives, as well as helping our executives focus on their j ob responsibilities. The
Compensation Committee also believes that our executives value the perquisites provided to them and, given that the cost to us of the perquisites is not
significant, the Committee has determined to continue providing these perquisites to our executives.
The perquisites that we provided to our Named Executive Officers in 2013 are disclosed in the Summary Compensation Table and footnotes thereto.
See"- Summary Compensation Table." In January 20 14, the Compensation Committee approved the value and type of perquisites to be provided in 2014 to
the Named Executive Officers, which are consistent with the value and type of perquisites provided to them in 20 13. The aggregate incremental cost to us in
2014 fo r prov iding all oft he 2014 perquisites to the Named Executive Officers is not expected to exceed $150,000.
Potential Payments Upon Tennination of Employment or a Change In Control of Us

Senior Executive Severance Plan. Our executive officers, including the Named Executive Officers, participate in the ITT Educational Services, Inc.
Senior Executive Severance Plan (the "Senior Executive Severance Plan"), which provides for severance benefits if:
we tenninate the executive's employment, other than fo r cause, or when the executive terminates his or her employment for good reason,
in each case within two years after the occurrence of a change in control ofus; or
we tenninate the executive's employment, other than fo r cause, if a change in control ofus is imminent.
The benefits vary depending on the executive's level and inc lude, among other things, two or three times the executive's base salary and bonus and a stipend
equal to two or three times the annual cost of certain employee benefits. See"- Potential Payments Upon Tennination or Change in Control - Senior

Executive Severance Plan."
The Compensation Committee believes that a change in control transaction, or potential change in control transaction, would create uncerta inty
regarding the continued employment of our executives. This is because many change in control transactions result in significant organizational changes,
particularly at the senior executive level. In order to encourage our execut ives to remain employed wi th us during an important time when the ir continued
emp loyment in connection with or following a transaction is often un certain and to help keep our execu tives focused on our business rather than on their
personal financial security, we believe that providing certa in ofourexecutives with severance benefits upon the specified termi nations of employment is in
the best interests of our company and our shareholders.
The benefits under the Senior Executive Severance Plan are not payab le merely because a change in control transaction occurs or is imminent. Instead,
payment of the severance benefits is on ly triggered ifa change in contro l has occurred or is imminent and certain types oftennination of employment occur
within certain limited time pe riods. The Compensation Commiuee has determined that this "double trigger" requirement is app ropriate and reasonab le.
If benefits are triggered under the Senior Executive Severance Plan, our Chief Executive Officer would be entitled to payments under the "three times"
multip lier and the other covered executi ves wou ld be entitled to payments under the " two times" multipl ier. Our Ch ief Executive Officer would also be
entitled to cettain benefits that wou ld not be available to the othe r covered executives, including that our ChiefExecutive Officer would receive a tax grossup payment on any excise taxes and that h is severance benefits would not be limited in the event of the imposition ofan excise tax. The Compensation
Committee bel ieves that our Chief Executive Officer should receive the higher multiplier and the enhanced benefits given his high level ofresponsibility
and the substantial duties that he has with us, as well as the fact that it is common market practice for a chief exe.cutive officer to receive a higher level of
severance ben efits than other executive officers.
The amount and type of severance pay made available to our executive officers are based on common and typical amounts and types of severance pay
that were made avai lable to executives by other pub licly-traded companies at the time that these benefits were determined.
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Other Plans. In ad dition, awards granted under our equity compensation plans and all or a portion of the contributions, benefits and earnings under our
qual ified savings plan, nonqualified deferred compensation plans and pension plans may vest and/or become payable lo the pa,ticipaling employees,
including the Named Executive Officers, if the participating emp loyee's employment tenninates in certain situat ions or we undergo a change in control. See
"- Potential Payments Upon Tem1ination or Change In Control." The accelerated vesting and payments are useful in providing security to our executives and
helps them to focus on their job responsib ilities, instead of the safety of compensation that they have previously been awarded or paid. Further, the
accelerated vesting of equity compensation awards upon a change in co ntrol:
provides employees with the same opport1111ities as shareholders, who are free to sell the ir equity at the time of the change in control
event and thereby realize the value c reated at the time of the transaction;
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ensures that employees do not have the fate of their outstanding equity tied to the future success of the new and different company that
results from the change in control;
can be a strong retention device during change in control discussions, particularly for those emp loyees whose equity represents a
significant portion of thei r total pay package; and
treats all emp loyees the same regard less of their employment status after the transaction.
Proce5·sjor Est"blislting Compet1S{lfio11. The Compensation Comm ittee of our Board of Directors has overall responsibi lity and authority for
approving and evaluating the compensation programs and policies pertain ing to our executives and Directors. Each year, the Compensation Committee
reviews all e lements of all ofour executive officers' compensation and the internal pay equity ofour Ch ief Executive Officer's compensation compared to
our other executive officers' compensation. The Compensation Committee a lso annually reviews the tally of total compensation of our exec utives in order to
detennine that the amount of compensation is within appropriate competitive parameters. The tally inforn1ation is not, however, a key factor in the
Committee's current compensation decision s, because th e tally in formation is reAective of past competitive market practice.

The Compensation Committee has met, and will continue to meet, in executive sessions which are not attended by any ofour employees. The
Committee regularly reports its activities to our Board of Directors.
When making executive compensation decisions, the Compensation Committee also considers, for all executives other than our Chief Executive
Officer, the recommen dation ofour Chief Executive Officer. Our Chief Executive Officer recommends salary levels, short-term compensation amounts,
equity-based compensation awards and perquisites for our other executives based on their salary grade level. Our Chief Executive Officer's compensation is
determined solely by the Compensation Committee with the assistance of the Committee's independent compensation consultant. The Compensation
Committee applies the same principles for executive compensation in detennining our Chief Executive Officer's compensation that it applies in detennining
the compensation of our other executive officers. The Compensation Committee has established a h igher level of compensation for our Chief Executive
Officer than the levels for our other executive officers, due to:
the h igh level of responsibil ity that he has with us;
the substantial duties and responsibil ities that he has to us; and
the fact tha t the market and comparator compensation infonnation demonstrates h igher levels of compensation for ch ief executive
officers both with in and outside ofour industry.

flldependent Compensation Consultant. The Compensation Committee directly retains consultants from independent compensation consulting finns
to provide advice on aspects ofourexecut ive and Director compe nsation programs. The Committee requests written reports an d holds meetings with the
consultants, which are not atte nded by any of our employees, in order to obtain independent opinions on compensation proposa ls. The independent
compensation consultants help the Committee detennine the amount and, where applicab le, the fonnula for each element of the compensation program for
eac h executive. The independent compensation consultants also assist the Committee in se lect ing the companies used for benchmarking and comparison
purposes. The Compensation Committee retained the independent compensation consulting fim1 Farient to advise it on 2013 compensation detenninations
and retained the independent compensation consulting firm Towers Watson in the later part of2013 to advise it on 20 14 compensation determinations.
Determinations. In detennin ing and recommending the compensation ofourexecutives, the Compensation Committee consults with its independent
compensation consulting firms and, along with our Chief Executive Officer, makes assessments after deliberate and thorough review and consideration of
various factors. In 20 13 and 2014, these factors included:
the competitive marketplace and, in particular, how the level ofan executive's compensation compares with the compensation pai d to
execut ives in the same or similar positions and with similar responsib il ities at comparator companies;
the level and area ofjob responsibilities of the executive;
inflationary factors; and
tenure and industry knowledge and experience.
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In January 20 13, the Compensation Committee met in executive session to review a tally of the total compensation received by each of the executive
officers in 20 12 and information provided by Farient. Th e Committee noted that there had not been any clari fication by the ED regarding the types of
compensation that are prohibited and which activities and employees are covered by the Incent ive Compensation Prohib ition and, therefore, it would
continue to avoid basing executive compensation on perfom13nce-related metrics. In February 2013, the Committee detem1ined to continue the short-tem1
compensation element of executive compensation, and it established the management object ives for 2013 under such element. See "- Compensation
Elements-2013 Compensation-Short-Tenn Compensation."
In January 20 14, the Compensation Committee met in executive session to review a tally of the total compensation received by each of the executive
officers in 20 13 and infonnation provided by Towers Watson. The Committee noted that there still had not been any clarification regarding the types of
compensation that are prohibited and wh ich activities and employees are covered by the Incentive Compensation Prohib ition and, therefore, it would
continue to avoid basing executive compensation on perfonnance-related metrics. In January 2014, the Committee detennined to cont inue the short-tenn
compensation element of executi ve compensati on , and it established the management obj ect ives for 20 14 un der such element. See "- Compensation
Elements-2014 Compensation-Short-Tenn Compensation."
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Shareholder Feedback. ln October 20 13 and January 20 14, the Compensation Committee considered the fact that, at the 20 13 Annual Meeting of
Shareholders, our shareholders approved the compensation paid to our Named Executive Officers as disclosed in the Proxy Statement fo r our 20 13 Annual
Meeting, and that the votes cast for that advisory proposal totaled approx imately 54% of the shares represented at the 2013 Annual Meeting. The Committee
also considered discussions that our Chairman and Chief Executive Oflicer had pri or to the 20 13 Annua l Meeting with certain of our shareholders that own a
s ignificant percentage of our common stock regarding our executive compensation program and any concems that such shareholders had related to it. Our
Chaimian and Chief Executive Officer was told by some of those shareholders that while they would prefer that we base executive comp ensation on
performance-related metrics, as we did prior to 2011 , they understand that we have concluded that to do so would present a significant risk of violating the
Incentive Compensation Prohibition. Despite understanding these limitations on our executive compensation program, some of those shareholders may be
required to follow formulaic internal or external voting guidelines and, therefore, may be forced to cast a vote against our executive compensation proposal
when othenvise they may not have. 1n addition, some of the shareho lders expressed the ir support for the Compensation Committee's objective that the
compensation of executives be reflective of the competitive marketplace in an effort to attract, retain and motivate talented executives. None of the
shareholders tha t our Chainnan and ChiefExecutive Officer talked to identified any other areas of concem related to our executive compensation program.
The Compensation Committee evaluated the feedback received from these sharehol ders and the results of the 2013 advisory vote on compensation, and
reiterated that it too would prefer to include performance-based metrics in our executive compensation program, but that the risk of violating the Incent ive
Compensation Prohi bition is too high. As a result, the Committee detennined that it is not able to make changes to the program at this time to address
concerns related to the lack of performance-based metrics. The Committee noted that it continues to monitor the ED for any gu idance that might reduce the
risk of certain types ofperfonnance-based compensation violating the Incentive Compensation Prohib ition.

Equitv-Based Comoensation. The Compensation Committee is responsible for determining equity-based compensation pai d to our executives. All
equity-based compensation awards to our executives at the Senior Vice President level and above are granted exclusively by our Compensation Committee.
The Compensation Committee has delegated limited authority to our Chief Executive Officer to grant equity-based compensation awards to our newly-h ired
executives below the Senior Vice President level and other key emp loyees.
Equity-based compensation is granted to our executives and othe r key employees under the following circumstances:
the Compensation Committee has typica lly made g ran ts to our executives and other key employees annually during its first regularly
scheduled meeting of the ca lendar yea r, wh ich grants become effective prospect ively;
the Compensation Committee has typically made grants to our newly-hired executives at the Senior Vice President level and above at a
Comm ittee meeting occurring e ither:
prior to the date tha t the executive's employment with us begins, in which case the effective date of the g rant is typically the
execut ive's fi rst day of employment with us but, if the markets are closed on that day, is the next subsequent day that the markets
are open; or
after the executive's employment with us begins, in which case the effective date of the gran t is the date of the Committee meeting
o r a subsequent date specified by the Committee at its meeting; and
pursuant to authority delegated to him by th e Compensation Conm1ittee, our Chief Executive Officer typically grants equity-based
compensation to our newly-hired executi ves below the Senior Vice President level and other key employees on the newly-h ired
employee's first day of employment with us.
In each of the above circumstances, the exercise price of any stock option granted is the c losing market price ofa share of our common stock on the effect ive
date of the stock option grant. In addition, the number ofany RSUs or shares ofrestricted stock is either detennined prior to the effective date of gran t or is
based on the c losing market price of a share of our common stock on the effect ive date of the RSU or restricted stock grant.
We do not time our release of material non-public information for the purpose of affecting the value of our executives' compensation, nor do we time
our grants of equity-based compensation to take advantage of materia l non-public information. Nevertheless, our process for granting equity-based
compensation (as described above) may result in equ ity-based compensation, including stock options, being granted to our executives and other key
employees at times when our Board of Directo rs or the Compensation Committee is in possession of material non-public information abou t us. This
possibility is not taken into account in determining whether to make the equity-based compensation awards or the amount o r value of those awards.

Benchmarking. The Compensation Comm ittee believes that compensation decisions are complex and should be made after a review of the
compensation levels paid to executives in the same or similar positions at other comparator companies. Although the Compensation Committee d oes not rely
solely on benchmarking to detennine any element of compensation or overall compensation, the Compensation Committee does believe that compensation
data are important to the decisions made regarding the competitive posi tion ing of the Company's compensation levels.
In setting and administering the compensation p rogram and policies for our executives, the Committee attempts to target:
the cash portion of the compensation of our executives to the median of the range of the cash compensation prov ided to executives of
comparator companies, based on the dollar amount of such compensation; and
the equity-based compensation ofour execut ives not to exceed the upper quarter of the range of equity-based compensation provided to
executives of comparator companies, based on the number of shares award ed as a percentage of the number of shares outstanding.
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This is intended to result in targeting the overall total direct compensation of our executives to the upper third of the range of compensation provided to
executives ofcomparator companies. The Committee targets the upper third of the range, because it bel ieves that part of the range will help us attract and
retain a higher than average level of executive.
The companies used for the comparisons vary from time to time. For 2013 compensation determinations, the Compensation Commillee benchmarked
the appropriateness and competitiveness of our executive compensation program against a market composite that consisted of 13 companies in our industry
and a subset of six of those market comparator companies that were se lected by Farient based on their size , type of operations and longevity in the industry.
The 13 companies in our industry that were used inclu ded:
American Public Education, Inc.;

Education Management Co1poration;

Apollo Education Group, Inc.;

Grand Canyon Education, Inc.;

Bridgepoint Education, Inc.;

Leaming Tree International, Inc.;

Capella Education Company;

Lincoln Educational Services Corporation;

Career Education Corp.;

Strayer Ed ucation, Inc.; and

Corinthian Colleges, Inc.;

Universal Technical Institute, Inc.

DeVry Education Group, Inc.;
The six compan ies that were included in the industry subset were as follows:
Apollo Education Group, lnc.;

DeVry Education Group, Inc.;

Career Education Corp.;

Ed ucation Management Corporation; and

Corinthian Colleges, lnc.;

Strayer Education, Inc.

Ln o rder to provide benchmark data for executive positions not included in proxy materials, the Compensation Committee also reviewed compensation
information in connection with its 20 13 compensation detenninations that is contained in the:
20 I I Mercer Executive Compensation Database, which consists of a broad market survey of companies that generated between$ I
billion and $2.5 b ill ion in annual revenue; and
2012 Towers Watson General Industry Top Management Compensation Report, wh ich consists of a broad market survey of companies
that generated between $500 million and $2.5 billion in annual revenue.
For 2014 compensation detenninations, the Compensation Committee reviewed compensation info1mation provided by Towers Watson and conta ined
in the 20 13/20 14 Towers Watson Compensation DataBank ("Towers Watson Survey") and the 2013/2014 Mercer Executive Compensation Database
("Mercer Survey"). The Towers Watson Survey consisted of24 I companies with less than $3 billion in annual revenue. The Mercer Survey consisted of 445
companies. The Compensation Committee did not select specific companies from among the su rvey participants. lnfom,ation from the surveys was adjusted
to our company's size by using regression analysis to reflect each executive's scope of revenue responsibil ity.
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Additionally, our Compensation Committee used infonnation from proxy statements ofa company-specific peer group as a supplement to the general
industry publ ished survey data, which remains a prima,y data source given the sim ilarity in size to our company of the companies included. The proxy peer
group data was primari ly used for the Chief Executive Officer and Ch ief Financial Officer positions, because these positions are most directly comparable to
the positions at our company. The proxy peer group companies were used for indust,y financial comparison purposes and as a source of data for
compensation plan design characteristics. In consu ltation with Towers Watson, the Compensation Co mmittee considered the following characteristics in
choosing which companies to include in the peer group:
U.S.-based companies that e ither compete with our company for market share or operate in simi lar industries as o ur compan y;
competitors for senior executive talent;
revenue and market cap italization; and
the degree to wh ich certain companies list our company as a compensation peer.
As part of its engagement, Towers Watson reviewed the peer group used in 2013 and Towers Watson reconunended, and the Compensation Committee
approved, the following changes to the peer group:

removed Leaming Tree International, lnc., due to its revenue s ize relative to our company; and
added K 12 Inc., because of its industry alignment and size rel ative to our company.
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As a result, the Compensation Committee reviewed proxy data obtained from p roxy mate1ials of the following 13 companies in our induslly:

American Public Education, lnc.;

Education Management Corporation;

Apollo Education Group, I.nc.;

Grand Canyon Education, I.nc.;

Bridgepoint Education, I.nc.;

K1 2 lnc.;

Capella Education Company;

Lincoln Educational Services Corporation;

Career Education Corp.;

Strayer Education, I.nc.; and

Cori nthian Col leges, Inc.;

Un iversal Technical Institute, I.nc.

DeVry Education Group, I.nc.;

Additio11al Co111pe11satio11 Matters.
Cla whack Stock Ownership and Hedging Policies. We do not have any policies regarding automatic adjustment or recovery of compensa tion paid or
awarded to our executives in the event any of the pe1fomiance measures upon which that compensation was paid o r awarded are restated or adj usted, such
that the compensation paid o r awarded would have been less under the restated or adjusted perfonnance measures.
We do not impose any specific equity or security ownership requirements on our executives. We believe that the equity-based compensation paid to
our executives serves to al ign their interests with those ofour shareholders. We believe that it is improper and inappropriate for any employee or Director to
engage in short-term or specu lative transactions involving our securities. It is our policy that our executives and Directors are prohibited from purchasing or
sell ing any publicly traded options for our securities, including the trading of any call or put, the writing of any call or put, hedging or the use of collars.

The Impact o(Accounting and Tax Treatments on the Compensation. Section l 62(m) of the Intemal Revenue Code of 1986, as amended (the "IRC")
limits the allowable deduction for compensation paid or accrued with respect to the chief executive officer and each of the three other most highly
compensated executive officers (other than the chief financial officer) of a pub licly held corporation to no more than$ I million per year. This limitation does
not apply to compensation that meets the requirements under Section 162(111) and the regulations promulgated thereunder for "qualified perfonnance-based"
compensation. Our equity-based compensation plans have been approved by our shareho lders and inc lude a fixed limit on the number of stock options that
may be granted to any individual in any given year, and the exercise price is based on the fair market va lue ofour stock on the date of grant. As a result, any
future gains that may be realized on the stock options granted under our equity-based compensation p lans would be exempt from the$ I mill ion limit on
deductible compensation under Section l 62(m). RSUs granted under our equity compensation plans, however, are su bject to the l 62(m) d eduction limitation
because the vesting of those RSUs is based on the passage of time instead ofperfonnance conditions. Further, the Committee's ability to max imize the tax
deductibility o f other fom1s of compensation beginning Ju ly I, 20 1 1 is limited by the Incentive Compensation Proh ibition, because those regulations can be
reasonably interpreted to proh ib it the payment ofperfonnance-based compensation.
Section 409A of the IRC provides certain requ irements for deferred compensation arrangements. Those requirements, among other things, limit
flex ibil ity with respect to the time and fonn of payment of deferred compensation. If a payment or award const itutes deferred compensat ion subject to
Section 409A and the applicable requirements are not satisfied, the recipient cou ld be subject to tax on the award and a ll other deferred compensation of the
same type, and an additional 20% tax and interest at the underpayment rate plus I%, at the time the legally binding 1ight to the payment or award a1ises or, if
later, when that right ceases to be subject to a substantial risk of forfeiture. Payments or awards under our p lans and arrangements either are intended to not
constitute "defen-ed compensation" for Section 409A purposes (and will thereby be exempt from Section 409A's requirements) or, if they constitute "deferred
compensation," are intended to comply with the Section 409A statutory provisions and final regulations.

Compensa tion Committee Report
The Compensation Committee has reviewed and discussed the Compensat ion Discussion and Analysis required by Item 402(b) of Regulation S-K
under the Exchange Act with our management. Based on that review and discussions, the Compensation Committee recommended to our Board of Directors
that the Compensation Discussion and Analysis be included in our Annua l Report on Fom1 I 0-K for the fiscal year ended December 31, 20 13 and i n our
Proxy Statement for our 2014 Annual Meeting of Sharehold ers for filing with the U.S. Securities and Exchange Commission.
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Compensation Committee
John F. Cozzi
James D. Fowler, Jr.
Samuel L. Odle
John A. Yena, Chair
Compensa tion-Related Risk Assessment
Our Compensation Committee conducted an assessment of the risks related to our compensation policies and practices in January 2014. In conducting
this assessment, the Compensation Committee noted several features ofour compensation programs that reduce the likel ihood of excessive risk-taking,
including the following :
We have established internal controls, enterp1ise risk management and a compliance program to discourage and identify any excessive
risk-taking by our employees.
-100-
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There is a balanced mix of cash, equity, annual and longer-tenn components in the compensation program for our executives.
Due to the Incentive Compensation Regulations, our compensation programs are not based on the performance ofourempl oyees.
While our short-tenn compensation element is based on certain management objectives for a particu lar year:
the maximum short-tenn compensation percentage is capped a t 200% of the standard short-tenn percentage of our executives'
annualized base salary, to protect against disproportionately large shorter-term incentives;
the Compensation Committee has su bstantial discretion on which to base the actual amount of the sho1t-tenn compensation
payments, including the ability to consi der and reduce a payment amount if the Committee detem1 ines that an executive caused us
to incur unnecessary or excessive risk;
the management objectives include many different business objectives that are company-,vide objectives, as opposed to individual
o bjectives, which encourage decision-making that is in the best long-tenn interests of our company and shareholders; and
the management objectives are not unreasonable or clearly unattainable without excessive risk-taking .
A significant portion ofour executives' total compensation consists of equity-based long-tenn awards, most of wh ich vest over a period
of three years, which encourages our execu tives to focus on sustain ing our long-tenn interests. The equity grants are also made annually,
so executives a lways have unvested awards that coul d decrease in value ifour business is not managed forthe long term.
Some of our non-executive employees are eligible to receive equity awards. For those non-executive employees who are eligible to
receive equity awards, the equity awards encourage those emp loyees to focus on our long-tenn interests.
Based on these factors, the Compensation Committee believes that our compensation po licies and practices encourage behaviors that are aligned with
our long-tenn interests, and that numerous factors, such as the lack of performance-related incentives, dissuade our employees from taking ri sks for short-term
gain. As a result, the Compensation Committee determined that any risks arising from our compensation policies and practices are not reasonably likely to
have a mate1ial adverse effect on us.
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Summarv Comj!ensation Table
T he following tab le sets forth in fonnat ion regarding the comp ensatio n of the Named Executive Officers for each of our last three completed fisca l
y ears.

Summa ry Compensation Table for Fiscal Years 2013, 2012 and 2011
C hange in Pension

Value and Non-

Name and Principal
Position

Stoc k

(0

(g)

( h)

(c)

2013
2012
2011

$798,596
$788,250
$783,438

$
0
$ 985,3 13
$ I , 153,500

543,094
$4,962,439
$ 788,308

$ 572,500
$ 1,960,000
$3,612,500

$
$
$

1,000,093
0
0

Daniel M. Fitzpatrick
2013
Executive Vice President, Chief 2012
Financial Officer
2011

$391,915
$334 ,905
$330,000

$
0
$ 272,448
$ 324,000

$ 130,343
$ 930,556
$ 381,101

137,400
$ 344,960
$ 476,850

$

2013
2012

$309,535
$305,147

$

$

$ 846,903

$ 91,600
$ 313,600

Institute Division

2011

$300,625

$ 295,000

$

481,983

$ 289,000

$

June M. McCormack

2013
2012

$258,596
$272,363

$
$

0
204,525

$
$

86,895
744,760

$
$

91,600
313,600

$
$

2011

$268,250

$ 263,000

$

762,897

$

0

$

0

$

$258,628
$254,956

$

$
86,895
$ 733,4 11

$

91,600
$ 313,600

$
$

194,330
0

$

Executive Vice

2013
2012

Prcsidcn~ Chief
Marketing Officer

2011

$251 ,025

$ 246,600

752,552

$

$

0

Eugene W. Feichtner
Executive Vice President and
President, ITT Techn ical

Executive V ice

(b)

Comeensation (5)

Awards (3)
(e)

Chief Executive
Officer

S alary (I)

Option
Awards(4)

II-Onus (2)
(d)

(a)
Kevin M . Modany

Yea r

qualified Defer red
Compensation
Earnings (6)

Non-Equity
Incentive Plan

0

$ 229,144

$

86,895

$

$
$

3,01 I
I0,857
10,664

$
$

325,000
0
0

$
$
$

0
0
0

$
$

232 ,581
0

$
$

0
207,593
0

A U O ther

Comeensation(7l
(i)

Total (8)

(j)

$

55,333
56,525
64,044

$2,972,627
$8 ,763,384
$6.4 12,454

$
$
$

19,468
t5,722
15,976

$ 1,004,126
$ 1,898,59 I
$ I ,527,927

214
61,046

$
$

10,949
11,454

$ 731,774
$ 1,767,294

$

75,60 1

$

11,499

$ 1.453,708

$

0
0

$
$

10,794
12,322

$ 655,478
$ 1,547,570

0

$

13,145

$ 1,307,292

$

732
21 , 105

$
$

8,74 1
10,534

$ 640,926
$ 1,525,065

$

28,779

$

9,484

$ 1,288,440

$

$

$
$

President and President, Online
D ivision

G lenn E. Tanner

( I)

$

0
191,459

$

0

Amounts shown represent the. dollar value of base salary earned during each of the years ind ic.ate-0.
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(2)

(3)

(4)

Amounts shown represent the dollar value of discretionary bonus amounts earned in the stated year. Under Item 402(a) of Regulation S-K under the
Exchange Act , an y bonus award that is paid above the amounts earned by the Named Executive Officer under, or that is otherwise paid to the Named
Executive Officer without regard to, pre-established targets is to be reported in th is column. The amounts earned under pre-established targets are
reported in column (g), "Non-Equity Incentive Plan Compensat ion," of the Summary Compensation Table. The amounts shown in this column for
20 12 consist of amounts paid under the short-tern1 compensation element of our executive compensation, based on cettain management objectives for
20 12 (the "20 12 Management Objectives"). In December 20 12, the Compensation Committee dec ided to assign zero to five points to each 2012
Management Objective based on the extent to which it was accomplished, instead of the prev iously-estab lished detennination to assign five points to
each 20 I 2 Management Objective only if it was fully accomplished. This change resulted in these payments being included in this column instead of
in the " Non-Equity Incentive Plan Compensation" column of the Summary Compensation Table. The amounts s hown in this column for 2011 consist
of a special bonus that was paid to our executives in June 20 I I . The Compensation Committee ap proved the special bonuses in December 20 I 0, to be
paid to our executives who were sti ll employed by us on June 27, 20 I I, in orderto help motivate and retain those execut ives, as well as to recognize
thei r extraordinary efforts during a particularly difficult regulatory and legislative envi ronment affecting us and our industly.
Amounts shown re present the aggregate grant date fair value, computed in accordance with ASC 7 18, of all awards of stock granted to the Named
Executive Officer in the year indicated. For 201 1, amounts shown include grants of RS Us that settled in cash and grants of RS Us that settle in shares of
our common stock. To detern1ine the grant date fair value of stock awards, we use the closing market price of a share of our common stock on the
effective date of the stock award. The amounts ultimately realized by the Named Executive Officers from the stock awards will depend on the price of
our common stoc k in the future and may be quite differen t from the values sh0\\11.
Amounts shown represent the aggregate grant dale fair value, computed in accordance with ASC 7 18, of all awards of stock options granted to the
Named Executive Officer in the year ind icated. The option award s relate solely to shares of our common stock. None of the Named Executive Officers
has rece ived any stock appreciation ri gh ts ("SARs") from us. We di d not adjust o r amend the exercise price of any options previously awarded lo any of
the Named Executive Officers, whether through amendment, cancellation or replacement grants, or any other means (such as a rep1icing), or otherwise
materially modify such awards, during any of the years indicated. We used a binomial option pricing model to detenuine the gran t date fair value of the
stock options gran ted in each of the years indicated, which takes into account th e variables defined below:
"Volatility" is a statistical measure of the extent to which the stock price is expected to fluctuate during a period and comb ines our
h istorical stock pri ce volatil ity and the impli ed volatility as measured by actively traded stock options.
"Expected life" is the weighted average period that those stock options are expected to remain outstanding, based on the historical
pa Ite ms of our stock option exercises, as adjusted to re Oecl the current position -level demographics oflhe stock option grantees.
" Risk-free interest rate" is based on interest rates for tenns that are similar to the expected life of the stock opt ions.
"Dividend yield" is based on our h istorical and expected future dividend payment pmctices.
The following table sets forth the assumptions supporting those variables that were used to d etennine the values reported with respect to the stock
options granted to the Named Executive Officers in each of the years indicated:
Assumptions Associated n·ith

Srock Options Granted In

Volatility
Expected life (i n years)
Risk-free interest rate
Dividend yield

2013

2012

2011

60%
4.6
0.7%
None

51 %
4.5
0.7%
None

48%
4.7
1.8%
None

The amounts ultimately realized by the Named Executive Officers from the option awards will depend on the price o f our common stock in the future
and may be quite different from the values shown.
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(5)

(6)

Amounts shown represent the dollar value of all amounts eamed for services performed during each of the years indicated pursuant to awards under
non-equity i ncentive plans. There were no earnings on any outstanding non-equity incentive plan awards during any of the years indicated. The
amounts reported in this column for 20 13 consist of amounts earned under the short-tenn compensation element of our executive compensation, based
on the 2013 Management Objectives, and paid in 2014. Under Item 402(a) of Regulation S-K under the Exchange Act, our short-te,m compensation
element is defined to be non-equity incentive plan compensation, instead of bonus compensation, to the extent that the outcome with respect to the
relevant targets under our management obj ecti ves was substantially uncertain at the time the targets were estab lished by the Compensation Committee
and communicated to the participants. As a result, our short-term compensation element is intended to serve as an incent ive to obtain results over a
specified fiscal year, which caused it to be repo1t ed in this column. Amounts shown in this column includ e any portion of the awa rd that may have
been deferred by the Named Executive Officers under the Deferred Bonus Plan. See"- Nonqualified Deferred Compensat ion Plans - Deferred Bonus
Plan."
Amounts shown consist of:
the aggregate change in actuarial present value of the Named Executive Officer's accumulated benefit on an annualized basis under all
defined benefit and actuaria l pension plans (i ncluding supplemental plans) from December 31 of the prior comp leted fiscal year to
December 31 of the covered fiscal year, except that with respect to the 20 13 aggregate change in

-I 02 -
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actuarial present va lue for all Named Executive Officer pa1ticipants, that aggregate change was a negative number (see table below), and
therefore in accordance with the SEC rule, that negative change is not included in the amount reported in th is column or in the 'Total"
co lumn; and
the above-market or preferential earni ngs on compensation that is deferred on a basis that is not tax-qualified, including such earnings on
nonqualified defined contribution plans.
The aggregate change in actuarial p resent value of the Named Executive Officer's accumulated benefit on an annualized basis unde r each of the foll owing
p lans is presented in the table below:
the Retirement Plan for Sala1ied Employees of ITT Corporation (the "Old Pension Plan"), a non-contributory defined benefit pension
plan;
the ES! Pension Plan, a cash balance defined benefi t plan; and
the ESI Excess Pension Plan , an unfun ded, nonqualified reti rement plan.
See"- Pension Plans."

Named Executive Officer

Kevin M. Modany
2013
2012
201 I
Daniel M. Fitzpatrick
2013
2012
2011
Eugene W. Feichtner
2013
2012
2011
June M . McCorn1ack
2013
2012
20 II
Glenn E. Tanner
2013
2012
2011

O ld Pension Plan
Aggregate Change
in Present Value of
Accumulated
Benefit

ESI Pension Plan
Aggregate Change

ES I Excess
Pension Pian
Aggregate Change

in Present Value

in Present V alue

of Accumulated
Benefit

of Accumulaled
Benefil

0
0
0

$
$
$

$
$
$

0
0
0

$
$
$

0
0
0

$
$
$

0
0
0

$
$
$

11,788
11,286
11,09 1

$
$
$

2,893
2,782
2,803

$
$
$

0
0
0

$
$
$

0
0
0

$
$
$

$
$
$

12,176
11,656
11,45 1

$
$
$

0
0
0

$ (9,561)
$ 20,480
S 28,362

$
$
$
$
$
$

(36,285)
46,795
6 1,583
0
0
0
(2 1,737)
8 ,824
16,911

$
$
$

(2,078)
4 ,667
5,034

$ (3,690)
$ 8,286
$ 8,939

$
$
$

$
$
$

(1,612)
3,619
3,905

-Tolal
--

$
$
$

0
0
0

$(21,604)
$ 60,863
$ 75,477
0
0
0

In addition, the above-market or preferential earnings on compensation that is deferred on a basis that is not tax-qualified for the benefit of the Named
Executive Officers under the ES! Excess Savings Plan, an unfunded, nonqualified retirement plan are s pecified in the table be low. There were no abovemarket or preferential earnings on compensation that is deferred on a basis that is not tax-qualified for the benefit of the Named Executive Officers under the
Defe1Ted Bonus Plan, an unfunded, nonqualified deferred compensation plan, in 20 13, 2012 or20 11. See"- Nonqualified DefeITed Compensation Plans."
- I 03-

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00016859

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review002773

Table of Contents
ESI Excess Savings Plan Above-Market or
Preferential Ea rnings on Deferred
Compensation (A)

Named Executive Officer

Kevin M. Modany
2013
2012
2011
Daniel M. Fitzpatrick
2013
2012
2011
Eugene W. Feichtner
2013
2012
2011
June M. McCom1ack
2013
2012
201 I
Glenn E. Tanner
2013
2012
2011

$
$
$

3,0 1 I
2,57 1
1,725

$
$
$

0
0
0

s
s
$

2 14
183
124

$
$
$

0
0
0

$
$
$

732
625
41 7

(A)

Interest is above-market only if the rate of interest exceeds 120% of t he ap plicable federal long-tenn rate, with compounding (as presc1i bed under
Section I 274(d) of the lRC), at the rate that corresponds most closely to the rate under the applicable plan at the time the interest rate or fom1ula is set.
In the event ofa discretionary reset of the interest rate, the requisite calculation is made on the basis of the interest rate at the time of such reset, rather
than when 01iginally established. Only the above-market port ion of the interest is included.

(7)

Amounts shown represent all other compensation for each of the years indicated that could not properly be reported in columns (c) through (h) of the
Summa1y Compensation Table, as follows:
Perquisites (A)

Named Executive O fficer

Kevin M. Modany
20 13
20 12
20 11
Daniel M. Fitzpatrick
2013
20 12
20 11
Eugene W. Feichtner
2013
20 12
20 1 I
June M. McConnack
20 13
20 12
20 1I
Glenn E. Tanner
20 13
20 12
20 11
(A)
(B)

Use of a
Company
Car (Bl

Tax Retu rn
and Financial
Planning
Allowance (C)

$

Event
lickets (Dl

Enhanc.ed
Disability
Benefits (El

Physical
Examination (Fl

Perquisites
Total

llT/F.$1
Contributions
Under ES I
40 I (k)
Plan (G)

$ 6,487
$ 2,334
$ 11 ,083

$
$
$

6,422
6,503
6,503

$
$
$

3,182
2 ,665
0

$ 47,683
$ 51,0 12
$ 57,025

$
$
$

7,650
5 ,513
7,019

$
$
$

55,333
56,525
64,044

$
$

2,056
436
2,898

$
$
$

3,222
2,766
2,739

$

2,540
1,667
0

$ 11,818
$ 8,222
$ 8,957

$

7,650
7,500
7,019

$

$

19,468
15,722
15,976

0
604
887

$
$
$

2,502
2 ,52 1
2 ,496

5 ,346
5,274
5 ,091

$

$
$
$

2,236
2,250
2,228

$
$
$

2,094
2 ,1 06
2,085

$25,261
$25,280
$23,674

s
$

6 ,33 1
14,230
15,765

$
$
$

0
0
0

$
$
$

4,000
3,353
3,320

$
$
$

0
0
0

$
$
$

3, 10 1
3,055
3,025

$
$
$

0
0
0

$
$
$

2,669
2,649
2,700

$

0
150
0

$
$
$

0
0
0

$

2,59 1
2 ,550
2,528

$
$
$

1,383
1,558
727

$

$

$
$

$
$
$
$

A nnual

$
$
$

$
$

0
0
0

$

$
$

$

$

0
1,761
2,666

$
$
$

0
1,681
1,569

$
$

5,603
6, 180
6,408

$
$
$

$
$

$

4 ,905
6,810
7,594

$

5,889
5,512
5,551

$
$
$

6,068
7,895
6,909

$
$
$

2 ,673
2 ,639
2,575

$

$
$

All Other
Compensation (ff)

$
$
$
$
$

$
$
$
$

10,949
11 ,454
11 ,499
10,794
12,322
13,145
8,741
10,534
9,484

Amounts shown represent the aggregate incremental cost to us for the perquisites provided to the Named Executive Officers in each of the years
indicated.
The methodology for computing the aggregate incrementa l cost to us for provid ing use of a company car involves comp iling the expenses that were
paid by us or reimb ursed to the Named Executive Officer for the Named Executive Officer's use of the vehicle. Those expenses include:
the amount of depreciation expense that we recogni zed on the company-owned car;
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the cost ofinsurnnce premiums relating to the car that were paid by us;
the cost of gasol ine used in the car that was paid or reimbursed by us; and
the cost of maintenance and repairs of the car that was paid or reimbursed by us.
(C)

(D)

The methodology for computing the aggregate incremental cost to us for providing a tax return and financial p lanning allowance involves dete1mining
the sum of all receipts for tax ret urn and financial planning serv ices that are submitted by and reimbursed to t he Named Executive Officer up to the
amount of the allowance authorized by the Compensation Committee (i.e., 2% of annualized base salary as of the effective date of any increase in base
salary for t hat fiscal year for Mr. Modany, and l % ofannual ized base salary as of the effective date of any increase in base salary for that fiscal year for
each of the other Named Executive Officers).
The methodology for computing the aggregate incremental cost to us for providi ng event tickets invo lves identifying the speci fie events that the
Named Executive Officer and his or her guests attended during the year and attrib uting the actual costs paid by us or reimbursed to the Named
Executive Officer for the Named Executive Officer and his or her guests to attend the event. Those costs incl ude:
the portion ofa license fee for a private suite and associated spectator seats used by the Named Executive Officer and his or her guests;
the cost of food and beverages consumed by the Named Executive Officer and his or her guests in connection with the event;
the cost of tickets used by the Named Executive Officer and h is or her guests to attend the event; and
the cost ofparking fees incurred by the Named Executive Officer and his or her guests to attend the event.

(E)

The methodology for computing the aggregate incremen tal cost to us for providi ng enhanced disab ility benefits involves:
mul tip lying the mont hly charge to us per employee for the enhanced short-terrn disability benefits by the number of mont hs;
multiplying the annual charge to us per $ 100 of coverage for the enhanced long-tern1 disability benefits by the number of$ I 00 increments in the
covernge; and
adding together the sum of the amoun ts calculated in the prior two bullet points.

(F)
(G)

(H)

(8)

The methodology for computing the aggregate incremental cost to us for providi ng annual physical examinations involves detennining the expenses
for such examination that have been paid by us direct ly to t he prov ider or reimbursed to t he Named Executive Officer.
Amounts shown represent our contributions or other allocations made under the ES! 40 I (k) Plan, a defined contribution plan, for the benefit of the
Named Executive Officers in each of the years indicated. See"- Equ ity Compensat ion and Qualified Savings Plans - ES! 40 I (k) Plan."
Amounts shown do not include our cost for employee benefits that do not d iscriminate in scope, tem1s or operation in favor of our executive officers
and that are available genernlly to all full -time and part-time regular employees, including, without limitation, medical and dental benefits, vision
insurance, life insurance, flex ible spending account, business travel and accident insurance, and disab ility insurance.
Amounts shown represent the sum of the dollar values for each compensat ion element in columns (c) through (i) in each of the years indicated.
- I 05 -
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Amount of Salary and Bonus in Pro11ortion to Total Com11cnsation

The salary, non-equity incentive plan and bonus compensation and sala1y, non-equity incentive plan and bonus compensation, as a percentage of each
Named Executive Officer's tota l compensation, for the years indicated was as follows:
N on-Equity

Incentive Plan

Named Executive Officer

Kevin M. Mo dany
2013
20 12
20 1 I
Daniel M. Fitzpatrick
20 13
20 12
20 11
Eugene W. Feichtner
20 13
20 12
20 11
June M. McCormack
2013
20 12
20 11
Glenn E. Tanner
20 13
20 12
20 11
(I)

(2)

Salary as a
Percentage o f
Total
Coml!ensation

and Bonus
Compensation
as a Percentage

Salary and NonEquity Incentive
Pia II and Bonus
Compensation
as a Percentage
of Tota l
Coml!ensation

Non- Equity
Incentive Plan
and Bonus

Salary and Non-

Co meensation (1>

Comeensation ( 1)

Tota l
Comeensation (2)

$798,596
$788,250
$783,438

$
$
$

1,000,093
985 ,3 I3
1,1 53,500

$
$
$

1,798,689
1,773 ,563
1,936,938

$
$
$

2,972,627
8 ,763,384
6,412,454

26.9%
9.0%
12.2%

33.6%
11 .2%
18.0%

60.5%
20.2%
30.2%

$391,9 15
$334,905
$330,000

$

$
$

325,000
272,448
324,000

$
$
$

7 16 ,915
607,353
654,000

$
$
$

1,004,126
1,898,591
1,527,927

39.0%
17.6%
21 .6%

32.4%
14.4%
21.2%

7 1.4%
32.0%
42.8%

$309,535
$305,147
$300,625

$
$
$

232,58 1
229,144
295 ,000

$
$
$

542,116
534,291
595,625

$
$
$

731,774
1,767,294
1,453,708

42.3%
17.3%
20.7%

31.8%
13.0%
20.3%

74. 1%
30.2%
4 1.0%

$258,596
$272,363
$268,250

$
$

207,593
204,525
263,000

$
$
$

466,189
476,888
531 ,250

$
$
$

655,478
1,547,570
1,307,292

39.5%
17.6%
20.5%

31.7%
13.2%
20.1%

71. 1%
30.8%
40.6%

$258,628
$254,956
$25 1,025

$
$
$

194,330
19 1,459
246,600

$
$
$

452,958
446,415
497,625

$
$
$

640,926
1,525,065
1,288,440

40.4%
16.7%
19.5%

30.3%
12.6%
19. 1%

70.7%
29.3%
38.6%

Salar~

$

Equity Incentive
Plan and Bonus

of Tota l
Comeensation

The amounts ofnon-equity incentive plan and bonus compensation re ported in this table include the amounts of such compensation as reported in the
Non-Equity Incentive Plan Compensation and Bonus columns of the Summary Co mpensation Table for each of the years indicated.
Amounts shown represent the sum of the dollar values for each compensation element that we are required to repo1t in the Summa1y Compensation
Table for each of the years indicated. See"- Summary Compensation Table."

Generally in the years indicated, the amount ofsala1y has represented less than 45%, and the amount of salary and non-equity incentive plan and
bonus compensation combined has represented approximately 20% to 75%, of the Named Executive Officer's total compensation. ln addition, depending on
our results, the amount of non-equity incentive plan compensation in 2012 and 2013 could have ranged from 15% to 200% of the Named Executive Officer's
salary, depending on the Named Execut ive Officer's position. As a consequence, the better our results in that year, th e greater the percentage that non-equity
incentive plan compensation represented of the Named Executive Officer's total compensation fo r that year. This result com:sponded to the goal of the
compensation program for our execut ives and with the Compensation Committee's intention s pri or to July I, 20 I I. The increases in non-equity incentive
plan and bonus compensation, and salary and non-equ ity incentive plan and bonus compensation, in each case as a percentage of total compensation, in
2 013 compared to 2011 and 20 12 were prirna1ily due to no supplemental equity awards being made in 2013 and the lower gran t date value of equity awards
in 20 13 as a resu lt of a lower stock price.
Form W-2, Wae;e and Tax State ment Compensation Table

The Form W-2, Wage and Tax Statement Compensation Table below supplements th e SEC-required disclosure in the Summary Compensation Table
set forth above. The Fom1 W-2, Wage and Tax Statement Compensation Table below sets forth the total taxable wages, tips and other compensation
(collectively, "Wages") that we paid to the Named Executive Officers in eac h of th e last five calendar years, as shown in Box I of the U.S. Internal Revenue
Service's Fom1 W-2 , Wage and Tax Statement that we p rovided to the Named Executive Officers with respect to each of those calendar years. Total
compensation as calculated under the SE C's rules and as shown in the Summary Compensation Table above and in prior year's Proxy Statements includes
several items that are driven by accounting and actuarial assumptions, which a re not necessarily reflective of the Wages that we paid to the Named Executive
Officers in a particular calendar year.
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Amounts shown in the Total Wages column below differ substantially from, and should not be considered a substitute for, the amounts shown in the
Total column of the Summary Compensat ion Table. The Total Wages amounts in the table below represent:
amounts paid as salary to the Named Executive Officer in the applicable year, less any tax-qualified deductions such as contributions or
premiums paid by the Named Executive Officer to the ES! 40 I (k) Plan, certain health and welfare benefit plans and health savings
accounts;
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amounts paid as bonus, non-equity incentive plan compensation and short-tem1 compensation to the Named Executive Officer in the
applicable year;
the value realized from the exercise of stock options by the Named Executive Officer in the applicable year, detem1ined by subtracting
the exercise price of the option from the market price of a share of our common stock al exercise, and then multiplying that amount by
the total number of shares acquired on exercise at that exercise price;
the value realized from the vesting ofRSUs held by the Named Executive Officer in the applicable year, de termined, for stock-settled
RSUs, by multiplying the number ofRSUs vested by the market price of a share of our common stock on the vesting date, and for cashsettled RSUs, by multiplying the number of RS Us vested by the average of the closing market prices ofour common stock over the 20
trading day period prior to the settlement date;
the value ofnoncash payments, including certain fringe benefits, made to the Named Executive Officer in the applicable year;
the taxable cost of g roup-term life insurance in excess of$50,000 for the Named Executive Officer in the applicable year; and
the taxable amount of al l othe r compensation paid to the Named Executi ve Officer in the applicable year.

Form W-2, \\'age and Tax Stateme nt Compensation Table

Name and Principal Position

Year

Total Wages(I )

Summary
Compensation
Table Total
Compensation (2)

Kevin M. Modany
C hief Executive Officer

2013
2012
201 1
2010
2009

$
$

$
$

Daniel M. Fitzpatrick
Executive Vice President, Chieffinancial Officer

Eugene W. Feichtner
Executive Vice President and President, ITT Technical
Institute Division

s

$

919,595
5,336,585
2,419,077
2,211 ,344
1,892,239

2013
201 2
201 I
20 10
2009

$
$
$
$
$

201 3
2012
20 11
2010
2009

June M . McConnack
Executive Vice President and President, Online Division

Glenn E. Tanner
Executive Vice President, Chief Marketi ng Officer

(I)
(2)
(3)

Difference (3)

Total Wages as a
Percentage of
Summary
Compensation
Table Total
Compensation

$
$

2,972,627
8 ,763,384
6,412,454
6,745,967
7,628,172

$(2,053,032)
$(3,426,799)
$(3,993,377)
$(4,534,623)
$(5,735,933)

30.9%
60.9%
37.7%
32.8%
24.8%

400,468
1,259,366
764,326
698,426
573,278

$
$
$
$
$

1,004,126
1,898,59 1
1,527,927
1,429,072
1,794,6 17

$ (603,658)
$ (639,225)
$ (763,60 I)
$ (730,646)
$( 1,22 1,339)

39.9%
66.3%
50.0%
48.9%
3 1.9%

$
$
$
$
$

323,208
1,542,40 1
678,190
1,409,800
475,002

$
$
$
$

s

731,774
1,767,294
1,453,708
1,327,51 3
1,601,380

$ (408,566)
$ (224,893)
$ (775,518)
$
82,287
$(1,126,378)

44.2%
87.3%
46.7%
106.2%
29.7%

2013
2012
201 1
2010
2009

$
$
$
$
$

297,578
791,344
605,789
528,924
378,997

$
$
$
$
$

655,478
1,547,570
1,307,292
1,239,303
1,512,783

$ (357,900)
$ (756,226)
$ (701,503)
$ (7 I 0,3 79)
$(1 , 133,786)

45.4%
51.1 %
46.3%
42.7%
25.1%

2013
2012
201 1
2010
2009

$
$
$
$
$

295,6 17
858,222
562,180
490,034
336,343

$
$
$
$
$

640,926
1,525,065
1,288,440
1,236,442
1,470,653

$ (345,309)
$ (666,843)
$ (726,260)
$ (746,408)
$(! , 134,310)

46. 1%
56.3%
43.6%
39.6%
22.9%

$

$

Amounts shown are described above the table.
Amounts shown represent the amounts shown in, or calculated in accordance with the mi es for, th e Total column of the Summary Compensation Table.
Amounts shown re present the difference between the Total Wages column and the Summary Compensation Table Total Compensation column.
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Grants of Plan-Based Awards Table
The following table sets forth infonnation regarding grants of plan-based awards in 20 I 3 to each ofour Named Executive Officers.

Grants of Plan-Based Awards in Fiscal Year 2013
A ll

Other
Date
Compensation
Committee
Took Action Estimated Possible Payouts Under Non-

Named Executive Officer
(a)

Kevin M. Modany
Stock Option Award(8)
RSU Award(! I)
20 13 Management Objectives( 13)
Daniel M. Fitzpatrick
Stock Option Award(8)
RSU Award( I IJ
20 l 3 Management Objectives( 13)
Eugene W. Feichtner
Stock Option Award(8)
RSU Award(I I)
20 l 3 Management Objectives( l 3)
June M. McConnack
Stock Option Award(8)
RSU Award(! I)
20 13 Management Objectives( l3)
Glenn E. Tanner
Stock Option Award(8)
RSU Award(! I)
2013 Management Objectives( 13)

Grant
D ate(l)
( b)

to Grant

~uit~ Incentive Pla n Awa rds(2)

Awards

Threshold(3)

(c)

(d)

Tar~et(4)
(e)

Maximum(5)
(f)

05109/13 02/19/13(9)
05109/13 02119/13(9)
NIA
02/19/1 3 $ 200,0 19 $800,074 $1,600,148
05109/13 02119/13(9)
05109/13 02119/13(9)
NIA
02/19113 $
05109/13 02119/13(9)
05109113 02119113(9)
NIA
02119113 $
05109/13 02119/13(9)
05109/13 02119113(9)
NIA
02/19/ 13 $
05109/13 02119/13(9)
05109/13 02119/13(9)
NIA
02/19/1 3 $

Stock
Awards:
N umber
of

Shares
of Stock
or Units

(g)

NIA
28, 125( 12)

NIA
NIA
6,750( 12)

65,000 $260,000 $ 520,000

NIA
NIA
4 ,500( 12)

46,516 $ 186,065 $ 372, 130

NIA
NIA
4,500( 12)

4 1,5 19 $ 166,075 $ 332,149

NIA
NIA
4,500( 12)

38,866 $155,464

s

310,928

NIA

Grant
Date
Fair
Value of
St ock

A ll Other
Option
Awards:
N umber of
Securities

Exercise
o r Base
Price of
Option

Underlying

Awards

and
Option

Oftions
(h)

(S/sh)(6)

Awards(7)

(i)

(j)

62,500 $19.3 1(1 0) $572,500
NIA
NIA
$543,094

NIA

NIA

NIA

15,000 $19.3 1(10) $137,400
$130,343
NIA
NIA

NIA

NIA

NIA

10,000 $19.3 1(10) $ 9 1,600
NIA
NIA
$ 86,895
NIA
NIA
NIA
10,000 $ 19.3 1(10) $ 9 1,600
NIA
NIA
$ 86,895
NIA
NI A
NIA
10,000 $19.3 1(1 0) $ 9 1,600
NI A
NIA
$ 86,895

NIA

NIA

NIA

"NIA" means not applicable.
(I)
(2)

(3)
(4)
(5)
(6)
(7)

(8)

Defined as the date of the grant for financial statement reporting purposes pursuant to ASC 7 18.
Amounts shown represent the dollar value of the estimated possib le payout upon satisfaction of the conditions subject to the 2013 short-tenn
compensation element.
"Threshold" refers to the minimum amount payable for a certa in le ve l of results under the plan.
"Target" refers to the amount payab le, if the specified results target(s) are reached.
"Maximum" refers to the maximum payout possible under the plan.
Amounts shown represent the per-share exercise or base price of the options granted in the fiscal year.
Amounts shown represent the grant date fair value, computed in accordance with ASC 718, of each stock and option award granted to the Named
Executive Officer in 2013. There were no adjustments or amendments made in 2013 to the exerc ise price of any option awards held by any of the
Named Executive Officers, whether through amendment, cancellation or replacement grants, or any other means (such as a repricing), or that
otherwise materially modified any option awards.
Represents a nonqualified stock option to purchase our common stock that was g ranted under the Amended 2006 Plan. See"- Equity Compensation
and Qua Ii f:ied Savings Plans - Amended 2006 Plan."
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(9)
( I 0)

( 11 )
(12)
( 13)

The awards were granted by the Compensation Committee during a Committee meeting on February 19, 2013 and became effective on May 9, 20 13 .
Nonqualified stock option granted at I 00% ofthe closing market price ofa share ofour common stock on the effective date of the grant. One-third of
the shares subject to each option granted is exercisable on the anniversary date of the grant in each of the years 20 14, 2015 and 20 16 .
Represents a grant of RSUs that was made under the Amended 2006 Pl an . See "- Equity Compensation and Quali fied Savings Plan s - Amended 2006
Platt."
The period of restriction for this RSV grant lapses in thirds on the anniversary date of the grant in each of the years 2014, 2015 and 20 16 . These RS Us
will be settled in shares of our common stock, one share for each RSU in the grant.
Represents awards that could be earned pursuant to the 2013 Management Objectives under the sho1t-tenn compensation element that were approved
by the Compensation Committee on Febmary 19, 20 13. Amounts actually earned in 2013 are reported in the Summary Compensation Tab le for that
year in the " Non-Equity Incentive Plan Compensation" column. See"- Summary Compensation Table."

Employment Contracts

We have not entered into an employment contract, whether written or oral, with any of the Named Executive Officers. We entered into a letter
agreement with Mr. Modany, however, on August 4 , 2014, pursuant to which Mr. Modany will remain our Chief Executive Officer for a period end ing on
Febmary 4, 2015 (the " Applicable Period"). We may extend the Applicab le Pe1iod by up to three months and may tem1inate it at any time upon notice to
Mr. Modany. l.n addition, during the Applicable Period, we are pe,mitted to change Mr. Modany's role to that of Senior Ad visor. Under the terms oft he letter
agreement, Mr. Modany will resign his position as our ChiefExecutive Officer on the last day of the Applicable Period.
The letter agreement with Mr. Modany prov ides that during the Applicable Period, Mr. Modany will continue to receive his current cash compensation
and partic ipate in our employee benefit plans, but will not receive any further grants of equ ity-based compensation. Furthennore, ifwe tenninate the
Appl icable Period before Febmary 4, 2015, Mr. Monday wil l be entitled to the cash compensation he would have been paid through that date. During the 18month period following the Applicable Period, Mr. Modany will serve as a consultant to us in exchange for a monthly fee equ iva lent to his current monthly
base salary and continued vesting of his equity-based awards. Pursuant to the letter agreemen t, Mr. Modany has agreed that during such 18-month period, he
will not compete with us or solici t our customers or employees. The letter agreement also includes confidentiality and cooperation provisions and requires
Mr. Modany to execute a release of c laims against us. Mr. Modany ,viii not be entitled to receive any severance pay or other separation benefits in
connection with his resignation, but we will pay him a lump sum equal to the cost of 18 months of coverage under the Consolidated Omn ibus Budget
Reconciliation Act of 1984, as amended ("COBRA"), following his execution of the release.
Non-Equity Incentive Plan Awards and Bonuses

The annual sho1t-tenn compensation element for our executive officers relating to 2013 was based on the 2013 Management Objectives. Pursuant to
the SEC's regulations, the amounts paid pursuant to this compensation element are classified in the tables in this document as non-equity incentive plan
compensation, due to the fact that the awards were based on pre-established objectives. The annual short-tenn compensat ion element for our executive
officers relating to 20 12 also was based on management objectives, but because the Compensat ion Committee determined in late 2012 to assign zero to five
points to each 20 12 Management Objective based on the extent to wh ich it was accomplished (instead of the previously-established detennination to assign
five points to each 20 12 Management Obj ective only if it was fully accomplished), the amounts paid pursuant to this compensation element are classified in
the tables in th is document as bonus compensation, pursuant to the SEC's regu lations. As described in more detail in the Compensation Discussion and
Analysis section of this document, because the Incentive Compensation Prohibition became effective on July 1, 2011, our Compensation Committee did not
estab lish performance objectives for purposes ofan annual short-term compensation element for 20 11 . A special bonus, however, was paid to our executives
in June 201 1, wh ich is classified in the tables in this document as bonus compensation.
Under the Deferred Bonus Plan, each eligible employee may elect to defer payment of all or a portion of his or her annual bonus award in the same fonn
that the bonus is otherwise payable, either in cash or shares of our common stock. See"- Nonqualified Deferred Compensation Plans - Deferred Bon.us Plan."
None of the Named Executive Officers deferred any amounts under the Deferred Bonus Plan in 20 I I, 20 I 2 or 20 13.
Equity Compensation and Qualified Savings Plans

I 997 Stock Plan. On May 13, 1997, our shareholders approved our adoption of the 1997 ITT Educational Services, l.nc. l.ncentive Stock Plan (the
"1997 Stock Plan"), which became effective on the same date and provides for the grant of:
stock options that a re intended to qualify as "incentive stock options" under Section 422 of the IRC;
nonqualified stock options;
SARs;
performance shares and restricted stock; or
any combination of the foregoing, as the Compensation Committee may d etennine, as well as substitute stock options, SARs and
restricted stock.
-109-
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The 1997 Stock Plan expired on May 13, 2007. The only awards that have been granted under the 1997 Stock Plan are nonqualilied stock options and
restricted stock. As a result of our shareholders' approval of our adoption of the 2006 Equity Compensation Plan at the 2006 Annual Meeting of Shareholders
on May 9, 2006, no awards have been, or will be, made under the 1997 Stock Plan after May 9, 2006. As of December 3 1, 20 13, the total number of shares of
our common stock that were subject to unexercised nonqual ified stock option awards granted under the 1997 Stock Plan was 80,200. There were no other
outstanding awards under the 1997 Stock Plan as of December 3 1, 20 13 .
Recipients of awards under the 1997 Stock Plan must be, or have been at the time of grant, key employees (including any officer or Director who is also
an employee) whose responsibil ities and decisions directly affect our perfonnance or the perfonnance of any ofour subsidiaries or o ther affi liates.
The Compensation Committee administers the 1997 Stock Plan and made determinations with respect to the d esignation of those employees who
would receive awards, the number of shares to be covered by options and restricted stock awards, the exercise price of options and o ther option tenns and
conditions. The Compensation Committee may impose such additional tem1s and conditions on an award as it deems advisable. Shares of our common stock
issued under the 1997 Stock Plan may be made available from the authorized but unissued shares of our common stock, from treasury stock or from s hares
purchased on the open market.
Nonqua lilied stock options under the 1997 Stock Plan must expire with in ten years after grant. The exercise price fornonqual ified stock options must
be at least equal to the fair market value of our common stock on the date of grant. A nonqualilied stock option may be exercised only b y the employee who
received the opt ion (or his or her estate or designated beneficiary) within:
five years after the date of his or her termination of employment resulting from the employee's death, total disabil ity or retirement, but in
no event later than the expiration of the original term of the option; or
three months after the date o f his or hertennination of employment resulting from any other reason, except forthe employee's voluntary
resignation or tennination for cause, but in no event later than the expiration of the original tenn of the option.
!fan optionee voluntarily resigns or is tenninated for cause, the nonqualified stock options are canceled immediately.
The 1997 Stock Plan provides for the automatic protection of intended economic benefits by key employees upon the occurren ce of an acceleration
event. See Exhibit No. I 0.8 to our Quarterly Report on Fonn I 0-Q for the second fiscal quarter ended June 30, 1997, Exhibit No. I 0.38 to our Quarterly
Report on Fo1m I 0-Q for the second fiscal quarter ended June 30, 2003 and Exhibit No. I 0.58 to our Quarterly Repo1t on Fon11 I 0-Q for the third fiscal
quarter ended September 30, 2006 filed with the SEC for a complete copy of the 1997 Stock Plan, as amended. Notwithstanding any other provisions of the
1997 Stock Plan, upon the occutl"ence ofan acceleration event:
all op tions wi ll generally become exercisable im.mediately for a period of 60 ca lendar days;
options will continue to be exercisable for a period of seven months in the case of an employee whose employment is tenninated other
than for cause or who vol untarily tem1inates employment because of a good faith belief that such emp loyee wi II not be able to discharge
his or her duties;
"li mited stock appreciation 1ights" will be granted automatically on all outstanding options not otherwise covered by a SAR, which will
generally be exercisable immediately in foll, will entitle the holders to the sa me exercise period referred to in the bullets above and will
be settled fully in cash based on a fom1u la price generally reflect ing the highest price paid for a share ofour common stock during the
60-day period preced ing the exercise date; and
restrictions applicab le to awards ofrestricted stock will be waived automatically.
Options or restricted shares wh ich are granted, accelerated or enhanced upon the occuffence of a takeover may give rise, in who le or in part, to "excess
parach ute payments" within the meaning of Section 2800 of the !RC and, to such ex tent, will be nondeductible by us and subject to a 20% excise tax to the
awardee.
An "acceleration event" is generally defined in the 1997 Stock Plan as any of the following events:
a report on Schedule 13D is fi led with the SEC pursuant to Section 13(d) of the Ex change Act disclosing that any person (within the
meaning of Section I 3(d) of the Exchange Act), other than us, ITT Corporation (a Nevada corporation ("ITT Nevada") that was formerly
affil iated with ITT Corporation, an Indiana corporation), one ofour subsidiaries or any employee benefit plan sponsored by us, ITT
Nevada or one of our subsidiaries, is the beneficial owner directly or indirectly of20% or more of the outstanding shares of our common
stock;
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any person (with in the meaning of Section I 3(d) of the Exchange Act), other than us, ITT Nevada, one of our subsidiaries or any
employee benefit plan sponsored by us, ITT Nevada or one of our subsi d iaries, purchases shares pursuant to a tender offer or exchange
offer to acquire any shares of our common stock (or securities convertible into our common stock) for cash, securities or any other
consideration, provided that after consummation of the offer, the person in question is the beneficial owner (as such tennis defined in
Ru le I 3d-3 under the Exchange Act) directly or indirect ly of I 5% or more of the outstanding shares of our common stock (ca lculated as
provided in paragraph (cl) of Rule l 3d-3 under the Exchange Act in the case ofrights to acquire our common stock);
-I I 0 -
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our shareholders approve:
any consolidation or merger of us in which we are not the continuing o r surviving corporation or pursuant to which shares ofo ur
common stock would be con vett ed into cash, securities or other property, other than a merger ofus in which ho lders of our
common stock immediately prior to the merger have the same proportionate ownership of common stock of the surviving
corporation immediately after the merger as immediately before; or
any sale, lease, exchange or other transfer (in one transaction or a series of related transactions) of all or substantially all of our
assets; or
a change in a majority o f the members of our Board of Directors within a 12-month period, un less the election or nomination for election
by our shareholders of each new Di rector during such 12-month period was approved by the vote of two-thirds of the Directors then still
in office who were Directors at the beginning of such 12-month period.
A m e11detl 2006 Plt,11. On May 9 , 2006, our share holders approved the 2006 ITT Educational Services, Inc. Equity Compensation Plan (the "20 06
Equity Compensation Plan"). On January 21, 2013, based on the recomme ndation of our Compensation Committee, our Board of Directors approved the
Amended 2006 Plan and on May 7, 20 13, our shareho lders approved the Amended 2006 Plan.

Elir;ibilitv to Receive Awards. The approx imate number of persons eligi ble to patticipate in the Amended 2006 Plan is 1,000.

Tvpes o(Award.~. The Amended 2006 Pl an permits the grant of the following types of awards:
stock options (incentive and nonqualified);
SARs;
restricted stock;
RSUs;
performance shares;
petfonnance units; and
other stock-based awards.

Duration ofthe Amended 2006 Plan. No award may be granted under the Amended 2006 Plan after May 7, 2023 .
Administration. The Amen ded 2006 Plan is administered by a committee consisting of two or more members of our Board of Directors (the " Plan
Committee"). It is intended that each member of the Plan Committee will be a " non-employee director" with in the meaning of Rule I 6b-3 of the Exchange
Act, an "outside di rector" under regulations promulgated under Section I 62(m) of the !RC, and an "independent director" under the NYSE listing standards.
Our Board of Directors has curren tly designated the Compensation Committee as the Plan Committee for the Amended 2006 Plan; however, the e nt ire Board
will act as the Plan Conunittee with respect to awards to non-employee Directors. Subj ect to applicable law, the Plan Committee may delegate its authority
under the Amended 2006 Plan.
Shares Subiect to the Amended 2006 Plan. Th e total number of shares ofour common stock available for awards under the Amended 2006 Plan is
7,350,000, subject to antidilution adjustments. Each share underlying stock options and SARs granted under the Amended 2006 Plan, and not forfeited or
tenninated, will reduce the number of shares availab le for future awards under the Amended 2 006 Plan by one share. The delivery ofa share in connection
with a " full-value award" (i.e., an award of restricted stock, RSUs, pe rfonnance shares, perfo,m ance un its or any other stock-based award with value
denominated in shares) will reduce the number of shares remaining for other awards by two shares.
The source of shares fo r issuance under the Amended 2006 Plan may be authori zed and un issued sha res or treasuty shares.

If an award under the Amended 2006 Plan is forfeited or tem1inated fo r any reason befo re being exercised, fully vested or settled , as the case may be,
then the shares underlying that award will be added back to the remaining shares and wi ll be available for fut,ire awards under the Amended 2006 Plan. The
number of shares available for future awards underthe Amended 2006 Plan, however, will be reduced by: (a) any shares subject to an award that are withheld
or otherwise not issued upon the ex erci se of the award to satisfy the participant's tax withholding ob lig ations o rto pay the exercise price of the award; and
(b) shares subject to an award that is settled in cash in lieu of shares. In add ition, any shares tendered by a participant in payment of th e exercise price o fan
option may not be re-issued under the Amended 2006 Plan.
Pursuant to the Amended 2006 Plan, subj ect to antidilution adjustments:
the maximum aggregate number of shares tha t may be delivered in connection with stock op tions intended to be incentive stock o ptions
under Section 4 22 of the IRC ("incentive stock options") may not exceed 7,350,000 shares;
the max imum aggregate numberofshares that may be granted to an individual participant during any calendar year pursuant to:
all forms of awards is 400,000 shares;
incentive stock options is 400,000 shares;
restricted stock and RSV awards is 250,000 shares; and
perfonnance share awards is 250,000 shares;
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the aggregate fair market value of shares that may be granted to a non-employee director du1ing any calendar year may not exceed
$400,000; and
the maximum aggregate compensation that may be paid pursuant to perfonnance units awarded in any one calendar yea r to an ind ividual
participant is $2,000,000, or a number of shares having an aggregate fair market value not in excess of that amount.
Further, no incentive stock option will be granted to a pa1ticipant if, as a result of such grant, the aggregate fair market va lue of shares with respect to which
incentive stock options are exercisable for the first time in an y calendar year woul d exceed$ I 00,000.

No Repricin~. The Amended 2006 Plan prohibits repricing of stock op tions or SA.Rs, including by way ofan exchange for anothe r award with a lower
exe rcise price, unless sh areholder app roval is obtained.
Stock Options. Stock options granted under the Amended 2006 Plan may be either nonqualified or incentive stock options. Each option grant will be
evi denced by an award agreement between the optionee and us setting forth the tem,s and cond itions of the option. The Plan Committee will set the exercise
p1ice of each option, provided that the exercise price may not be less than 100% of the fair market value ofour common stock on the date the option is
granted. The Amended 2006 Plan defines "fair market value" as the closing price ofour common stock on the effective date of the o ption grant or, if that date
is not a trading day, on the most recent trading day prior to the effective date of the opt ion grant. ln add ition, in the case ofan incen tive stock opt ion granted
to a participant who, at the time the option is granted, owns stock representing more than I 0% of the voting power of all classes ofour stock, the exercise
price of the incentive stock option will not be less than 1 10% of the fair market value ofour common stoc k on the effective date of the option grant.
The Plan Committee will detennine the tem1 of each stoc k option that it grants under the Amended 2006 Plan; however, the tenn may not exceed seven
years from the date o f grant. Moreover, in the case ofan incentive stock option g ranted to a participant who, at the time the option is granted, owns stock
representing more than 10% of the voting power of all classes of our stock, the tenn of the option may not exceed five years from the date of grant.
Unless otherwise prov ided with respect to an award by a participant's award agreement or by written contract of employment of service, if an optionee's
emp loyment o r serv ice tenninates due to death o r disability:
all of the opt ionee's stock opt ions with time-based vesting p rovisions will become immediately exercisable and will remain exercisable
until the earlier of:
the date three years after the date of the optionee's death or disability, or
the date the options expire in accordance with their tem,s; and
with respect to the o ptionee's options with performance-based vesting provisions:
the optionee will fo rfeit all such options that are not exercisable as of the date of death or disability; and
options that were exercisable as of the date of d eath or disability will remain exercisab le until the earlier of (a) the date three years
after such date, or (b) the date the options expire in acco1tlance with their tenus.
For stock options granted under the 2006 Equ ity Compensation Plan prior to November 24, 20 10, tennination of an optionee's employment or service due to
retirement is treated in the same manner as tenuination of employment or service due to death or disability. In all cases, incentive stock options will not be
exercisab le for more than three months following an optionee's death or retirement or more than one year following the tenuination ofan op tionee 's
emp loyment by reason of disab ility.
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Unless otherwise provided with respect to an award by a participant's award agreement or by written contract of employment of service, upon
termination by us of an opt ionee's employment or service without cause, or upon tem1ination of employment or service by the optionee for a reason other
than death or disability (or retirement for stock options granted prior to November 24, 20 I 0):
an optionee will fo1fei1 all of his or her options that had not yet become exercisable; and
options that were exercisable as of the date of the opt ionee's termination wi ll remain exercisab le until the earlierof(a) the date 90 days
after the date oftennination, or (b) the date the options expire in accordance with thei r tenns.
Unless otherwise provided with respect to an award by a participant's award agreement or by written contract of emp loyment of service, upon termination of
emp loyment o r service for cause, an optionee will immediately fo1feit all of his or her outstanding options.

SA Rs. SAR grants may be either freestanding or tandem with option grants. Each SAR grant will be evidenced by an agreement that will specify the
number of shares to which the SAR pertains, the grant price, the tem1 of the SAR and such other provisions as the Plan Committee shall determine. The grant
price of a freestanding SAR will not be less than I 00% of the fair market value of our common stock on the effective date of the SAR grant, and the g rant
p1ice of a tandem SAR will equal the exercise price of the related option. The Plan Committee will determine the tenn of each SAR that it grants under the
Amended 2006 Plan; however, the term may not exceed seven years from the date of grant.
Upon exercise of a SAR, the holder will receive payment from us in an amount equal to the product of (a) the excess of the fair market value ofour
common stock on the date of exercise over the grant price and (b) the number of shares with respect to which the SAR is exercised. Al the discretion of the
Plan Committee, payment to the holder of a SAR may be in cash, shares of our common stock or a combination thereof
-1 12-
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If the employment or service ofa ho lder ofa SAR is tem1inated, the SAR will be treated in the same manner as options are treated.
Restricted Stock and Restricted Stock Units. Each restricted stock or RSU grant will be evidenced by an agreement that specifies the applicable period
of restriction, the number ofrestricted shares or RS Us granted, the vesting or settlement date, and such other provisions as the Plan Committee detennines.
The period of restriction applicab le to an award of restricted stock or RSUs is at least one year for awards with a time-based period of restriction granted
after November 24, 20 IO and all awards with a perfonnance-based period of rest1iction, and was at least three years for awards with a time-based period of
restriction granted under the 2006 Equity Compensation Plan prior to November 24, 20 I 0.
Participants holding restlicted stock may exercise full voting rights and will receive all regular cash dividends paid with respect to those shares. Except
as otherwise detennined by the Plan Committee, all other distributions paid with respect to the restricted stock will be credited to the pa1ticipant subject to
the same restrictions on transferability and forfeitability as the underlying restricted stock.
When the applicable period of restrict ion on the restricted stock ends, the stock will become freely transferable, and the participant will receive those
shares. When the applicable period of restriction ends, RSUs will be settled and paid. At the time of the grant, the Plan Committee shall detennine whether the
RSUs wi ll be settl ed by deli very of shares, payment in cash ofan amount equal to the fair market value of the shares on the settlement date o r the average of
the fair market value of the shares over a specified number of days prior to the settlement date, or a combination of shares and cash.
With respect to restricted stock with a time-based period of restriction , unless otherwise provided with respect to an award by a participant's award
agreement or by written contract of emp loyment of service:
upon a paiticipant's death or disability, the period of restriction will lapse immediately; and
upon tennination o f a part ic ipant's employment or service with us for any reason other than death or disability, the participant will forfeit
all unvested restricted stock immediately after the tem1ination of employment or service.
Unless otherwise provided with respect to an award by a participant's award agreement or by written contract of emp loyment of service, with respect to
restricted stock with a perfonnance-based period ofrestriction, upon te1mination ofa panicipant's employment or service with us fo r any reason, the
part ic ipant will forfeit all unvested restricted stock im.mediately after the tennination of employment or service.
With respect to RSUs with a time-based period of restriction, unless otherwise provided with respect to an award by a pa1ticipant's award agreement or
by written contract of employment of service:
upon a palticipant's death or disability, the period of restriction will lapse immediately, and the RSUs will be settled immed iately
thereafter; and
upon tennination of a participant's employment or service with us for any reason other than death or disability, the participant will forfeit
all of his or her unvested RSUs inunediately after the tem1ination of employment or service.
Unless otherwise prov ided with respect to an award by a participant 's award agreement or by written contract ofemployment of service, with respect to
RSUs with a perfonnance-based period ofrest1iction, upon termination ofa participant's employment or service with us for any reason, the pa1ticipant will
forfeit all of his or her unvested RS Us immediately after the tennination of employment or service.

Performance Shares a11d Performance Units. Each grant ofperfonnance shares and perfom1ance units will be evidenced by an agreement that specifies
the number of shares or units granted, the app licable perfonnance measures and perfonnance periods, and such other provisions as the Plan Committee
detennines. Except as otherwise provided in the app licable award agreement, upon tennination of emp loyment or service or upon a change in control or
subsidiary disposition, the perfonnance period for perfonnance shares and perfonnance units must be at least one year.
A participant will not have voting rights or other rights as a shareholder with respect to tbe shares subject to an award of pe1fomiance shares or
performance units until the time, ifat all, when shares are issued to the participant pursuant to the tenns of the applicable award agreement.
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As soon as practicable following the completion of the performance period app licable to outstanding perfonnance shares or perfonnance units, the Plan
Committee will certify in writing the extent to which the applicable performance measures have been attained and the resulting final value of the award
earned by the participant and to be paid upon its settlement. The Plan Committee, in its sole discretion as specified in the award agreement, may pay earned
performance shares or pe1fonuance units by delivery of shares or by payment in cash or a combination thereof.

Unless otherwise provided with respect to an award by a participant's award agreement or by written contract ofemployment of service, ifa participant
tenuinates emp loyment or service with us for any reason prior to the end of the pe1fonnance period respecting an award ofperfom1ance shares or perfonuance
units, the partic ipant will forfeit any and all right to payment under the performance shares or performance units.
-1 13-
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Other Stock-Based Awards. The Plan Committee has the 1ight to grant other stock-based awards that may include, without limitation, grants of shares
based on attainment ofperfonnance measures, payment of shares as a bonus or in lieu ofcash based on attainment ofperfom1ance measures, and the payment
of shares in lieu ofcash under other of our incentive or bonus programs.
The Plan Committee may determine to pay a non-employee Director's regular annual retainer, retainer for Board committee memberships, retainer for
chairperson duties, fees for attendance at Board or Board committee meetings, or any other retainers or fees in the fonn of another stock-based award under
the Amended 2006 Plan. The Plan Committee may also detennine to pem1 it the non -employee Directors to elect whether to receive all o r a portion of such
retainers and fees in the fonn of other stock-based award. Any such other stock-based awards would not be subject to any restrictions (other than restrictions
applicable to ou r "affiliates").

Performance-Based Awards. The Plan Committee may grant awards that are intended to qualify as "perfom1ance-based compensation" for pmposes of
deductibility under Section I 62(m) of the IRC. For any such award, the Plan Committee will establish the goals to be used within 90 days after the
commencement of the performance period, or, if the number of days in the performance period is less than 90, the number of days equal to 25% of the
performance period applicable to such award. The Amended 2006 Plan sets fo1th ce1t ain perfom1ance measures from which the Plan Committee may select for
these awards. The Plan Committee may establish perfonnance measures, in its discretion, on a corporate-wide basis or with respect to one or more business
units, divisions, subs idiaries, business segmen ts, functions, salary grade levels, or positions, and in e ither a bsolute tem1s or relative to the perfonnance of one
or more comparable companies or an index covering multipl e companies. Ln addition, unless otherwise detennined by the Plan Committee, measurement of
performance measures will exclude the impact of charges for restructurings, discontinued operations, extraordinary items, and other unusual or non-recurring
items, as well as the cumulative effects of tax or accounting changes, each as detennined in accordance with generally accepted accountin g principles or
identified in our financial statements, notes to the financial statements, management's discussion and analysis, or other fi lings with the SEC. As a result of the
Incentive Compensation Prohibition and until there is further cla,ification of the scope and breadth of the Incentive Compensation Prohibition, the Plan
Committee wil l not grant performance-based awards on or after July I, 20 I I .
Change in Control Cash-Out and Subsidiary Disposition. Excep t as otherwise provided in the applicab le award agreement, ifwe experience a change
in control:
any and all outstanding stock options and SARs granted under the Amended 2006 Plan with time-based vesting p rovisions will become
immediately exercisable;
any restrictions imposed on restricted stock, RSUs and other stock-based award s granted under the Amended 2006 Plan with time-based
vesting provisions will lapse; and
any and a ll performance shares, performance units and other awards (if performance-based) granted under the Amended 2006 Plan will
vest on a pro rata monthly basis, including full credit for partial months elapsed, and will be paid (a) based on the level ofperfomiance
achieved as of the date of the change in control, if detenninable, or (b) at the target level, ifnot determinable.
In addition, the Plan Committee may, in its sole discretion, detennine that: (a) all outstanding stock options and SARs will be tern1inated upon the occlllrence
ofa change in control and that each participant will receive, with respect to each share subject to the options or SARs, an amount in cash equal to the excess
of the consid eration payable with respect to one share in connection with the change in control over the option's exercise price or the SAR's grant price; and
(b) options and SARs outstanding as of the date of the change in contro l may be cancelled and tenninated without payment, if the consideration payable in
connection with the change in control is less than the option's exercise price o r the SAR's grant p rice.
Further, the Plan Committee has the authority to provi de for the automatic full vesting and exercisabil ity of one or more outstanding unvested awards
under the Amended 2006 Plan and the tennination ofrestrictions on transfer and repurchase or forfeiture rights on the awards, in connection with a
d isposition ofa subsidiary of ours, but on ly with respect to those participants who are at the time engaged primari ly in service with the subsidiary involved in
the subsidiary disposition.
A change in control means the occurrence of one or more of the fol lowing:
the acquisition by any person (within the meaning of Section I 3(d) of the Exchange Act) or group (as used in Section 14(d)(2) of the
Exchange Act), other than us, a subsidiary of ours o r any employee benefit plan sponsored by us or a subsidiary ofours, of beneficia l
ownership (within the meaning of Section I 3(d) of the Exchange Act) directly or indirectly of25% or more of the outstanding shares of
our common stock, provided that an increase in the percentage of the outstanding shares of our common stock beneficially owned by any
person or g roup solely as a result of a reduction in the number of shares ofour common stock then outstanding due to the repurchase by
us of such common stock shall not constitute a change in control, however any subsequent acquisition of shares of our common stock by
any person or g roup result ing in such person or group beneficially owning 25% or more of the outstanding shares of our common stock
shall constitute a change in control;
the consummation of any consolidation or merger of us or any sale, lease, exchange or other transfer of all or substantially all of our
assets, unless, immediately following such consolidation, merger or sale,
all or substantially all the persons (within the mean ing of Section l 3(d) of the Exchange Act) who were the beneficial owners of the
securi ties eligible to vote for the election ofour Board of Directors ("company voting
. ) 14-
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securities") outstanding immediate ly prior to the consummation of such co nsolidation, merger or sale continue to beneficially
own, directly or indirectly , more than 50% of the combined voting power of the then outstanding voting securities of th e
corporation or other entity resulting from such conso lidation, merger or sale in substantially the same propottions as their
ownership, immediately prior to the consummation of such consolidation, merger or sale, of the outstand ing company voting
securities, subject to certain exceptions, and
no person (within the meaning of Section l 3(d) of the Exchange Act) (excluding any employee benefit plan or related trust
sponsored or ma intained by the continuing company or any entity controlled by the continuing company) beneficially owns,
directl y or indirectly, 25% or more of the combined voting power of the then outstanding voting securities of the continuing
company, and
at least a majority of the members of the board of directors of the continu ing company were incumbent directors of ours (as defined
below) at the time oft he execution of the d efiniti ve agreement providing for such consol idation, merger or sale or, in the absence
of such an agreement, at the time at which approval of our Board of Directors was obtained for such transaction;
during any period of 12 consecutive calendar months, individuals who were directors ofo urs on the first day of such period ("incumbent
directors" ) cease for any reaso n to constitute a majority of our Board of Directors; prov ided, that any indiv idual becoming a director after
the first day of such petiod whose election or nomination by our shareholders was approved by a vote ofat least a maj o1ity of the
incumbe nt directors shall be deemed to be an inc umbent director (unless such individual's initial assumption ofoffice occurs as a resul t
of an actua l or threatened proxy contest with respect to election or removal of directors or other actual or threatened solicitation of
proxi es o r consents by oron beha lfofany person); or
the liquidation or dissolution ofus.
Notwithstanding any o the r provision of the Amended 2006 Plan, with respect to any provision or feature of the plan that constitutes or provides for a d eferred
compensation p lan subject to IRC Section 409A, no event or transaction will constitute a change in control un less it is a change in control within the
meaning ofIRC Section 409A.

Adius/men/s o[Awards Upon the Occurrence of Certain Unusual or Nonrec11rrin~ Events. The Plan Committee may make adjustments in the tenns and
conditions of, and the criteria included in, awards under the Amended 2006 Plan in recognition o funusual or nonrecuning events (including, without
limitation, changes in capitalization) affecting us or our financial statements or of changes in applicable law, regu lations, or accounting principles, whenever
the Plan Committee detennines that such adjustments are appropriate to prevent d ilution or enlargement of the benefits or potential benefits intended to be
made available under the Amended 2006 Plan. With respect to any awards intended to comply with the perfonnance-based exception under th e Amended
2006 Plan, unless otherwise detennined by the Plan Committee, any such exception will be specified at such times and in such manner as will not cause such
awards to fail to quali fy under the perfonnance-based excep tion.
Recotwment o[Awards. All awards gran ted under the Amended 2006 Plan will be subject to any company policy on recou pment of awards, as in effect
from time to time, and all laws re latin g to the recoupment of equity-based awards.
Amendment Suspension and Termination o[lhe Amended 2006 Plan. The Board of Directors may amend, suspend or tem1inate the A.mended 2006
Plan at an y time; provided, however, that shareholder approval is required for any amendment to the extent necessary to comply with the NYSE listing
standards or applicab le laws. In addition, no amendment, suspension or tem1ination may adversely impact an award prev ious ly granted without the consent
of the participant to whom such award was granted unless requi red by applicable law.
See Exhibit I 0.1 to our Current Report on Fonn 8-K, filed on May 7, 20 I 3 with the SEC for a comp lete copy of the Amen ded 2006 Plan.

2013 Awardr. During 20 13, the following equity-based compensation awards were g ranted under the Amended 2006 Plan:
nonqualified stock options to our key employees to purchase an aggregate of 156,500 shares of our common stock;
an aggregate of 493,230 RSUs to our key emp loyees, which RSUs settle in shares of our common stock; and
an aggregate of28,784 RS Us to our non-emp loyee Directors, which RS Us settle in shares of our common stock.
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ES/ 401 (k) Plan. On May 16, 1998, we established the ES! 40 I (k) Plan, a qualified defined contribution p lan . The ES! 40 I (k) Plan is designed to
provide substantially all of our employees with a tax -deferred, long-term savings vehic le. Prior lo July I, 20 13, for each payrol l period, we made matching
cash contributions in an amount equal to (a) I 00% of the first I% of the employee's salary that the employee contributed to the plan and (b) 50% of the next
4% of the employee's salary that the employee contributed to the plan. Beginning on July I, 2013, for each payroll period, we make matching cash
contributions in an amount equal to 50% of the first 6% of the employee's salary that the employee contributes to the plan. Our matching contribut ions vest
I 00% upon completion of the third full year that the employee is employed by us. Emp loyees can e lect to contribute from I% to the maximum amount of
their salaries that is permitted by federal law, and they have a choice of22 in vestment funds in which to invest their contributions.
After age 59 1;2, emp loyees may withdraw most of their and our vested contributions, including rollover, matching, employee pre-tax and predecessor
p lan contribut ions, and the earnings thereon. Regardless of the employee' s age, our retirement contribut ions made before January I, 2002 and the earn ings
thereon may not be withdrawn while the emp loyee is still employed by us. Prior to age 59 1;2, withdrawals by an employee are limited to rollover and
predecessor plan contributions, unless the
-1 15-
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employee qualifies for a financial hardship withdrawal or a withdrawa l in connection with a leave to perfom1 quali fying mi litary service. Upon tern1ination of
empl oyment, t he employee may withdraw all amoun ts attri bu table to the employee's contributions and our vested contributions. Payments are nom1all y
made in a single lump sum, but if the employee's balance is above a threshold amount, the employee may elect t o receive payment in annual or month ly
installments over a period no t to exceed 20 years.

Outstanding Equity Awards at Fisca l Year-End Ta hi e
The following table sets forth informat ion concerning the outstanding equity awards granted by us to the Named Executive Officers that were
outstanding on December 3 1, 20 13.

Outstanding Equity Awards at Fisca l Year-End 2013

Named Executive Officer
(a)

Kevin M . Modany
0 I/ 19/04 Award (5)
01/3 I /07 Award (6)
04/02/07 Award (7)
0 1/30/08 Award (8)
01/28/09 Award (9)
0 1/27/10 Award (10)
01/27/1 I Award ( I I )
02/ 13/ 12 Award - Option (12)
02/13/l 2 Award - RSUs ( I 3)
02/ 13/ l 2 Award - RS Us ( 14)
05/09/ 13 Award - Option (15)
05/09/ 13 Award - RS Us ( 16)
Daniel M. Fitzpatrick
01/31 /07 Award (6)
01/30/08 Award (8)
01/28/09 Award (9)
0 1/27/10 Award ( 10)
01/27/1 1 Award- Option (11)
01/27/ 11 Award-RSUs( 17)
02/13/l 2 Award -Optio n (I 2)
02/13/12 Award - RS Us ( 13)
02/ 13/ 12 Award- RSUs( l4)
05/09/13 Award - Option (15)
05/09/13 Award - RS Us ( 16)
Eugene W. Feichtner
0 1/ 19/04 Award (5)
0 l /31 /07 Award (6)
01/30/08 Award (8)
0 1/28/09 Award (9)
01/27/10 Award (10)
0 1/27/l 1 Award - Option (11)
01/27/1 1 Award- RSUs( 17)
02/13/ 12 Award - Option (12)
02/ 13/ 12 Award - RSUs ( 13)
02/13/12 Award - RS Us ( 14)
05/09/l 3 Award - Option ( I 5)
05/09/13 Award - RS Us ( 16)
June M. McConnack
05/ 19/08 Award(! 8)

01/28109 Award (9)
0 1/27/10 Award (I 0)
01/27/1 1 Award (17)
02/ 13/ 12 Award-Option (12)
02/13/12 Award - RSUs ( 13)
02/13/12 Award - RS Us ( 14)
05/09/ 13 Award - Option (15)
05/09/ 13 Award - RS Us ( 16)
Glenn E. Tanner
0 I/ 19/04 Award (5)
01/31 /07 Award (6)
01/30/08 Award (8)

01/28/09 Award (9)
Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

O(?:tion Awards
Number o f Securities Underly ing
Unexercised Oetions
Option
Exercise
Exercisable(!)
Unexercisa blc(Z)
Price
(b)
(c)
~

27,000
4 1,289
69,282
74,147
100,000
125,000
83,333
20,833

0

0
0
0
0
0
0
4 1,667
4 1,667

62,500

$
$
$
$

51.20
77.60
82.20
88.38

Option
Expiration
Date
(e)

01 /2 1/ 14
01 /3 1/1 4

04/02/ 14
01 /30/ 15

$121.56

01 /28/ 16

$113.4 1
$ 69.43
$ 75.16

01 /27/ 17

$ 19.3 1

01 /27/18

02113/ 19

0
0
0
0
5,500

$ 77.60
$ 88.38

01 /30/15

$121.56

01 /28/16

$113.4 1
$ 69.43

01 /27/17

3,666

7,334

$ 75.16

02/l 3/ 19

15,000

$ 19.3 1

18,000
19,000
15,508
17,500
20,000
6,666

0
0
0
0
0
3,334

$ 51 .20
$ 77.60
$ 88.38

3,333

6,667

0

10,000

15,000
17,500
20,000

0
0
0

3,333

6,667

0

9,000
10,640
9,305
17,500

10,000

0
0
0
0
ED00016877

487,951

$

1,485,2 10

28,125

s

944,438

794

$

26,663

2,558
8,545

$
$

85,898
286,941

6,750

$

226,665

1,443

s

48,456

2,326
7,780

s

$

78,107
26 1,252

4,500

$

15 1,1 10

2,885

$

96,878

2,326

6,42 1

$
$

78,107
2 15,6 17

4,500

$

15 1,110

01 /27/18

05/09/20

01 /2 1/ 14
01 /31/14
01 /30/ 15
01 /28/ 16
01 /27/17

$ 69.43

01/27/ 18

$ 75.16

02/l 3/ 19

05/09/20

$ 70.03

05/19/15

$121.56

0 1/28/ 16

$113.41

01 /27/ 17

$ 75.16

02/13/19

$ 19.3 1

s

01 /31/14

$121.56
$113.41

$ 19.3 1

14,53 1
44,229
05/09/20

2 1,750
15,508
20,000
22,000
11 ,000

0

Stock Awards
Number of Shares
Market Value of
or Units of Stock
Shares or Units of
that have Not
Stock that have
Vested(3)
Not Vested(4)
(f)
(g)

05/09/20

$ 51.20
$ 77.60
$ 88.38

01 /3 1/1 4
01 /30/15

$121.56

01 /28/ 16

01 /21/14
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01/27/10 Award (10)
0 1/27/ 11 Award (17)
02/ 13/ 12 Award - Option (12)
02/1 3/12 Award - RS Us ( 13)
02/ 13/ 12 Award- RSUs( 14)
05/09/ 13 Award - Option (1 5)
05/09/ 13 Award - RS Us ( 16)

20,000

0

$113.4 1

01 /27/17

3 ,333

6 ,667

$ 75. 16

02/13/19

0

10,000

$ 19.3 1

2,885

$

96,878

2,326
6,270

s
$

78,107
2 10,547

4,500

$

15 1, 110

05/09/20

-1 16-
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(I)
(2)

(3)

(4)

(5)
(6)

Amounts shown represent on an awaitl-by-award basis, the number of securities underlying unexercised options that were exercisable as of
December 31 , 20 13.
Amounts shown represent on an award-by-award basis, the number of securities underlying unexercised options that were unexercisable as of
December 31 , 20 13 . Th ese options will become exerc isable on the ir scheduled vesting dates as noted in the footnotes below, except that the options
will become immediately exercisable upon the occurrence of an acceleration event or change in control, or upon tennination of employment due to
death, disability or, in the case of options g ranted prior to November 24, 20 I 0, retirement.
Amounts shown represent on an award-by-award basis, the total number of shares of our common stock that had not vested as of December 3 1, 2013.
These awards will vest on their scheduled vesting dates as noted in the footnotes below, except that the RSUs will immediately vest upon the
occurrence ofa change in contro l or upon termination of emp loyment due to death or disab ility.
Amounts shown represent on an award -by-award basis, the aggregate market value of shares ofourcommon stock that had not vested as of
December 3 1, 20 13 . Th e aggregate market value is calculated by multiplying the number of shares or units by the closing market price ofa share of
our common stock on December 31, 2013.
This stock option award vested in two installments: one-third on January 19, 2005; and two-thirds on October 24, 2005 .
This stock option award vested in three equal installments on January 31, 2008, 2009 and 20 I 0 .
-1 17-
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(7)
(8)
(9)
( I 0)
( 11 )
(12)
( 13)
( 14)
( I 5)
(16)
( I 7)
( 18)

This stock op tion award vested in three equal installments on April 2, 2008, 2009 and 20 I 0.
This stock option award vested in three equal installments on January 30, 2009, 20 IO and 20 11 .
This stock option award vested in three equal installments on January 28, 20 I 0, 2011 and 20 12 .
This stock op tion award vested in three equal installments on January 27, 20 I I, 20 I 2 and 20 I 3.
This stock op tion award vested in three equal installments on January 27, 20 I 2, 2013 and 20 14 .
This stock op tion award vests in three equal installments on February 13, 2013, 20 14 and 2015.
Th is RSU award vests in three equal installments on February I 3, 20 I 3, 20 I 4 and 20 I 5, and will be settled in shares ofour common stoc k.
This RSU award vests in full on February 13, 20 15, and will be settled in shares ofour common stock.
This stock option award vests in three equal installments on May 9, 2014, 201 5 and 20 16.
This RSU award vests in three equal installments on May 9, 20 14, 2015 and 2016, and will be settled in shares of our common stock.
This RSU award vested in three equal installments on January 27, 20 I 2, 20 I 3 and 20 I 4 , and was settled in shares of our com.mon stock.
This stock op tion award vested in three equal i nstallments on May 19, 2009, 20 l O and 2011.

Option Exercises and Stock Vested Table
T he following table set.s forth, on an aggregated basis, information concerning the exercise of stock options to purchase common stock by, and the
vesting ofRSUs held by, the Named Executive Officers during 2013.

Option Exercises and Stock Vested in F isca l Year 2013

Named Executive Officer

Kevin M. Modany
Daniel M. Fitzpatrick
Eugene W. Feichtner
June M. McCormack
Glenn E. Tanner

( I)
(2)

Option Awards
Number of Shares
Value Realized
Acgui.red on Exercise
o n Exercise

0
0
0
0
0

$
$
$
$
$

0
0
0
0
0

Stock Awards
Number of Sha res
Acguired on Vestini; (1)

7,265
2 ,071
2,604
4 ,047
4,047

Value Realized
on Vestini; (l )

$
$
$
$
$

132,586
36,138
44,509
67,828
67,828

Amounts shown represent the number of shares of our common stock related to which RSUs vested during the fisca l year.
Amounts shown represent the aggregate dollar amount realized by the Named Executive Officer upon vesting of the RSUs. The dollar amount realized
upon vest ing of RSUs in 2013 was determined by multiply ing the number of RSUs vested by the market price ofa share ofour common stock on the
vesting date. The dollar amounts realized upon vesting of all RSUs in 20 13 held by the Named Executive Officer are then added together to obtain the
aggregate dollar amount shown in this column .

Pension Benefits Tahle
The foll owing table sets forth infonnation concerning the Named Executive Officers' pension benefits under each pension plan in which we
partic ipated.
-1 18-

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00016880

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review002794

Table of Contents

Pension Benefits

Named Executive Officer

Number of
Years of
Credited
Service (2)

Plan Name (t)

Present Value o f
Accumulated
Benefit (J)

Payments
Dur ing Last
Fiscal Year (4)

Kevin M. Modany
Old Pension Plan
ESI Pension Plan
ESI Excess Pension Plan

0(5)
12(6)
12(6)

$
$
$

0
34,908
45,009

$
$
$

0
0
0

Old Pension Plan
ES! Pension Plan
ESI Excess Pension Plan

0(5)
0(5)
0(5)

$
$
$

0
0
0

$
$
$

0
0
0

Old Pension Plan
ESI Pension Plan
ES! Excess Pension Plan

2 1.6(7)
35(6)
35(6)

$
$
$

270,715
279,797
75,218

$
$
$

0
0
0

Old Pension Plan
ES[ Pension Plan
ES! Excess Pension Plan

0(5)
0(5)
0(5)

$
$
$

0
0
0

$
$
$

0
0
0

Old Pension Plan
ES! Pension Plan
ES! Excess Pension Plan

2 1.5(7)
34(6)
0(5)

$
$
$

167,059
288,614
0

$
$
$

Daniel M. Fitzpatrick

Eugene W. Feichtner

June M . McCom1ack

Glenn E. Tanner

( I)

(2)
(3)

(4)
(5)
(6)

23,495(8)
0
0

Includes each plan that provides for specific retirement payments and benefits, or payments and benefits that will be provided primarily following
retirement, including, without limitation, tax-qualified defined benefit p lans and supplemental executive retirement plans, but excluding tax-qualified
defined contribution plans and nonqualified defined con tribution p lans.
Computed as of December 3 1, 2013.
Amounts shown re present the actuarial present value of the Named Executive Officer's accumulated benefit under the plan, computed as of
December 31, 2013. The estimated amounts assume that the Named Executive Officer's reti rement age is the nonnal retirement age as defined in the
plan o r, if not so defined, the earliest time at wh ich a partici pant may retire under the plan without any benefit reduction due to age. The est imated
amounts are based on the Named Executive Officer's most current compensation subject to the p lan and , as such, future levels of the Named Executive
Officer's compensation are not estimated for purposes of the calcu lation. The estimated amounts used to quantify the present value of the accumulated
benefit under the Old Pension Plan assume a normal retirement age of65 using the RP-2000 mortality table and a 4.25% discount rate as of
December 31, 2013 for each of the Named Executive Officers who participates in the plan. No mortality is assumed p1ior to age 65 for any of the Named
Executive Officers in the est imated amounts shown for the Old Pension Plan. See Note 15 - Employee Benefit Plans of the Notes to Consolidated
Financial Statements, for a discussion of the valuation method and all material assumptions applied in quantifying the p resent value of the
accumulated benefit under the ESI Pension Plan and ES! Excess Pension Plan.
Amounts shown represent the dollar amount of any payments and benefits paid to the Named Executive Officer under each p lan identified during
2013.
The Named Executive Officer's employment with us, or his or her eligibi lity to participate in the p lan, began after pa rticipat ion in the plan by new
eligible employees had ended.
The Named Executive Officer's number of years ofcredited service with respect to the ESI Pension Plan and the ES! Excess Pension Plan is different
from the Named Execu tive Officer's number of actual years of service with us, because:
any benefi t service with ITT Corporation or any of its affi liated companies that was credited to the participating employee under the Old Pension
Plan o r the Retirement Plan for Salaried Employees ofllT Nevada (the "Nevada Pension Plan"), is treated as benefit service with us under the ESI
Pension Plan and the ES! Excess Pension Plan;
the ESI Pension Plan covers only most of our eligible salaried emp loyees who were employed by us prior to June 2, 2003; and
the ES! Excess Pension Plan covers only a select group of our management and high ly-compensated employees who were employed by us prior
to June 2, 2003.
The number of years of credited service attributed to each Named Executive Officer reOects the Named Executive Officer's actual service with us or an
affiliated company under the ESI Pension Plan and the ESI Excess Pension Plan through the date that the p lans were frozen . The number of years of
actual service wi th us o r an affi liated company by each Named Execut ive Officer who participates in the ESI Pension Plan or the ESl Excess Pension
Plan and the difference between that Named Executive Officer's actual service and credited service under the ESI Pension Plan and the ESI Excess
Pension Plan are as follows:
Actual Years of
Service W ith Us or
an Affiliated
Co mpan)'

C redit Years of
Service Under lhe
Plan

(a)

(b)

Named Executive Officer

Kevin M. Modany
Eugene W. Feichtner
Glenn E. Tanner

I 1.5
34.6
34.5

12
35
34

l)ifference
(b-a)

0.5

0.4
(0.5)

The number of actual years of service with us or an affiliated company under the ESI Pension Plan and the ESI Excess Pension Plan, rounded to the
nearest whole year in accordance with each p lan's tenns, is the same as the number of credited years of service under the ESI Pension Plan and the ESI
Excess Pension Plan and, therefore, no benefit augmentation resulted under the ESI Pension Plan or the ESl Excess Pension Plan to any of the Named
Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014
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Executive Officers as a resu lt of the difference in the number of years of actual service from the number of years of cred ited serv ice. The benefit accmals
under the ESI Pension Plan and the ESI Excess Pension Plan for all participants in the plans were frozen on March 3 1, 2006, such that no further
benefits accrue under those plans after March 3 1, 2006. See"- Pension Plans - ESJ Pension Plan" and"- ES! Excess Pension Plan."
(7)

The Named Executive Officer's number of years of credited service under the Old Pension Plan is different from the Named Executive Officer's number
of actua l years of service with us, because our participation in the Old Pension Plan ended on December 19, 1995. The number of years of c redited
service a ttributed to each Named Executive Officer reflects the Named Executive Officer's actual service with a participating company under the Old
Pension Plan through the end ofour participation in the Old Pension Plan. See"- Pension Plans - Old Pension Plan ." The numbe r of years of actual
service wi th us o r an affiliated company by each Named Executive Officer who participated in the Old Pension Plan and the difference between that
Named Executive Officer's actual service and credited service under the Old Pe nsion Plan are as follows:

-1 l 9-
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)';a me-d

E.lecutive Officer

Actual Years of
Service With Us
or an Affiliated
Company
(a)

Credit Years of
Service Under the
Plan

34.6
34.5

21.6
21.5

Eugene W. Feich tner
G lenn E. Tanner

(b)

Difference
(b-a)

(I 3 .0)
(I 3.0)

The number of actual years of service with us or an affiliated company is greater than the number of credited years of service under the Old Pension
Plan and, therefore, no benefit augmentation resulted under the Old Pension Plan to any of the Named Executive Officers as a result of the difference in
the number of years of actual serv ice from the number of years of credited service.
(8)

Mr. Tanner previously qualified for, elected to receive and has begun receiving the early ret irement annual benefit under the Old Pension Plan , which
is paid in the fom1 ofa life annuity by ITT Corporation. Since we are no longer affiliated with ITT Corporation, Mr. Tanner's continued employment
with us does not prevent him from being ret ired under t he terms of the O ld Pension Plan.

Pension Plans

Old Pe11sio11 Pla n. Prior to December 19, I 995, we participated in the O ld Pension Plan, a non-contributory defined benefit pension plan t hat covered
substantially all of our eligib le salaried emp loyees, including our executive officers. We paid the entire cost of the Old Pension Plan with respect to our
employees. Norma l ret irement age under the Old Pension Plan is 65.
The annual pension amounts to 2% ofa participant's average final compensation (as defined below) for each of the first 25 years of benefit service, plus
1.5% of a participant's average final compensation for each of t he next 15 years of benefit service prior to December 19, 1995, reduced by 1.25% of t he
participant's primary Social Secu1ity benefit for each yearofbenefit service to a maximum of40 years; provided that no more than 50% of the patticipant's
primary Social Security benefit is used for such reduction. A patticipant's average final compensation (including salary p lus approved bonus payments) is
defined under the O ld Pension Plan as the total of(a) a participant's average annua l base salary fo r the five calendar years of the last 120 consecutive calendar
months of eligibi li ty service affording the highest such average, plus (b) a patt ic ipant's average annual compensation not including base salary (such as
approved bonus compensat ion and ovettime) for the five calendar years of the participant's last 120 consecutive calendar months of el igibil ity service
affording the highest such average. The dollar value of base salary and approved bonus (which may include non-equity incentive plan compensation under
Item 4 02(a) of Regulation S-K under t he Exchange Act), whet her cash and/or non-cash, are the components of the compensat ion t hat are used for purposes of
detennining " average final compensation" under the Old Pension Plan, but annual compensation in excess of$ l 60,000 and compensation accrued after
December 18, 1995 are not taken into account. The Old Pension Plan also provides for: (a) undiscounted early retirement pensions for partic ipants who retire
at or after age 60 and prior to nonnal retirement age following completion of 15 years of eligi bility serv ice; and (b) discounted early retirement pensions for
pattic ipants who retire between ages 55 and 59 and whose age and years of el igibil ity service equate to at least 80. A patt ic ipant is vested in benefits accrued
underthe Old Pension Plan upon completion of five years of elig ibility service. A participant may receive a disllibution in the fonn ofa qualified j oint and
survivor annuity or a life annuity . The amount of the resulting monthly benefit under a j oint and survivor annuity is typically less than a life annuity based
solely on the participant's life expectancy. No extra years of cred ited serv ice under the O ld Pension Plan have been granted to any of the Named Executive
Officers. As of December 3 1, 2013, Messrs. Feichtner and Tanner were the only Named Executive Officer participants who qualified for early retirement under
the Old Pension Plan based on age and years o f service. Mr. Tanner has elected to receive and has begun receiving the early retirement annual benefit under
the Old Pension Plan . See "- Pension Benefits Table." ITT Corporat ion is responsible for all benefits accrued under the Old Pension Plan and for
administering those benefits with respect to its own employees as well as our retirees.
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ES/ Pe11sio11 Plan. On June 9, 1998, we established the ES! Pension Plan that, prior to June 2, 2003, covered most ofour eligible salaried employees,
including our executive officers. The purpose for establishing the ES! Pension Plan was to replace the Nevada Pension Plan. We participated in the Nevada
Pension Plan, which covered substantially al l of our elig ible salaried emp loyees, including our execut ive officers, from December 20, 1995 to June 9, 1998.
The Nevada Pension Plan was tenninated and liquidated in June 2000 and is no longer in existence. Effective June 2, 2003, the ES! Pension Plan was
amended to cover on ly most of our el ig ible salaried emp loyees, including our execut ive officers, who were employed by us prior to June 2, 2003. The benefit
accruals under the ES! Pension Plan for all participants in the plan were frozen on March 31, 2006, such that no fi.uther benefits accrue under that plan after
March 31, 2006, other than interest credits described below.
The ES! Pension Plan is a cash balance defined benefit plan, which provides a set benefit to participating employees at their reti rement that is not
affected by the amount of our contributions to the ES! Pension Plan trust or the investment gains or losses with respect to such contributions. The ESI Pension
Plan credited a bookkeeping account associated with each participating emp loyee with:
an amount based on the employee's compensation , age and years of benefit service (the " Pay Cred it") at the end of each plan year (i.e .,
January I through December 31 , except for the first p lan year of June 9, 1998 through December 31, 1998) through March 31 , 2006 of
the 2006 plan year;
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interest credits on the portion of the balance attributable to Pay Credits credited to the bookkeep ing account for p lan years ptior to the
2002 plan year, calculated as of the end of each p lan yearal the fixed rate of8% through Decembe r 31, 20 JO and 5% beginning
January 1, 20 l J, compounded annually; and
interest credits on the portion oflhe balance attributable to Pay Credits credited lo the bookkeeping account fo r the 2002 and
subsequent plan years, calculated as of the end of each plan year at a variab le rate ranging from 6% to 12% through December 31, 20 I 0
and 4% to 12% beginning January I , 20 11 , compounded annually.
The variable rate for a p lan year is the average of the 30-year U.S. Treasury Bond (or a comparable instmment) rates on each of March 31, June 30 and
September 30 of the immediately preceding plan year. At retirement, the participating employee will receive a benefit equal to the value of the bookkeep ing
account associated with such employee. We pay the entire cost of the ES! Pension Plan. The Pay Credit equals a percentage of the participating emp loyee's
compensation (consisting of base salary, overtime pay and bonuses (which may include non-equity incentive plan compensation under Item 402(a) of
Regulation S-K under the Exchange Act) whether cash and/or non-cash) for the plan year and is determined under the following schedule according to points
based on the participating employee's age and years of benefit service:

Points

1-29
30-34
35-39
40-44
45-49
50-54
55-59
60-64
65-69
70-74
75-79
80+

Standard Schedule Allocation Percent•~•
Prior to 2002
2.0
2 .5
3.0
3.5
4.0
4.5
5.5
6.5
7.5
9.0
I 0.5
12 .0

Beginning in 2002
2.5
2.5
3 .0
3.5
4 .0
4.5
5.5
6 .5
7.5
9 .0
I 0.5
12.0

Part ic ipating employees who met certain age and service requirements received Pay Credits under the following "Transition Schedule," which is more
generous:

Points

1-29
30-34
35-39
40-44
45-49
50-54
55-59
60-64
65-69
70-74
75-79
80+

Transition Schedule Allocation Percent•~•
Prior to 2002
2.0
2 .5
3.0
3.5
4.0
4.5
5.5
7.0
8.5
10.5
13.0
16 .0

Beginning in 2002
8.0
8.0
8 .0
8 .0
8 .0
8 .0
8.0
8 .0
8.5
10.5
13.0
16.0

Mr. Modany received Pay Cred its under the "Standard Schedule," Messrs. Feichtner and Tanner received Pay Credits under the "Transition Schedule" and
Mr. Fitzpatrick and Ms. McConnack were ineligible to patticipate in the ESI Pension Plan .
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The participating employee's points for a p lan year equal the sum of the employee's age and years of benefit service as of the last day of the p lan year.
Any benefit service and vesti ng service with ITT Corporation o r any of its affi liated companies that were credited to the participating employee under the Old
Pension Plan as of December 19, 1995 or under the Nevada Pension Plan from December 20, 1995 through June 9, 1998 are treated as benefit service and
vesting service, respectively, with us under the ES! Pension Plan . A participating employee who has completed three or more years of vesting service (or h is
or her beneficiary) is e ligib le to receive a distribution from the ESI Pension Plan upon the participat ing employee's retirement on or after age 55, disab ility,
death or after the employee has both te1minated employment and reached age 55. The fom1 and timi ng of the distribution may vaiy depending on the reason
the part icipant's employment ends, the participant's marital status, the present value of the bookkeeping account associated with the employee and the
emp loyee's election. An employee may rece ive a d istri bution in the fonn ofa lump sum, qualified j oint and survivor annuity (for married participants) or life
annuity (for unmarried part ic ipants). The amount of the resulting monthly benefit under a joint and survivor annuity is typically less than fo r a life annuity
based solely on the participant's life expectancy. We do not have a policy with regard to crediting extra years of benefit service under our pension p lans, but
no extra years of benefit service under the ES! Pension Plan have been credited to any
-121-
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of the Named Executive Officers. As of December 31, 20 13, Messrs. Feichtner and Tanner were the only Named Executive Officer paiticipants who qualified
for retirement under the ES! Pension Plan based on age and years of service. If M r. Feichtner's employment with us tenninated as of December 31, 2013, he
would receive his accmed benefit under the ES! Pension Plan as of t hat date, which was $279,797. lfMr. Tanner's employment with us tenninated as of
December 3 I, 20 I 3, he would receive his accmed benefit under the ES! Pension Plan as of that date, which was $288,614. An el ig ible employee's benefits
under the ES! Pension Plan will be paid from the tmst maintained for the ES! Pension Plan that has been funded by us.
ES/ Excess Pe11sio11 Pfll11. On June 9, 1998, we established, and effective January I , 2008, we restated, the ES! Excess Pension Plan, an unfunded,
nonqualified retirement plan for a select group of our management and h ighly compensated employees. The benefit accmals under the ES! Excess Pension
Plan for all participants in the plan were frozen on March 3 1, 2006, such that no further benefits accrue under that p lan after March 31, 2006. The purpose of
the ES! Excess Pe ns ion Plan was to restore benefits earned, but not available, to elig ible employees under t he ES! Pension Plan due to fed eral l imitations on
the amount of benefits that can be paid and compensation t hat may be recognized under a tax-qualified retirement plan. The practical effect of the ES! Excess
Pension Plan was to continue the calculation of retirement benefits to all employees on a unifonn basis. The e ligible emp loyee's compensation upon which
the benefits under the ES! Excess Pension Plan are based is the same as for that eligib le emp loyee's benefits under t he ES! Pension Plan (but without rega rd to
the lRC limit on includible compensation for qual ified plans).

An elig ible employee will receive his or her benefit under t he ES! Excess Pension Plan in a lump sum cash payment within 60 days following his or her
tennination of employment. If an elig ible employee is a "speci lied employee" as d efined in Section 409A of the !RC, however, then his or her benefit will be
paid on the first day that is six months after the eligible employee's tennination of employment. If an eligible employee dies before the benefit due to the
emp loyee under the ESl Excess Pension Plan has been paid, then the benefit will be paid to the emp loyee's beneficiary within 60 days after the employee's
d eath. We do not have a policy with regard to crediting ext ra years of benefit service under our pension plans, but no extra years of benefit service under the
ES! Excess Pension Plan have been credited to any of the Named Executive Officers. As of December 3 1, 20 13, Mr. Feichtner was the only Named Executive
Officer part icipant who qualified for ret irement under the ES! Excess Pension Plan based on age and years of service. If Mr. Feichtner's employment with us
tenninated as of December 3 1, 2013, he would receive hi s accrued benefit under the ES! Excess Pension Plan as of that date, which was $75,2 18 . An el igi ble
employee's be nefits under the ES! Excess Pension Plan wi ll generally be paid directly by us. See"- £Sf Pension Plan."

Nonqualified De fe rred Compensation Plan Table
The following table sets forth information concerning t he compensation of t he Named Executive Officers in our 20 I 3 fisca l year under the ES! Excess
Savings Plan. None of the Named Executive Officers has defeJTed any bonus compensation under the DefeJTed Bonus Plan.

Nonqua lified Deferred Compensation in Fiscal Year 2013
ITI/ESI

E:xecutive

Executive Officer
Kevin M. Modany
ES! Excess Sav ings Plan
Daniel M. Fitzpatrick
ES! Excess Sav ings Plan
Eugene W. Feichtner
ES! Excess Savi ngs Plan
June M . McCom1ack
ES! Excess Sav ings Plan
Glenn E. Tanner
ESI Excess Savi ngs Plan
Named

( I)

(2)

(3)

Contributions in
Contributions in
Aggregate Earnings
Aggregate Ba lance at
Last Fiscal Year (1) La st Fiscal Year (I) in Last Fiscal Year(2) Last Fiscal Year-End (3)
$

0 $

0 $

4,195 $

54,736

$

0 $

0 $

0

$

0

$

0 $

0 $

297 $

3,87 1

$

0 $

0 $

0

$

0

$

0 $

0 $

1,023 $

13,346

Effective for plan years beg inn ing on and afte-r January I , 2008, we froze the ES! Excess Savings Plan, such that eligi ble employees may no longer
make elective contributions and we no longer make contributions under the ESI Excess Savings Plan.
Amounts shown represent the dollar amount of the aggregate interest or othe r earnings accmed du ring 20 13 to the Named Executive Officer's account
under the ES! Excess Savings Plan. The only portion of these amounts that is reported as compensation to the Named Execut ive Officer in the Summary
Compensation Table for the 20 13 year is the above-market or preferential earnings in 20 13 on t he balance of the Named Executive Officer's account
under the ES! Excess Savings Plan wh ich are included in the Change in Pension Value and Nonqualified De feJTed Compensation Earnings column of
the Summary Compensat ion Table. See"- Summary Compensation Tab le."
An10unts shown represent the dollar amount of the tota l balance of the Named Executive Officer's account at the end of20 13 under the ESI Excess
Sav ings Plan. The only portion of these amounts that is reported as co mpe nsat ion to the Named Executi ve Officer i n th e Summary Compensation Table
for each of the 2012 and 201 1 years is the above-market or preferential ponion of aggregate earnings under the ES! Excess Savings Plan in 20 12 and
20 I I, which contribute to the aggregate balance
-122-
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of the Named Executive Officer's ESI Excess Savings Plan account at year-end 20 13. Those earnings are included i n the amount of the Named
Executive Officer's compensat ion for the particular year and are reported in the Change in Pension Value and Nonquali fied Deferred Compensation
Eamings column of the Summary Compensation Tab le for t hat particular year. The amount of those above-market or preferential eamings for each of
the Named Execut ive Officers is specified in the table below.
ESI Excess Sav ings Pla n
Above- Market
Earnings in Fiscal Year
20 12
20 11

Named Executive Officer

Kevin M . Modany
Daniel M . Fitz patrick
Eugene W. Feichtner
June M. McConnack
Glenn E. Tanner

$
$
$
$
$

2,571
0
183

$
$
$

1,725
0
124

0

$

0

625

$

4 17

Nongualificd Defe rred Compe nsation Plans
ES/ Excess Sllvi11gs P/a11. On June 9, 1998, we established, and effect ive January I, 2008, we restated, the ESI Excess Savings Plan, an u nfunded,
nonqualified defe1Te.d compensation plan for a select group of our management and h ighly compensated employees. Effective for plan years beg inning on
and after January I, 2008, we froze the ESI Ex cess Savings Plan, such that e lig ible emp loyees may no longer make elective deferrals an d we wi ll no longer
make contribu tions under the ESI Excess Savings Plan . The ESI Excess Savings Plan offered eligible employees, who were precluded by federal limitations
from fully participating in t he ES! 40 I (k) Plan, a means for:

restoring their contributions lost under the ESl 401 (k) Plan due to the federal limitations;
restoring our matching and non-matching contributions lost under the ESI 40 1(k) Plan due to t he federal limitations; and
deferring a portion of thei r salaries equal to either 5% or the same deferral percentage that they elected under the ESl 4 0 I (k) Plan.
Any deferral ofan el igible employee's salary under the ESI Excess Savings Plan a pplied only with respect to the salary that exceeded the federal limitations.
See"- Equity Compensation and Qual ified Savings Plans - ES! 40 1{k) Plan."
Prior to the freeze of the ESI Excess Savings Plan, we made matching contrib ut ions under the ESI Excess Savings Plan eq ual to I 00% of the first I %
and 50% of th e next 4% of the el ig ible employee's salary that the employee deferred under the ESI Excess Savings Plan. Any amounts c redited to an eligible
employee under the ESI Excess Sav ings Plan will accme interest at the rate of8% compounded monthly. This rate is detennined by the Compensation
Committee and may be c hanged at any time by that Comm ittee. Our matching contributions vest I 00% upon completion of the third full year that the
employee is employed by us. The payment of t he e ligible employee's salary deferrals, our vested match ing contributions and the attributable interest accrued
thereon will be made in a single lump sum cash payment within 60 days following a Change in Control (as defined in the ESI Excess Savings Plan and
below) or t he el igible employee's termination of employment. If an elig ible employee is a "specified employee" as d efined in Section 409A of the !RC,
however, then his or her amounts will be paid on the first day that is six months after his or her tenni nation of emp loyment. If an eligib le employee dies
before the amounts due to the employee under the ESI Excess Savings Plan have been paid, then those amounts will be paid to the employee's beneficiary
within 60 days after the emp loyee's death.
A C hange in Control under the ESI Excess Savings Plan means one of the following even ts:
t he acqu isition of ownersh ip (othe r than by way of merger or consol idation with an entity that, immediately before the acquisition, was a
Control l ing Company (as defined in the ESJ Excess Savings Plan and below)) durin g any 12 month period, by any o ne person or more
t han one person act ing as a group, of all or substantially al l of the assets ofa Controlling Company;
the acquisition (other than by a Controlling Company) by any one person or more t han one person acting as a group, ofownership of
more than 50% of the total fair market value o r total voting power of the ownersh ip interests of stock of a Controlling Company;
the acqu isition (other than by a Cont rolling Company) during any 12 month period, by any one person or more than one person acting as
a group, ofownersh ip of stock of a Controlling Company possessing 30% or more of the total voting power of stock of the Controlling
Company; or

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16, 2014

ED00016888

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review002802

the replacement ofa majority of members of the board of directors or comparable governing body of a Controlling Company, during any
12-month pe1iod, by members whose a ppo intment or election is not endorsed by a majority of the members of the Controlling
Company's board of directors or comparable governing body prior to the date of the appo intment or election.
A "Controlling Company" means:
us;

a related company that participates in the ES! Excess Savings Plan and emp loys the eligible emp loyee;
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a related company that is the majority owner of us or a participating company that employs the eligible employee; or
any related company in an un interrupted chain of majority ownersh ip cu lminating i n the ownersh ip ofus o r a participating company that
employs the el igible employee.

Dejerretl Bonus Plll11. On March 15, 2000, we establ ished, and effective January I, 2008, we restated, the Deferred Bonus Plan, an unfunded,
nongualified defe1Te.d compensation plan for a select group of our management and highly compensated employees. The Deferred Bonus Plan provides that
each eligible employee may elect lo defer payment of all or a portion of his or her annual bonus compensation in the same form that the bonus is othe nvise
payable, either in cash or shares of our common stock. The deferral of payment of cash or shares of our common stock can only be made in increments of25%.
Any deferred cash amoun ts will accrue interest at the rate of6% compounded annually. This rate is determined by the Compensat ion Committee and may be
changed at any t ime by that Committee. Any deferred shares ofourcommon stock will be credited with any cash divide nds on those shares and, on a semiannual basis, those cash dividends wi ll be converted to shares of ou r common stock, based on the fa ir market value at the time o f the conversion.
An el ig ible employee under the Deferred Bonus Plan may elect, as part of his or her deferral election, to receive payment of the deferred portion of his
or her annual bonus compensation (a) within 60 days after tennination of his or her e mployme nt ,vith us or (b) in Janua1y of a designated calendar year that is
no earlierthan the second calendar year after the year i n wh ich t he deferred bonus compensat ion was detem1ined. lfan el igi ble employee is a "sp ecified
emp loyee" as defined in Section 409A of the !RC, then any amounts payable to the e ligible employee under the Deferred Bonus Plan on account of his or her
termination of employment with us will be paid on the first day that is six months after tem1ina1 ion ofh is or her employment. If an el igible employee dies
before all amounts due to the employee under the Deferred Bonus Plan have been paid, the unpaid balance will be paid in a lump sum within 60 days
following the el igible employee's death , regardless of the employee's election. Payment ofcash amounts deferred are made in the fonn of cash, and payment
of shares of our common stock deferred are made in the form of shares of our common stock, except that any cash dividends that have not been converted to
shares of our common stock will be paid in cash.

None of the Named Executive Officers deferred any amounts under the Deferred Bonus Plan in 2013.

Potential Pavments Upon Termination o r Cha n:;:e In Control
The amounts set forth or referenced in this section reflect amounts payable and the value of benefits under our plans and ammgements to each of the
Named Executive Officers in the event o f termination of such executive's employment and/or a change in control ofus under vari ous circumstances. The
v arious types ofcircumstances that would trigger payments and benefits are specified in the discussion ofeach p lan and arrangement under which benefits
would be received. The following discussion is of plans and arrangements currently in effect, but it is always possible that different arrangements cou ld be
negot iated in connection with an actual tenninat ion of employ ment or change in control. Furth er, the amounts shown are est imates and are based on
numerous assumptions, including that employment tenninated or a change in co ntrol occu1Ted on December 3 1, 2013, except as otherwise noted. Therefore,
the actual amounts oft he payments and ben e fits that would be received by the Named Executive Officers could be more or less than the amounts set forth
below, and can only be dctennined at the time ofan actual tem1ination of employment or change in control event.

Senior Executive Severtmce Plan. On October 22, 2007, we established the Senior Executive Severance Plan, wh ich provides severance benefits for a
select group of our executives (including all of the Named Executive Officers) when:
the covered executi ve's employment is terminated, other than for cause, or when the covered executive tenninates his o r her employment
for good reason, in each case with in two years afterthe occurrence of an acceleration event, as described below; or
the covered executi ve's employment is te1minated, other than for cause, dUiing an imminent acceleration event period, as described
be low.
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As a result, the benefits under the Senior Executi ve Severance Plan are not payable merely because a change in control transaction occurs or is imminent.

Instead, paymen t of the severance benefits is on ly triggered if a change in control has occurred or is imminent and certain types of termination of employment
occur. The Compensation Committee has determined that th is " double trigger" requirement is in the best interests of our company and our shareholders.
The Senior Executive Severance Plan provides two levels of benefits for covered executives, based on the covered executive's position with us. Under
the Senior Executive Severance Plan, Mr. Modany would receive the higher level of be nefits and Messrs. Feichtner, Fitzpatrick and Tanner and
Ms. McConuack would recei ve the lower level ofbenefits. lfMr. Modany's employment is tem1inated other than for cause during an imminent acceleration
event period or within two years after an acceleration event, or if he resigns for good reason within two years after an acceleration event, he would be entitled
to the following from us:
three times his highest annual base sal ary rate paid and h is hig hest bonus paid or awarded any time during the three years immediately
preced ing the acceleration event (or in the case ofa tennination that occurs during an imminent acce leration event period, the three-year
period immediately preceding the first day of the imminent acceleration event period);
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a lump sum amount equal to three times the p roduct of his highest annual base sala1y rate paid during the three years immediately
preced ing the acceleration event (or in the case ofa tem1ination that occurs during an imminent acceleration event period, tbe three-year
period immediately preceding the first day of the inuninent acceleration event period), multiplied by the highest percentage rate of our
contributions with respect to h im under the ESI 4 0 I (k) Plan at any time during that three year period;
a lump sum stipend equal to 36 times the monthly premium that, as of t he date of Mr. Modany 's tennination of employment, is charged
to qualified beneficiaries for health care continuation coverage under COBRA, for the same coverage options and levels of medical,
prescription dmg, dental and vision coverage that he had in effect under our welfare plans immediately prior to his termination of
employment;
a l ump sum stipend equal to 36 times the full monthly premium payable to our life insurance carrier for the type and level of life
insurance coverage (inc luding, if applicable, dependent life insurance coverage) in effect for him immed iately p rior to his tennination of
employment; and
a tax gross-up payment that covers any excise tax, interest and penalties under the lRC arising from the payment to him of any amount
under the Senior Executive Severance Plan or otherwise as a result ofan acceleration event.
If any of the other Named Executive Officers' employment is tem,inated other than for cause during an imminent acceleration event period or with in two
years after an acceleration event, or ifhe or she resigns for good reason within two years after an acceleration event, he or she would be entitled to the
fo llowing from us under t he Senior Executive Severance Plan:
two times his or her h ighest annual base salary rate pa id and his or her h ighest bonus paid or awarded any time during the three years
immediately preceding the acceleration event (or in the case ofa tennination that occurs during an imminent acceleration event period,
the three-year period immediately preceding the first day of the imminen t acceleration event period);
a lump sum amount equal to two times the product of his or he r highest annual base salary rate paid du1ing the three years immediately
preceding the acceleration event (or in t he case of a tem1inat ion that occurs during an imminent acce leration event period, the three-year
pe1iod immediately preceding the first day of the imminent acceleration event pe1iod), mu ltiplied by the highest percentage rate ofour
cont ributions with respect to that executive under the ESl 40 1(k) Plan at any time during that t hree year period;
a lump sum stipend equ al to 24 times the monthly premium that, as of t he date of the executive's tennination of employmen t, is charged
to qua Ii fied beneficiaries for COBRA continuation coverage for the same coverage options and levels of medical, prescription dmg,
dental and vision coverage that the executive had in effect under our welfare p lans immediately prior to his or her tennination of
emp loyment; and
a lump sum stipend equal to 24 times t he full monthly premium payable to our life insurance carrier for the type and level oflife
insurance coverage (inc luding, if applicable, dependent life insurance coverage) in effect for him or her immediately prior to his or her
termination of employment;

provided, however, that in the event that any payments to one of these other Named Executive Officers under t he Senior Executive Severance Plan or
otherwise in connection with an acceleration event would be subject to any excise tax under Section 4999 of the LRC, then those payments will be reduced to
the extent necessary to prevent any portion of the payments from being subject to an excise tax under that section of the !RC, but only if such reduction
would al low the executive to retain a greater net after-tax benefit than he or she would have received if the payments had not been reduced an d the executive
had paid all applicable income, employment and excise taxes.
The Senior Executive Severance Plan provides that, in order to receive any severance benefits under that plan, the covered executive must agree to
comply with certain restrictive covenants, inclu ding that the covered executive:
will not be employed by, work for, consult with, lend assistance to or engage in businesses competitive with ours for a period ofone year
after tem1ination ofemployment;
will not solicit or induce to leave any ofour employees for a period ofone year after the executive's tennination of employmen t;
will not urge or induce any of our customers or others with whom we have a business relat ionsh ip to tem1inate or limit their business with
us for a period of one year after tennination of emp loyment;
wi ll not disparage us for a period of one yearaflertem1ination of employment; and
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will not disclose or use our confidential infonnation for as long a period of time as pennitted by applicab le law, and in any event for a
period ofat least three years a Iler tennination of employment.
The covered executive must also execute a general release releasing us and certain related entities and individua ls from all claims that he or she has or may
have against us or them that arise on or before the date the executive signs the release.
The Senior Executive Severance Plan provides that the severance amounts will be pa id by us in a lump sum cash paymen t within 30 calendar days
following the covered executive's tennination or, if later, on the first business day allerexp iration of the revocation period of the general release. Payment of
any gross-up amount to Mr. Modany is to be made within five business days after a chosen accounti ng finn detennines whether such a payment is due. In all
cases, any amounts due under the Senior Executive Severance Plan must be paid no later than March 15 of the calendar year following the calendar year in
which the execu tive's tem1inat ion of employment occurs.
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An "acceleration event" under the Senior Executive Severance Plan will occur if:

a report on Schedule 13 Dis fi led with the SEC disclosing that any person, other than us or one of our subsidiaries or any employee
benefit plan that we or one of our subsidiaries sponsors, is the beneficial owner of20% or more of the outstanding shares of our common
stock, other than as a result ofan increase in the percentage of the outstanding shares beneficially owned by such person solely as a result
of a reduction in the number of shares then outstanding due to the repurchase by us of our common stock, provi ded that any subsequent
acquisition of shares of our common stock by any person resulting in such person beneficially owning 20% or more of the outstanding
shares of our common stock shall constitute an acceleration event;
a person, other than us or one of our su bs idiaries or any employee benefit p lan that we or one ofour subsidiaries sponsors, purchases
shares of our common stock in connection with a tender or exchange offer, if after consummation of the offer the person purchasing the
shares is the beneficial owner of 15% or more of the outstanding shares of our common stock;
our shareholders approve:
any consolidation or merger ofus in which we are not the continuing or surviving corporat ion o r our common stock is converted
into cash, securities or other property, unless the transaction was a merger in which our shareholders immediately p1ior to the
merger would have the same proportionate ownership of common stock of the surviving corporation that they held in us
immediately prior lo the merger; or
any sale, lease, exchange or other transfer of al I or substantially al l of our assets; or
a majority of the members of our Board of Directors changes within a 12-month period, unless the election or nomination for election of
each of the new Directors by o ur shareholders had been approved by two-thirds of the Directors still in office who had been Directors at
the beginning of the 12-month period.
An "imminent acceleration event period" under the Senior Executive Severance Plan means the period:

beginning on the first to occur of:
a public announcement of a proposal or offer that, if consununated, would be an acceleration event;
a making to one or more of our Directors or execu ti ve officers of a wrilten p roposal that, if consummated, woul d be an acceleration
event; or
approval by our Board of Directors o r shareholders ofa transaction that, upon closing, would be an acceleration event; and
ending upon the first to occur of:
a public an nouncement that the contemplated acceleration event has been tenninated or abandoned;
the occurre nce of the co ntemplated acceleration event; or
18 months after the beginning of the imminent acceleration event period.
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A resignation for " good reason" means:
a material diminution in the covered executive's base compensation;
a material diminution in the covered executive's authority, duties or responsibil ities;
a material diminution in the authority, duties or responsib ilities of the person to whom the covered executive is required to report
(including, for example, a requirement that a covered executive who previously reported to the Board of Directors instead report to a
corporate officer or employee);
a material diminution in the budget over which the covered executive retains authority;
a material change in the geographic location at wh ich the covered executive must perfonn services; and
if the tenns and conditions ofa covered executive's emp loyment are govemed by an agreement, any other action or inaction that
constitutes a material breach by us or any successor of the agreement.
A tennination for "cause" means any action by a covered executive involving willful malfeasance or his or her failure to act invol ving material
nonfeasance that would have a materially adverse effect on us. No act or omission on the part of the covered executive will be cons idered "willfu l," un less it
is done or omitted in bad faith o r without reasonable belief that the action or omission was in our interests.

-1 26-

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00016895

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review002809

Table of Contents

Iftem1ination of employment and an acceleration event or imminent acceleration event under the Senior Executive Severance Plan occurred that
entitled the Named Executive Officers to severance benefits under the Senior Execut ive Severance Plan, the value that could have been realized from those
benefits as if employment tenninated on December 31, 20 13 is as follows:

Value of Benefit that Could have been Rea lized by the Na med Executive Officers
under the Senior Executive Severance Pla n as of December 31, 2013
T ype of Benefit

Salary
Bonus
Stipend in Lieu of Health Insurance Benefits(!)
Stipend in Lieu of Life 1.nsurance Benefits( !)
Foregone Savings Plan Benefits(!)
Tax Gross-Up Payment to Cover Excise Tax(2)
Red uction to Limit Excise Taxes(2)
Total
( I)
(2)

Modao~

F'itl(!alrick

F'eicbloer

McCormack

Tanner

$2,400,222
$3,000,279
$ 40,788
$
18
$ 22,950
$
0
NI A
$5,464,257

$ 800,000
$ 650,000
$ 27,192
$
12
$
15,300
N/A
$
(0)
$1,492,504

$ 620,2 16
$ 465,162
$ 27,192
$
12
$
15,300
N/ A
$
{0)
$1,127,882

$ 553,582
$ 415, 186
$
9,359
$
12
$ 15,300
N/ A
$
(0)
$ 993,439

$518,2 14
$388,660
$ 27,192
$
12
$ 15,300
N/A
$
{0)
$94 9,378

The estimated value of the severance benefit is based on the cost to us using the assumptions used for financial reporting purposes u nder generally
accepted accounting p1inciples in the United States.
The estimated value of any excise tax, and thereby the amount of any tax gross-up payment and the calculation of any reduction to limit excise taxes,
are based on the highest marginal rate offederal, state and local taxes related to the severance benefits specified in the table and any other payments to
the Named Executive Officer arising from an acceleration event. These amounts are a lso based on an assump tion that, as a result of the covenant not to
compete in the Senior Executive Severance Plan, the value of one year's base salary and target bonus would constitute "reasonable compensation"
under Section 2800 of the !RC and therefore would be excluded from the calculation of the amount of any excise tax, the amount of any tax gross-up
payment and the reduction, if any, required to limit excise taxes.

Letter Agreement. We entered into a letter agreemen t with Mr. Mod any on August 4 , 20 14. See "- Employment Contracts" for a further discussion of
the letter agreement. Jfwe tenninate the Applicable Period befo re February 4, 20 I 5, Mr. Monday will be entitled to the cash compensation he wou ld have
been paid through that date. During the 18-month period following the Applicable Period, Mr. Modany will serve as a consultant to us in exchange for a
monthly fee equivalent to his current month ly base salary and continued vesting of his equ ity-based awards. Mr. Modany will not be entitled to receive any
severance pay or other separation benefits in connection with his resignation, but we will pay him a lump sum cash payment equa l to 18 times his monthly
premium with respect to COBRA for continued health and dental coverage. This paymen t will be made following Mr. Modany's execution ofa release of
claims against us, and the amount of such payment will be approximately $21,750.

I 997 Stock Plan. If a Named Execu tive Officer's employment with us tenninates as a result of the Named Executive Officer's death, retirement or total
d isability, or if an acceleration event occurs under the 1997 Stock Plan, all stock options granted to the Named Executive Officer under the 1997 Stock Plan
would immediately vest and become exercisable. See"- Equity Compensation and Qualified Savings Plans - 1997 Stock Plan." If such an event occurred,
none of the Named Executive Officers would have realized any value from the exercise ofunvested stock options granted under the 1997 Stock Plan, because
all of the outstanding stock opt ions granted to the Named Executive Officers under the 1997 Stock Plan were fully vested as of December 31 , 2013.
Amended 2006 Plan. Ifa Named Executive Officer's employment with us tenninates as a resu lt of the Named Executive Officer's death or disabi lity:
all outstanding stock options with time-based vesting resttictions granted to the Named Executive Ollicer under the Amended 2006 Plan
will become exercisab le immediately;
all restiictions imposed on restricted stock and RSUs with time-based vesting restrictions granted to the Named Executive Officer under
the Amended 2006 Plan will lapse immediately, and the RSUs will be settled immediately thereafter; and
the Plan Conunittee will detennine the extent to which a Named Executive Officer will have the right to receive other stock awards
granted to the Named Executive Officer under the Amended 2006 Plan.
In addition, upon a Named Executive Officer's reti rement, all outstanding stock options with time-based vesting restrictions granted to the Named Execu tive
Officer prior to November 24, 20 IO under the Amended 2006 Plan will become exercisable immediately.
In the event ofa change in contro l ofus under the Amended 2006 Plan:
all outstanding stock options with time-based vesting resttictions granted to the Named Executive Ollicer under the Amended 2006 Plan
will become exercisab le immediately;
all restiictions imposed on restricted stock and RSUs with time-based vesting restrictions granted to the Named Executive Officer under
the Amended 2006 Plan will lapse immediately, and the RSUs will be settled immediately thereafter; and
in the discretion of the Plan Committee, all outstanding stock options may be terminated and each participant may receive, with resp ect
to each share subject to the options, an amount in cash equal to the excess of the consideration payable with respect to one share in
connection with the change in control over the option's exercise piice.
A change in control under the Amended 2006 Plan means the occurrence of one or more of the following:
the acquisition by any person (within the meaning of Section I 3(d) of the Exchange Act), other than us, a subsid ia1y of ours or any
emp loyee benefit plan sponso red by us o r a subsidiary ofours, ofa beneficial ownership directly o r ind irectly of20% or more of the
outstanding shares of our common stock, provided that an increase in the percentage of the outstanding shares of our common stock
beneficially owned by any person (within the
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meaning of Section l 3(d) of the Exchange Act) so lely as a result of a reduction in the number of shares of our common stock then
outstanding due to the repurchase by us of such common stock shal l not constitute a change in control, however any subsequent
acquisition of shares of our common stock by any person (within the mean ing of Section l 3(d) of the Exchange Act) resulting in such
person beneficially owning 20% or more of the outstanding shares of our common stock sha ll constitute a change in control;
the purchase by any person (within the meaning of Section ! 3(d) of the Exchange Act), other than us, a subsidiary of ours or any
employee benefit plan sponsored by us or a subsidiary ofours, of shares pursuant to a tender offer or exchange offer to acqui re our
common stock (or securities convertible into common stock) for cash, securities or any other consideration, provided that after
consummation of the offer, the person in question is the beneficial owner (as such tenn is defined in Rule l 3d-3 under the Exchange Act),
directly or indirectly, of 15% or more of the outstanding shares ofour common stock (calculated as provided in paragraph (d) of Rule
l 3d-3 under the Exchange Act in the case ofrights to acqu ire common stock);
our shareholders approve (a) any consolidation or merger of us in which we are not the continuing or surviving corporation or pursuant
to which shares of our common stock would be con vett ed into cash, securities or other property, other than a merger ofus in which
holders ofour co1mnon stock immediately prior to the merger have the same proportionate ownership of common stock of the surviving
corporation immediately after the merger as immediately before, or (b) any sale, lease, exchange or other transfer (in one transaction or a
series of related transactions) of all or substantially all ofour assets;
a change in a majority of the members of our Board of Directors within a 12-month period, unless the elect ion or nomination for election
by our shareholders of each new Director during such 12-month pe riod was approved by the vote of two-thirds of the Directors then still
in office who were Directors at the beg inning of such 12-month period; or
the liquidation or dissolution ofus.
In addition, one or more outstanding unvested awards under the Amended 2006 Plan may become fully vested and exercisable and the restrictions on
the transfer and repurchase or forfeiture rights on the awards may be tenninated in connection with a disposition of a subsidiary of ours, but only with respect
to those participants who are at the time engaged primarily in service with the subsidiary involved in the subsidiary disposition. See"- Equity Compensation
and Qualified Savings Plans - Amended 2006 Plan."
If any of the following occurs:
a Named Executive Officer's employment with us tenninates as a result of the Named Executive Officer's death or disabi lity;
there is a change in control ofus; or
the Plan Committee detennines to fully vest awards in a disposition ofa subsidiary with wh ich the officer was engaged primarily in
service,
the value that could have been realized from the exercise or acceleration ofunvested awards with time-based vesting restrictions granted to the Named
Executive Officer under the Amend ed 2006 Plan as of December 3 1, 2013, is as follows:

( 1)

(2)

Named Executive Officer

December 31, 20 13 Value of Un,·ested Awards
Termination Due
to Death or Disability
Change in Control
Stock Options(!)
RSUs<2l
Stock Options<ll
RSUsC2l

Kevin M. Modany
Daniel M. Fitzpatrick
Eugene W. Feichtner
June M. McCom1ack
Glenn E. Tanner

$
$
$
$
$

891 ,875
2 14,050
142,700
142,700
142,700

$2,9 17,599
$ 626,167
$ 538,925
$ 541,7 12
$ 536,642

$
$
$
$
$

89 1,875
2 14,050
14 2,700
142,700
142,700

$2,917,599
$ 626,167
$ 538,925
$ 541,7 12
$ 536,642

Amounts shown represent the aggregate dollar amount that could be realized from all outstanding, unvested stock option awards granted to the Named
Executive Officer under the Amended 2006 Plan, if those opt ions became vested an d were exercised by the Named Executive Officer on December 3 I,
20 13 .
Amounts shown are calculated by multiplying the number ofunvested RSUs held by the Named Executi ve Officer that woul d vest upon the sp ecified
event by the closing market price of a share of our common stock on December 3I , 2013.
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In addition, the Plan Committee, in its discretion, may amend the tenns of any outstanding award granted under the Amend ed 2006 Plan in the event of
a participan t's te,mination of employ ment or service or in the event of a change in contro l of us, subject to certain limitat ions. See"- Equi ty Compensation
and Qualified Sav ings Plans -Amended 2006 Plan ."
ES/ 40 l (k) Plan. If a Named Executive Officer's employment with u s termin ates, the Named Executive Officer may with draw from h is or her account
under the ES! 40 I (k) Plan all of the Named Executive Officer's contribu tions, all of our vested contributions and all eam ings on both types of contributions.
Payments are nom1ally made in a single lump sum, but if the Named Executive Officer's balance is above a threshold amount, he or she may elect to receive
payments in annual or monthly install ments. See"- Equity Compensation and Qualified Savings Plans - ES! 401 (k) Plan."
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Ifa Named Executive Officer's employment with us tem1inated, the amount that could have been real ized from the distribution of the contributions and
earnings thereon in the Named Executive Officer's account under the ESI 40 I (k) Plan as of December 31, 2013 is as follows:
Amount of Employee Contributions, ITI/ESI
Vested Contributions and Earnings on
Those Contributions as of December 3 1, 20 13

Named Executive Officer

Kevin M. Modany
Daniel M. Fitzpatrick
Eugene W. Feichtner
June M. McCom,ack
Glenn E. Tanner

$
$
$
$
$

333j04
267J67
1,395,904
151,017
1,280,588

ES/ Excess Savi11gs Pfan. lfa Named Executive Officer's employmen t with us terminates, al l eligible employee salary deferrals, our vested
contributions and the attributab le interest accrued on those deferrals and contributions under the ESI Excess Savings Plan wou ld be paid in a single lump
sum cash payment to the Named Executive Officer on the first day that is six months following his or her tennination of employment (because each Named
Executive Officer is a "specified employee" within the meaning of Section 409A of the LRC), or within 60 days of his or her death if death occurs prior to
payment. If a Change in Control occurs, all Named Executive Officers would receive the ba lance of their accounts under the ES! Excess Savings Plan in a
si ngle lump sum cash payment with in 60 day after the Change in Con trol. See"- Nonqualified Deferred Compensation Plans - ES! Excess Savings Plan ." If a
Named Executive Officer's employment with us terminated or a C hange in Control under the ES! Excess Savings Plan occurred, the amount that would have
been reali zed from the distribut ion of the deferra ls, contributions and interest thereon in the Named Executive Officer's account un der the ESI Excess Savings
Plan as of December 3 1, 20 13 is as follows:
Amount of Salary Deferrals, ITT/ESI
Vested Contributions and Accrued
Interest as of December 3 1, 2013
$
54,736
$
0
$
3,87 1
$
0
$
13,346

Named Executive Officer

Kevin M. Modany
Daniel M. Fitzpatrick
Eugene W. Feichtner
June M. McCormack
Glenn E. Tanner

Deferred Bonus Pla11. !fa Named Executive Officer's employmen t with us terminates and he or she had elected to receive the deferred portion of his or
her a nnual bonus compensation under the Deferred Bonus Plan following his tennination, or the te1mination was a result of his or her death, the balance of
the Named Executive Officer's account underthe Deferred Bonus Plan wi ll be paid in a lump sum on the first day that is six months following his or her
tennination of employment, or with in 60 days of death if his or her death occurs prior to payment. See"- Nonqualified Deferred Compensation Plans Deferred Bon us Plan ." If a Named Execut ive Officer's emp loyment with us tem1inated, triggering the payment of the balance of h is or her account under th e
DefetTed Bonus Plan, the Named Executive Officer would not have realized any amount as of December 31, 2013, because none of them had any amount in
h is or her account as of that date.
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ES/ Pe11sio11 Pla11. !fa Named Executive Officer has completed three or more years of vesting service, then upon his or her retirement on or after age 55,
d isabil ity, death or after he or she has both terminated employment and reached age 55, a distribution of the Named Executive Officer's accrued benefit under
the ESI Pension Plan will be paid to the Named Executive Officer in the fonn and on the date elected by the Named Executive Officer beg inning on the first
day of any month following the tennination of employment after the participant becomes entitled to begin distribution. The Named Executive Officer can
elect to receive payment of the distribut ion in the form ofa lump sum, qualified joint and surv ivo r annuity (ifhe or she is married on the annuity starting
date) or life annuity (ifhe or she is not married on the annuity sta1ting date). See"- Pension Plans- ES/ Pension Plan ." Ifone of the triggering events
occurred and a Named Execu tive Officer elected a lump sum distribution under the ES! Pension Plan, the amount of the Named Executive Officer's benefit
that would have been accrued and payable under the ESI Pension Plan as of December 31, 20 13 is as follows:
Balance of ESI Pension
Plan Account as o f December 31, 20 13

Named Executive Officer

Kevin M. Modany
Daniel M. Fitzpatrick
Eugene W. Feichtner
June M. McCormack
Glenn E. Tanner
( I)

$

34,908 ( \)

$

0

$

279,797

$
$

288,614

0

Benefit payable upon death or disability as of December 31, 2013. If the employment of Mr. Modany was term inated for any reason other than death or
disabil ity on December 3I,2013, his benefit would not be paya ble until he reaches age 55, because he was not at least age 55 as of that date.
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ES/ Excess Pension Pia11. Following the restatement of the ES! Excess Pension Plan effective January 1, 2008, upon a Named Executive Officer's
death, retirement o r other tennination of e mployment, a distribution of the Named Executive Officer's accrued benefit under the ESl Excess Pension Plan will
be paid to the Named Executive Officer in a lump sum on the first day that is six months following h is or hertennination of employment (because each
Named Executive Officer is a "specified employee" within th e meaning of Section 409A of the !RC), or with in 60 days of h is or her death if death occurs prior
to payment. See "- Pension Plans - ES! Excess Pension Plan ." If one of the triggering events occurred and a Named Executive Officer received a lump sum
distribu tion under the ES! Excess Pension Plan, the amount of the Named Executive Officer's benefit that would have been accrued and payable under the
ES! Excess Pension Plan as of December 31 , 20 I 3 is as follows:
Balance of ESI Excess Pe nsion
Plan Account as of December 3 1, 2013

Named E,ecutive Officer

Kevin M. Modany
Daniel M. Fitzpatrick
Eugene W. Feichtner
June M. McCorn1ack
Glenn E. Tanner

$

45,009

$

0

$

75,2 18

$
$

0
0

Old Pension Plan. lfa Named Executive Officer's employment with us tem1inates and the Named Executive Officer qualifies for retirement under the
Old Pension Plan, a distribution will be paid to the Named Executive Officer. The Named Executive Officer can elect to receive payment of the distribution of
the Named Executive Oflicer's accumulated ben e fit under the Old Pension Plan in the forn1 of a qual ified joint and survivor annuity or life annuity. See"Pension Plans - Old Pension Plan." If a Named Executive Officer qual ified for retirement under the Old Pension Plan, the actuarial present value of the
Named Executive Officer's accumulated benefit under the Old Pension Plan as of December 31, 20 13 is set forth in the Pension Benefits Table. See"Pension Benefits Table." As of December 3 1, 2013, Messrs. Feichtner and Tanner we re the only Named Executive Officer participants who quali fied for
retirement under the Old Pension Plan. Mr. Tanner has elected to receive and has begun receiving the early retirement annual benefit under the Old Pension
P lan. See"- Pension Benefits Table."
Director Compensation Ta hie
The following table sets forth infonnation concerning the compensation of our non-employee Directors in 20 13 for their service on our Board of
Directors in 20 13 . Mr. Modany, the only emp loyee Directo r in 2013, did not receive any compensation for h is services as a Director ofours in 20 13 .
M r. Modany's compensation as an execut ive officer of ours is disclosed in p rev ious sections of this document.

Director Compensation Table for Fiscal Year 2013

Name
( a)

John F. Cozzi
Joh n E. Dean
James D. Fowler, Jr.
Joanna T. Lau
Thomas I. Morgan
Samuel L. Od le
Vin Weber
John A. Yena
( I)

Fees Earned or
Paid in Cash (I)
( b)

Stock
Awa rds (2)
(c)

$

$100,024
$100,024
$100,024
$100,024
$100,024
$100,024
$100,024
$100,024

s
$

s
$

$
$
$

75,000
75,000
75,000
75,000
70,890
75,000
75,000
75,000

Option
Awards (3)
(d)
$
0

$
$
$

$
$

$
$

0
0
0
0
0
0
0

Non<1ua lified
Deferred
Compensation
Earnings (4)
(e)

$
$
$
$
$
$
$
$

0
0
0
0
0
7;262
0
0

All Other
Compensation
(f)
$
0

$
$
$

$
$

$
$

0
0
0
0
0
0
0

Total (S)
(g)

$175,024
$175,024
$ I 75,024
$175,024
$170,9 14
$182,286
$175,024
$175,024

Amounts shown represent the aggregate dol lar amount of all fees earned or paid for services as a Director, including meet ing fees, committee an d/o r
chairperson fees and annual retainer. In 2013, all fees were paid in cash, but each non-employee Director elected to receive payment of the annual
retainer in cash or shares of our common stock, in increments of25% each. See "-
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(2)

Director Compensation - Directors Deferred Compensation Plan ." The full amount of the annual retainer that was paid to or defeITed by a nonemployee Director, whether io cash or shares of our common stock , is reported in this column. The grant date fair value of any portion of the annual
reta iner that a non-emp loyee Director elected to receive in shares of our common stock is set forth in footnote (2) below.
Amounts shown re present the aggregate grant dale fair value, computed in accordance with ASC 7 18, of all RSU awards granted for services as a
Director in 20 13 . In 2013, each non-employee Director received a grant of3,598 RSUs that will be set tled in shares of our common stock after vesting.
The aggregate grant date fair value includes any earn ings, such as dividends, that may be received on the stock awards. In 2013, each non-emp loyee
Director elected to receive payment of the annual retainer in cash or shares of our common stock, in increments of 25% each. See"- Director
Compensation -Directors Deferred Compe11sation Plan." The amount related to any portion of the annua l retainer that a non-employee Director
elected to receive in shares of our common stock is included in co lumn (b) of the table, but the grant date fair value of such shares is disclosed in the
tab le be low.
To detem1ine the grant date fair value of stock awards, we use the closing market price of a share of our common stock on the effective date of the stock
award. The amounts ultimatel y real ized by the non-employee Directors from the stock awards wi ll depend on the price of our common stock in the
future and may be quite different from the value shown. The following table sets forth infonnation regarding the grant date fair value, computed in
accordance with ASC 718, ofeach stock award granted in 2013 for services as a non-employee Director:
Grant Date Fair Value of Stock Awards in Fisca l Year 2013
Grant l)ale Fair
Value of Slock Award
(b)

Name
(a)

John F. Cozzi
Portion of Retainer Payable in Stock
Amended 2006 Pl an Award
John E. Dean
Portion of Retaine r Payable in Stock
Amended 2006 Plan Award
James D. Fowler, Jr.
Portion of Retainer Payable in Stock
Amended 2006 Plan Award
Joanna T. Lau
Portion of Retainer Payable in Stock
Amended 2006 Plan Award
Thomas I. Morgan
Portion of Retainer Payable in Stock
Amended 2006 Plan Award
Samuel L. Odle
Portion of Retainer Payable in Stock
A.mended 2006 Plan Award
Vin Weber
Portion of Retainer Payable in Stock
A.mended 2006 Plan Award
John A. Yena
Portion of Retainer Payable in Stock
A.mended 2006 Plan Award

$
$

74,987
100,024

$
$

74,987
100,024

$

100,024

$

100,024

$

NIA
100,024

$

100,024

$
$

74,987
100,024

$

NIA
100,024

NI A

NI A

NI A

" NI A" means no t a pplicable.
The following table sets forth infonnation regarding the aggregate number ofunvested stock awards granted by us to the non-employee Directors that
were outstanding on December 3 I, 20 13 :
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Outstanding Stock Awards at Fiscal Year-End 2013
Number of Shares or
Units of Stock that
have Not Vested (A )

Name

(b)

(a)

John F. Cozzi
05/ 17/ 11 Award (C)
05/22/12 Award (D)
05/21 /I 3 Award ( E)
John E. Dean
05/17/1 I Award (C)
05/22/12 Award (D)
05/21 /13 Award (E)
James D. Fowler, Jr.
05/ 17/ 11 Award (C)
05/22/ 12 Award (I))
05/21/13 Award (E)
Joanna T. Lau
05/17/1 1 Award (C)
05/22/12 Award (D)
05/2 I /13 Award (El
Thomas I. Morgan
05/21 / I 3 Award (El
Samuel L. Odle
05/ 17/1 1 Award (C)
05/22/ 12 Award (D)
05/21 /I 3 Award ( E)
Vin Weber
05/ 17/1 1 Award (C)
05/22/12 Award (D)
05/21/13 Award (E)
John A. Yena
05/17/11 Award (C)
05/22/ 12 Award ( D)
05/2111 3 Award (E)
(A)
(B)
(C)
(D)
(E)

Market Value of Shares or
Units of Stock that have
Not Vested (B)
(c)

1,4 12
1,722
3,598

$
$
$

47,4 15
57,825
120,82 1

1,4 12
1,722
3,598

$
$
$

47,4 15
57,825
120,82 1

1,4 12
1,722
3,598

$
$
$

47,4 15
57,825
120,821

1,4 12
1,722
3,598

$
$
$

47,4 15
57,825
120,82 1

3,598

$

120,82 1

1,4 12
1,722
3,598

$
$
$

47,4 15
57,825
120,82 1

1,4 12
1,722
3,598

$
$
$

47,4 15
57,825
120,821

1,4 12
1,722
3,598

$

$

47,4 15
57,825
120,82 1

$

Amounts shown represent the total number of shares or units of our co mmon stoc k that have not vested.
Amounts shown represent the aggregate market value o f shares ofourcommon stock that have not vested. The aggregate market value is calculated by
mul tiplying the number of shares or un its by the closing market price of a share of our common stock o n December 3 I, 20 13 .
This RSU award vested in full on May 17, 20 14 .
This RSU award vests in full on May 22, 2015.
This RSU award vests in full on May 2 1, 2016.
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(3)

In 2013, none of the non-employee Directors received any stock o ptions or SARs from us. There were no adj ustments or amendments made in 2013 to
the exercise price of any option awards held by any of the non-emp loyee Directors, whether through amendment, cancellation or replacement grants, or
any other means (such as a repricing), or that otherwise materially modified any option awards. The outstanding option awards at December 31, 2013,
for each of the non -employee Directors were as follows:
Outstanding Option Awards at Fiscal Year-End 2013
Number of Securities

Name
(a)

(B)

(C)
(4)

(5)

Option

Ex ercise
Price
( d)

Option
•:~ piration
Date

Exercisable (A)
(b)

Unexercisublc (B)
(c)

10,000

0

$ 38.89

05/ 18/14

10,000

0

$ 38.89

05/ 18/ 14

10,000

0

$ 38.89

05/ 18/14

7,500

0

$ 38.89

05/ 18/14

John F. Cozzi
05/ 18/04 Award (C)
John E. Dean
05/ 18/04 Award (C)
Joanna T. Lau
05/ 18/04 Award (C)
Vin Weber
05/ 18/04 Award (C)
(A)

Underlying

Une~ercised Options

(c)

Amounts shown re present on an award-by-award basis, the number of securities underlying unexercised options, including awards that have been
transferred other than for value, that are exercisable.
Amounts shown represent on an award-by-award basis, the number of securities underlying unexercised options, including awards that have been
transferred o ther than for value, that are unexercisable.
This stock option award vested in one installment on May 18, 2005.
Amounts shown represent the above-market or preferential earnings on compensation deferred under the Directors Deferred Compensation Plan. See
"- Director Compensation - Directors Deferred Compensalion Plan." Interest is above-market only if the rate of interest exceeds 120% of the
app licable federal long-tenn rate, with compounding (as prescribed under Section l 274(d) of the !RC), at the rate that corresponds most closely to the
rate under the applicable plan at the time the in terest rate or formula is set. ln the event ofa d iscretionary reset of the interest rate, the requisite
calcu lation is made on the basis of the interest rate at the time of such reset, rathe r than when orig inally established. Only the above-market po1tion of
the interest is included.
Amounts shown represent the sum of the dollar values for each compensation element shown in columns (b) through (f).

Director Compe nsation

Retailler a11d Fees. We do not compensate any Director who is an employee of ours for service as a member of our Board of Directors or any standing
committee ofou r Board of Directors. The compensation for non-employee Directors consists of:
an annual retainer of$75,000 payable in one installment on the first business day of each year, at the elect ion of each non-emp loyee
Director, in cash or shares of our common stock in increments of25% each;
no separate meeti ng fees; and
an annual grant under the Amended 2006 Plan of RSUs with a time-based period of restriction that:
has a value of$ I 00,000, plus the value assoc iated with any fractiona l RSU necessary to cause the grant to be for a whole number of
RS Us, pursuant to which the value is determined based on the closing market price of a share of our common stock on the effective
date of the grant;
is effective on May I in each year (except in 2014, the grant date has been postponed until the third business day following the
date that we become current in our filings with the SEC);
has a time-based period of restriction of one year; and
is settled on the first business day following the last day of the period of restriction by the delivery of one share ofourcommon
stock for each RSU in the grant.
We also reimburse Directors for reasonab le, out-of-pocket travel expenses related to attending our Board of Directors and its committee meetings and other
business of the Board.
On August 4 , 2014, John E. Dean was appointed our Executive Chainnan and became an employee of ours. In connection with his appointment as
Executive Chai1man, we entered into a letter agreement with Mr. Dean which provides for an annual base sala1y of$575,000 and a grant ofRSUs on
August 4 , 2014 that had a value of $1 ,000,000, based on the closing price of our common stock on the date of grant, which resulted in a grant of 129,534
RSUs to Mr. Dean 011 that date. The RS Us will vest, subject to Mr. Dean's continued service as Executive Chairman or as a member of the Board, 011 the first
anniversary of the grant date or, if earlier, upon his termination ofemployment due to death or d isability. Mr. Dean will receive no other compensation for h is
service as Executive Chainnan, but will continue to vest in the equity-based awards granted to him in connection with his se1vice as a non-employee
Director.

Timing ofEquity-Based Co111pe11satio11 Grants. The Compensation Committee makes recommendations to our Board of Directors regarding grants of
equity-based compensation to ou r non-employee Directors. Al l equ ity-based compensation awards to ournon-employee Directors a re granted exclusively by
our Board of Directors. Beginning in 20 14, our Board of Directors established May I of each year as the effective date of grant of equ ity-based compensation
to our non-employee Directors. The 20 14 grant, however, has been postponed until the third business day following the date that we become current in our
fi lings with
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the SEC. The exercise price of any stock options included in those equity-based compensation grants is the closing market price of a share ofour common
stock on the effective date of the grant. The numberofRSUs included in those grants is specified by the Board of Directors based on the closing market price
ofa share of our common stock on the effective date of the grant.
We do not time ou r release of material non-public infonnation for the purpose of affecting the value ofournon-employee Directors' compensation.
Nevertheless, our process for granting equity-based compensation may result in equity-based compensation, including stock options, being granted to our
non-employee Directors at times when our Board of Directors or the Compensation Committee is in possession of material non -public information about us.
This possibility is not taken into account in detennining whether to make the equity-based compensation awards or the amount or value of those awards.

1999 Directors Stock Pltl11. On July 28, 1999, we estab lished the 1999 Outside Directors Stock Option Plan (the" 1999 Directors Stock Plan"), wh ich
provided for awards of nonquali fied stock options to non-employee Directors. An aggregate of500,000 shares ofour common stock are reserved for issuance
for option awards under the 1999 Directors Stock Plan (subject to adjustment in certain events and as adj usted for our stock split). The 1999 Directors Stock
Plan was not approved by our shareho lders.
The 1999 Directors Stock Plan is administered by the Board. Each non-employee Director received an annual stock option under the plan to purchase
shares ofour common stock on the tenth business day following the annual meeting of shareholders, provided that such non-employee Director served in that
capac ity both before and after the annual meeting. No annual awards of nonqualified stock op tions under the 1999 Directors Stock Plan have been made after
2005. The number of shares of our common stock subject to options under the 1999 Directors Stock Plan is subject to adjustment in certain even ts.
The exercise price of a stock option awarded under the 1999 Directors Stock Plan could not be less than I 00% of the fa ir market value of our common
stock on the date of the award. All stock options granted under th e 1999 Directors Stock Plan that were ou tstanding as of December 3 1, 20 13 expire in May
2014. T he shares of our common stock issued upon the exercise of a stock option under the 1999 Directors Stock Plan may be made available from treasury
shares or authorized but unissued shares. Th e option price may be paid:
by check;
in shares of o ur common stock;
through a simultaneous sale th rough a broker of shares of our common stock acqu ired upon the exercise of the stock option; or
by any combination of the foregoing.
See Exh ibit No. 4.3 to our Registrat ion Statement on Fann S-8 (Registration No. 333-84 87 1), Exh ibit No. I 0.3 7 to our Quarterly Report on Form I 0-Q for the
second fiscal quarter ended June 30, 2003, Exhibit No. I 0.42 to our Quarterly Report on Fann I 0-Q for the first fisca l quarter end ed March 31, 2004 and
Exhibit No. I 0.4 7 to our Current Report on Fonn 8-K, dated January 25, 2005, filed with the SEC for a complete copy of the 1999 Directors Stock Plan, as
amended.
No awards were made in 2013, and no further awards will be made, under the 1999 Directors Stock Plan, as a result ofour shareholders' approval of our
adoption of the 2006 Equity Compensation Plan a t the 2006 Annual Meeting of Sha reholders on May 9 , 2006. Our non-emp loyee Directors participate in the
Amended 2006 Plan. See"- Eq uity Compensation and Qualified Savings Plans - Amended 2006 Plan."

Directors Deferred Co111pe11sation Plan. On October I , 1999, we established, and effective January I , 2008, we restated, the Directors Deferred
Compensation Plan, an unfunded, nonqual i fied plan covering a l I of our non-employee Directors. The Directors Deferred Compensation Plan provides that
each non..::mployee Director may elect to receive payment oft he annual retainer in cash or in shares of our common stock, in increments of 25 % each. A nonemp loyee Director who elects payment in shares of our common stock will receive that number of shares equal to the number obtained b y dividing the dollar
amount of the portion of the annual reta iner to be paid in shares of our common stock by the fair market value of one share of our common stock detennined
as of the payment date. The value of any fractional share resulting from this calculation will be paid to the Director in cash.
The Directors Deferred Compensation Plan also provides that each non-employee Director may elect to defer payment of all or a portion o f the annual
retainer. The defe1Tal of payment of cash or shares of our conm1on stock can only be made in increments of25%. Any defen-ed cash amounts will accrue
interest at the rate of6% compounded annually. Any deferred shares ofour common stock will be credited with any cash dividends on those shares and, on a
semi-annual basis, those cash dividends will be converted to shares of our common stock based on its fair market value at the time of the conversion.
No cash or shares of our common stock deferred by a non..::mployee Director under the Directors Deferred Compensation Plan will be paid to the nonemp loyee Director until he or she is no longer a Director.

No11-E111ployee Director Participatio11 i11 Pe11sio11 Plans. None of our non-emp loyee Directors participate in any of our defined benefit or actuarial
pension plans (including su pplemental p lans). Mr. Fowler, however, participates in the Old Pension Plan as a result of h is prior employment by ITT
Corporation or one of its affiliated companies that participated in that plan. Any change in the actuarial present value of Mr. Fowler's accumulated benefit
under the Old Pension Plan in 20 13 was not affected by his service as a non-employee Director on our Board of Directors. See "- Pension Plans- Old Pension
Plan."
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Compensation Committee Interlocks and Insider Participation
None of the Compensation Committee members, John F. Cozzi, James D. Fowler, Jr., Samuel L. Od le and John A. Yena, during 2013 was:
an officer o r employee of ours;
a fonner officer of ours; or
involved in a relationship requiring disclosure as a related person transaction pursuan t to Item 404 of Regulation S-K under the
Exchange Act or as an interlock ing executive officer/director pursuant to Item 407(e)(4)(iii) of Regu lation S-K under the Exchange Act.

Item 12.

Security Ownership of Certain Beneficial Owners and Management and Related Stoc kholder Ma tters.

Eqnity Compe nsation Plan Information
The following table sets forth infonnation, as of December 31, 20 13, about shares of our common stock that may be issued under our equ ity
compensation plans that (a) have been a pproved by ou r shareholders and (b) have not been ap proved by our shareholders.

Eqnity Compensation Plan Information

Plan Category

( I)
(2)

(3)

Number of Secu rities to
be Issued Upon Exercise
of Outstanding Options,
Warrants and Rights

Weighted Average
Exercise Price of
Oul>1aading
Options, Warrants
and Rights

Number of Securities
Remaining Available for
f uture Issuu nee Under
Equity Co mpensation
Plans
( Excluding Securities
Ren ected in Column (a))

(a)

( b)

(c)

Equ ity compensation plans approved by security
holders ( J)
Equ ity compensation plans not ap proved by security
holders (6)

2,032,792

Total

2,119,228

$

86,436
$

83 .0 1 (2)

3,374,913 (3)(4)(5)

38.89 (2)

N/ A (7)

8 1.77 (2)

3,374,913

These equity compensation plans include the 1997 Stock Plan and the Amended 2006 Plan. The material terms of each of these plans are described
above. See "- 1997 Stock Plan"' and "-Amended 2006 Plan."
The weighted average exercise price is calcu lated based on those awards included in column (a) that have a specified exercise price, namely,
outstanding stock options. Since the outstanding RSUs and the shares credited under the Directors Deferred Compensation Plan that are included in
column (a) have no exercise price, they have been excluded from th e we ighted average exercise price calculations in this column (b).
This number does not include any shares under the 1997 Stock Plan, because all shares to be issued upon exercise of outstanding stock option av,ard s
under the 1997 Stock Plan are included in column (a), and no new awards will be made under the 1997 Stock Plan.
The total numbe r of shares of our common stock available for awards under the Amended 2006 Plan is 7,350,000, subj ect to antidilution
adj ustments. Each share underlying stock options and SARs granted under the Amended 2006 Plan, and not forfeited or tem1inated, will reduce the
number of shares available for future awards under the Amended 2006 Plan by one share. The del ivery of a sh are in connect ion with a "full-value
award" (i.e., an award of restricted stock, RSUs, perfonnance shares, perfonnance units or any other stock-based award with value denominated in
shares) will reduce the number of shares remaining for other awards by three shares, if the full-value award was granted prior to May 7, 20 13, and by
two shares, if the full-value award was granted after that date.

(4)
(5)

(6)

The aggregate fair market value (detennined on the date of grant) of the shares subject to incentive stock options awarded to employees under the 1997
Stock Plan or the Amended 2006 Plan that become exercisable for the first time by the employee i n any ca lendar year may not exceed $ I 00,000.
Securities remaining available for future issuance underthe Amended 2006 Plan include stock options (incentive and nonqualified), SARs, restricted
stock, RSUs, perfo1mance shares, performance units and other stock-based awards, or any combi nation of the foregoing, as the Compensation
Committee and Board of Directors may detennine. The maximum numberofperfonnance shares under the Amended 2006 Plan that may be granted to
any eligible partic ipant in any given calendar year is 250,000 shares.
These equity compensation plans include the:
1999 Directors Stock Plan;
Directors Deferred Compensation Plan; and
Deferred Bonus Plan.
T he material tenns of each of these p lans a re described elsewhere in this document. See"- Director Compensation - 1999 Directors Stock Plan " and"Directors Deferred Compensation Plan," and"- Nonqualified Deferred Compensation Plans-Deferred Bonus Plan ."

(7)

This number does not include any shares under the 1999 Directors Stock Plan, because all shares to be issued upon exercise
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of outstanding stock option awards under the 1999 Directors Stock Plan are included in column (a), and no new awards will be made under the 1999
Directors Stock Plan. There is no limit on the number of shares ofour common stock available for future issuance under e ither the Directors Deferred
Compensation Plan or the Defe1Ted Bonus Plan.

Stock Ownership of Certa in Beneficial Owners and Management
The following table sets forth, as of September 30, 2014, the number of shares ofour common stock beneficially owned by any person (including any
group) known by management to beneficially own more than 5% of our common stock, by each Director, by each of the Named Executive Officers and by a ll
of our current Directors and the execu tive officers as a grou p. Unless ot herwise indicated in a footnote, each individual or group possesses so le voting and
investment power with respect to all sha res indicated as beneficiall y owned. None of the shares owned by our Directors and executive officers are pledged as
security. No D irector owns any "qual ifying" shares.
IIT/ESI Common Stock
Number of Sha res
Beneficially
Owned(I)

Name of Beneficial Owner

Select Equity Group, L.P.
George S. Loening
380 Lafayette Street, 6th Floor
New York, NY 10003
Warburg Pincus Asset Management, lnc.
466 Lexington Avenue
NewYork, NY 100 17
Putnam Investments, LLC
Putnam Investment Management, LLC
The Putnam Advisory Company, LLC
Putna m Voyager Fund
One Post Office Square
Boston, MA 02 109
Blum Cap ital Partners, L.P.
R ichard C. Blum & Associates, tnc.
Blum Strategic GP III, L.L.C.
Blum Strategic GP Ill, L.P.
Blum Strategic Partners III, L.P.
B lum Strategic GP IV, L.L.C.
Blum Strategic GP IV, L.P.
Blum Strategic Pa1tners IV, L.P.
c/o Blum Capital Pa1tners, L.P.
909 Montgomery Street
Sui te 400
San Franc isco, CA 94 133
B lackRock, Inc.
40 East 52nd Street
New York, NY I 0022
Clifton Park Capital Management, LLC
27 1 1 Centerville Road, Suite 400
Wilmington, DE 19808-1645
Providence Equity Pa rtners VI L.P.
Providence Equity GP VI L.P.
Providence Equity Pa rtners VI L.L.C.
Jonathan M . Nelson
Glen n M. Creamer
Paul J. Salem
c/o Providence Equity Partners L.L.C.
50 Kennedy Plaza, 18th Floor
Provi dence, RI 02903
Point72 Asset Management, L.P.
Point72 Capital Advisors, Inc.
Cubist Systematic Strategies, LLC
EverPoint Asset Management, LLC
Steven A. Cohen
72 Cummings Point Road
Stamford, CT 06902
The Vanguard Group
100 Vanguard Blvd.
Malvern, PA 19355
Kevin M . Mod any
Eugene W. Feichtner
Daniel M. Fitzpat rick
June M. McCormack
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Percent of Class

2 ,957,125 (2)

12.6%

2 ,933, 150 (3)

12.5%

2 ,685,687 (4)

11.5%

2,296,913 (5)

9.8%

1,772,915 (6)

7.6%

1,594 ,266 (7)

6.8%

1,483,610 (8)

6.3%

1,337,344 (9)

5.7%

1,289,405 (10)

5.5%

511,525 (1 1)
86,314 (1 2)
91,098 (13)
68,428 (14)

2. 1%

*
*

*
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Glenn E. Tanner
Jeny M. Cohen
John F. Cozzi
John E. Dean
James D. Fowler, Jr.
Joanna T. Lau
Thomas I. Morgan
Samuel L. Odle
Vin Weber
John A. Yena
All current Directors and execut ive officers as a group (18
ind iv iduals)

57,827 (15)
0
24,427 ( 16)
37,996 (17)
12,679 (18)
13,42 6 (I 9)

0
8,692 (20)
30,333 (2 1)
10,665 (22)
961,256(23)

*

*
*
*

*

*

*

*

*
*
4.0%
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*
( I)

(2)

(3)

(4)

(5)

Less than I%.
All shares of our common stock are owned direct ly except as otherwise indicated. Pursuant to the SEC's regu lations, shares (a) receivable by Directors
and executive officers upon exercise of stock options exerc isable within 60 days after September 30, 2014, (b) rece ivable by Directors and executive
officers upon vesting ofRSUs within 60 days after September 30, 20 14 , (c) allocated to the accounts of certain Directors and executive officers under
the ES! 40 I (k) Plan at September 30, 2014 or (d) credited to the accounts of certain Directors under the Directors Deferred Compensat ion Plan at
Septe mber 30, 2014, are deemed to be beneficially owned by such Directors and executive officers.
Based solely on in fonnat ion in reports filed by the beneficial owners under Section J 3(d) or J 3(g) of the Exchange Act. George S. Loening is t he
majo1ity owner of Se lect Equity Group , L.P. ("Select Equity") and managing member of its general partner. Select Equity is an investment adviser and
Select Equity and George S. Goening is a control person possess shared power to vote or direct the vote of, and dispose or direct the disposition of,
2,957,125 shares.
Based solely on infom1at ion in reports filed by the beneficial owner under Section I 3(d) or I 3(g) of the Exchange Act. The beneficial owner is a
registered investment adviser and has (a) so le power to vote or direct the vote of2,396, l 00 shares, (b) shared power to vote or direct the vote of
5 13,450 shares and (c)sole power to di spose or direct the disposition of2,933,l 50 shares.
Based solely on infonnation in reports filed by the beneficial owners under Section I 3(d) or I 3(g) of the Exchange Act. Putnam Invest ments, LLC,
d/b/a Putnam Investments ("PI") wholly owns two registered investment adv isers, Putnam Investment Management, LLC ("PIM") and the Putnam
Advisory Company, LLC ("PAC"). Both subsidiaries have dispositive power over the shares as investment managers. Putnam Voyager Fund (" PVF" ) is
part of the Putnam Family of funds. PI possesses sole power to vote or to direct the vote of75,530 shares and sole power to dispose or direct the
d isposit ion of2,685,687 shares. PIM possesses sole power to vote or to direct the vote of2,9 J I shares and so le power to dispose or direct the
d isposition of2,598,4 I 7 shares. PAC possesses sole power to vote o r to direct the vote of72,6 I 9 shares and sole power to dispose or direct the
disposition of87,270 shares. PVF possesses so le power to vote o r to di rect the vote of, and sole power to dispose or direct the d isposition of, 1,294 ,71 1
shares.
Based solely on infom1at ion in reports filed by the beneficial owners under Section 13(d) or 13(g) of the Exchange Act. The beneficial owners may be
deemed to be members in a group that possesses voting and invest ment power over a tota l of2,296,9 I 3 shares. Blum Capita l Partners, L.P. ("Blum
L.P.") is a partnership and a registered investment advisor. Richard C. Blum & Associates, Inc. ("RCBA") is the sole general pa1tner ofBlum L. P. RCBA
di rectly holds 11,300 shares. Blum Strategic G P JJJ, L.L.C. ("Blum GP Ill") holds I, 129,388 shares and is the general partner of Blum Strategic GP Ill,
L.P., which is the general partner of Blum Strategic Pan ners Ill, L.P. Blum Strategic GP IV, L.L.C. ("Blum GP IV") holds 1,156,225 shares and is t he
general partne r of Blum Strategic G P IV, L.P., which is the general partner of Blum Strategic Partners IV, L.P. Blum L.P., Blum G P lll an d Blum GP IV
have shared power to vote or di rect the vote of, and dispose o r direct the disposition of, 2,296,9 13 shares.
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(6)

(7)
(8)

(9)

( I 0)

( 11 )
(12)
(13)
( 14)
( 15)
( 16)
(17)
( I 8)
( 19)
(20)
(2 1)
(22)
(23)

Based solely on infom1ation in reports filed by the beneficial owner under Section I 3(d) or I 3(g) of the Exchange Act. The beneficial owner is a parent
holding company or contro l person and possesses sole power to (a) vote or direct the vote of I ,7 I 2,207 shares, and (b) d ispose or direct the d isposit ion
of I ,772,915 shares. The beneficial owner reported that the following of its subsidiaries acqu ired the shares: BlackRock Advisors (UK) Limited,
BlackRock Advisors, LLC, BlackRock Asset Management Canada Limi ted, BlackRock Asset Management Ireland Limited, BlackRock Fund
Advisors, BlackRock Institutiona l Tmst Company, N.A., BlackRock lntemational Limited, B lackRock Investment Management (Australia) Limited,
BlackRoc k Investment Management (UK) Ltd. and BlackRock In vestmen t Management, LLC.
Based solely on informat ion in reports filed by the beneficial owner under Section 13(d) or 13(g) of the Exchange Act. The beneficial owner possesses
shared power to vote or direct the vote of, and dispose or direct the disposition of, 1,594,266 shares.
Based solely on infonnat ion in reports filed by the beneficial owners under Section I 3(d) or I 3(g) of the Exchange Act. Providence Equity Partners VJ
L.P. ("PEP VI"), a partnership, is the record ho lder of 1,483,6 10 shares. Based on the following relationships, the beneficial owners rep orted shared
voting and dispositive power over I ,483,610 shares: (a) Providence Equity GP VI L.P. ("PEP GP VI") is the sole general partner of PEP YI;
(b) Prov idence Equity Pattners VI L.L.C. ("PEP VI LLC") is the sole general partner of PEP GP VI; and (c) Messrs. Nelson, Creamer and Salem each are
members of PEP VI LLC and partners of PEP GP YI. Each of PEP GP VI, PEP VI LLC and Messrs. Nelson, Creamer and Salem d isclaims beneficial
ownership of the shares reported, except to the extent of its or his pecuniary interest there in.
Based solely on infom1ation in reports filed by beneficial owners under Section l 3(d) or l 3(g) of the Exchange Act. Pursuant to investment
management agreements, each of Point72 Asset Management, L.P. ("PAM"), Cub ist Systematic Strategies, LLC ("CSS") and EverPoint Asset
Management ("EAM") maintains investment and voting power with respect to the securities held by certain investment funds it manages. Point72
Capital Adv isors, Inc. ("PCA") is the general partnerof PAM. Mr. Cohen controls each of PCA, CSS and EAM. Based on these relationships and shares
that may be deemed to be benefic ially owned by cett ain of the foregoing entities, (i) each of PAM and PCA has shared power to vote or direct the vote
of, and sh ared power to d ispose or direct the disposit ion of, 4 88,7 1 I shares; (i i) CSS has shared power to vote or d irect the vote of, and shared power to
dispose or direct the disposition of, 929 shares; (iii) EAM has shared power to vote or direct the vote of, and shared power to dispose or direct the
disposition of, 84 7,704 shares; and (iv) Mr. Cohen has shared power to vote or direct the vote of, and shared power to d ispose or direct the disposition
of, 1,337,344 shares. Each of PAM, PCA, CSS, EAM and Mr. Cohen disclaims beneficial ownership of any of the securities reported. The address of the
ptincipal business office of(i) PAM and PCA is 72 Cummings Point Road, Stamford, CT 06902; (ii) CSS is 330 Madison Avenue, New York, NY
I OI 73; and (ii i) EAM is 510 Mad ison Avenue, New York, NY I 0022.
Based solely on infom1ation in reports filed by the beneficial owner under Section I 3(d) or I 3(g) of the Exchange Act. The beneficial owner is an
investment adviser and possesses: (a) sole power to vote or direct the vote of32,563 shares; (b) sole power to dispose or direct the disposit ion of
1,257,642 shares; and (c) shared power to dispose or direct the disposition of31,763 shares.
This number includes 24,654 shares owned directly, 225 shares owned under the ESI 40 I (k) Plan and 486,646 shares subject to presently exercisable
options.
This number includes 5,359 shares owned directly, 7,948 shares owned under the ES! 40 I (k) Plan and 73,007 shares subj ect to presently exercisable
options.
This number includes 4,757 shares owned d irectly and 86,34 1 shares subject to presently exercisable options.
This number includes 5,929 shares owned d irectly and 62,499 shares subject to presently exercisable options.
This number includes I ,023 shares owned directly and 56,804 shares subject to presently exercisable options.
This number includes 9,297 shares owned d irectly, 2,000 shares owned by Mr. Cozzi 's chi ldren and 13,130 shares deferred under th e Directors Deferred
Compensation Plan .
This number includes 21,80 I shares owned directly and 16,195 shares deferred under the Directors Defened Compensation Plan.
This number includes 9,072 shares owned directly and 3,607 shares held by a revocable tmst for the benefit of Mr. Fowler and his spouse.
This number includes I0,877 shares owned directly and 2,549 shares deferred under the Directors Deferred Compensation Plan.
This number includes 5,835 shares owned directly and 2,857 shares deferred under the Directors Deferred Compensation Plan.
T his number includes 11,797 shares owned directly and 18,536 shares deferred under the Directors Defetred Compensation Plan.
This number includes 8,297 shares owned d irectly and 2,368 shares deferred under the Directors Deferred Compensation Plan .
This number includes 120,240 shares owned directly, 5 ,607 shares owned indi rectly, 8,173 shares owned underthe ES! 40 I (k) Plan, 77 1, 129 shares
subject to presently exercisable opt ions, 4 72 shares unde r RSUs that wi ll vest with in 60 days and 55,635 shares deferred under the Directors Deferred
Compensation Plan .
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Item 13.

Certain Relationships and Related Transactions, a nd Director Independence.

Certain Relationships and Related Person Trans actions
Our written policies and procedures for the rev iew, approva l or ratification of any cum:nt or proposed transaction potentially involving an amount in
excess of$120,000 in which we are or wi ll become a part ic ipant and in which any related person had, or wi ll have, a direct or indirect material interest
("Transaction") are set forth in our Corporate Govemance Guidelines and are posted on our website at \vw,v.ittesi.com. These policies and procedures are as
follows:
Our Board of Directors must be notified in advance or as soon as practicable of the Transaction.
The notification to our Board should be in writing and contain the following infonuation regarding the Transaction:
the name o f the related person;
the basis on wh ich the person is a related person;
a detailed description of the related person's interest in the Transaction, i ncluding the related person 's position(s) or relationship(s) with,
or ownership in, a finu, corporation or other entity that is a party to, or has an interest in, the Transaction;
the approximate dollar value of the amount involved in the Transaction;
the approximate dol lar amoun t of the related person's interest in the Transaction, which must be computed without regard to the amount
of profit or loss;
in the case of an i ndeb tedness Transaction:
the largest aggregate amount of all indebtedness outstanding at any time since the beginning ofour last fiscal year and all amounts
of interest payable on the outstanding indebtedness during our last fiscal year (excluding amounts due from the related person for
purchases of goods and services subject to usual trade terms, for ordinary business travel and expense payments and for other
transactions in the ordina1y course ofbusiness);
the largest aggregate amount of principal that could be outstanding;
a schedule specifying the principal amount that is anticipated to be outstand ing from time to time during the Transaction;
the term of the indebtedness;
the repayment schedule of the principal amount;
the total amount of any interest that is anticipated to accrue on the principal amount;
the interest rate; and
the payment schedule of the interest that accrues on the principa l amount;
in the case ofa lease o r other Transaction p roviding forpe1iodic payments or installments, the aggregate amount of all p eriodic payments
or install ments due on or after the begi nning of our last fiscal year, including any requ ired or opt ional payments due during or at the
conclusion of the Transaction;
in the case ofa Transact ion invo lving a purchase or sale of assets by orto us otherwise than in the ordinary course ofbusiness, the cost of
the assets to the purchaser and, if acquired within two years of the Transaction, the cost of the assets to the seller and related infonnation
about the price of the assets; and
any other infonnation regarding the Transaction or related person in the context of the Transaction that a reasonable investo r of ours
would consider material in light of the circumstances of the Transaction.
Upon receipt of the above information, all of the members of our Board of Directors (except for any Di rector who is the re lated person or whose
immediate family member is the related person) will review and consider the infom1ation and determine whether it is in our and our shareholders'
best interests for the Board to approve or ratify the Transaction.
Our Board of Directors is of the general belief that, except in exceptional c ircumstances, we should try to avoid participating in any Transaction,
regardless of the Transaction's merit o r benefit to us or our shareholders, in o rder to avo id any appearance of a con 0ict of in terest or impropriety
that may be perceived from our participation in the Transaction.

If our Board of Directors approves or ratifies our participation in a Transaction, we may participate in the Transaction.
lfour Board of Directors does not approve or ratify our participation in a Transaction:
we will not participate in the Transaction, if our participation has not yet begun; or
we wi II attempt to end o r limit as much as possi ble our participation in the Transaction withou t breaching any ofou r obligations arising
from the Transaction.
We will disclose our participation in any Transaction in accordance with Item 404(a) of Regulation S-K under the Exchange Act.
A " transaction" includes, but is not limited to, any financia l transaction, arrangement or relationship (including any indebtedness or guarantee of
indebtedness) or any series of similar transactions, arrangements or relationships, except for:
any indebtedness transaction in which the re lated person qua lifies as such solely because he or she is a beneficial owner of more than 5% of any
class of our voting securities or is an immediate family member of the beneficial owner;
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any employment relationsh ip or transaction involving any ofourexecutive officers and any related compensation solely resulting from that
employment relationsh ip or transaction, if:
we report the compensation arising from the relationship or transaction to the SEC in acco rd ance with Item 402 of Regulation S-K under
the Exchange Act; or
the executive officer is not an immediate family member of the related person and we would have reported such compensation to the SEC
in accordance with Item 402 of Regulation S-K under the Exchange Act as compensation earned for services to us if the executive officer
was a "named executive officer" of ours (as that term is defined in Item 402(a)(3) of Regulation S-K under the Exchange Act) and such
compensation had been approved as such by the Compensation Comm ittee ofour Board of Directors;
any compensation paid to any o f our Directors, i fthe compensation is reported to the SEC in accordance with Item 402(k) of Regulation S-K
under the Exchange Act;
any transaction in which the rates or charges involved in the transaction are detem1 ined by competitive bids;
any transaction that involves the rendering of services as a common or contract carrier or public utility at rates o r charges fixed in conformity
with law or governmental authority;
any transaction that involves services as a bank depository of funds, transfer agent, registrar, trustee under a trust indenture or similar services; or
any transaction in which the interest of the related person arises solely from the ownership ofa class ofouregu ity securities and all holders of
that class of equity securities rece ived the same benefit or a pro rata basis.
A " related person" means:
any of our Directors or executive oOkers;
anyone who has been nominated to be elected one of our Directors;
any beneficial owner of more than 5% of any class of our voting secu1ities; and
any immediate family member of any oft he foregoing persons.
An "immediate family member" means any child, stepchild, parent, stepparent, spouse, sibling, father and mother-in-law, son and daughter-in-law,
brother and sister-in-law, and any person (other than a tenant or employee) who shares the household ofa Director, executive officer, nominee for Directo r or
beneficial owner of more than 5% of any class of our voting securities.

A person who has a position or relationsh ip with a firm, corporation or other entity that engages in a transaction with us will not be deemed to have an
" indirect material interest" where:
the interest arises only:
from such person's position as a director of another corporation or organization that is a party to the transact ion;
from the direct or indirect ownership by such person and all other related persons, in the aggregate, ofless than a I 0% equity interest in
another person (other than a partnership) that is a party to the transaction; or
from both such position and ownership; or
the interest arises only from such person's position as a limited partner in a partnership in wh ich the person and al l other related persons, in the
aggregate, have an interest of less than I 0%, and the person is not a general partner of and does not hold another position in the partnership.
There have been no such Transactions s ince January I, 20 13 and none are currently proposed.

Independent Directors
Our Board of Directors currently contains eight non~mployee Directors: Messrs. Cohen, Cozzi, Fowler, Morgan, Odle, Weber and Yena , and Ms. Lau.
Our Board of Directors has adopted categorical standards to assist it in making detenninations of independence. Any transactions, relationships or
arrangements that we may have with any ofour Directors are immaterial, so long as none of those transactions, re lationships or arrangements caused the
Director to violate any of our categorical standards of independence. Our categorical standards of independence are contained in Section 5 of our Corporate
Governance Guidelines and are posted on our website at www.ittesi.com. Our Board of Directors has dete1mined that each of our cunent non-employee
Directors is independent, and each of the non-employee Directors in 2013 was independent, pursuant to our categorical standards o f independence and in
accordance with Section 303A.02 of the NYSE Listed Company Manual. John E. Dean, a Director of ours since December 1994, was appointed our Executive
Chainnan and became an emp loyee of ours on August 4, 2014. Prior to that date, Mr. Dean was a non-employee and independent Director. Due to the fact that
Mr. Dean became an employee of ours on August 4, 2014 and was no longer independent, on that date Mr. Dean resigned as a member and Chairman of the
Audit Committee ofour Board of Directors and as a member of the Nominating and Corporate Governance Committee of our Board of Directors. The letter
agreement between us and Mr. Dean provides that after we eliminate the role of Executive Chainnan (which is expected to occur when we hire a new Chief
Execut ive Ofticer), Mr. Dean wi ll remain on our Board of Directors as a non-employee Director for the remainder of h is term. 1.n the application of our
categorical standards of independence to determ ine the independence of each non~mployee Director for service on our Board of Directors and on its Audit,
Compensation and Nominating and Co1µorate Governance Committees, there were no transactions, relationships or arrangements with our non-employee
Directors that were required to be disclosed pursuant to Item 404(a) of Regulation S-K under the Exchange Act, or ifnot disclosed, that our Board considered.
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Item 14.

Principal Acco untant Fees and Services.

Audit, Audit-Related, Tax and All Other Fees
The following table sets forth fees for audit services provided by PWC, our independent registered public accounting fim1, for the audit ofour
consoli dated financial statements for the years ended December 3I , 20 13 and 2012, and fees billed for other services rendered by PWC during those periods:
Type of Service
Audit
Audit-Related
Tax
All Other
( I)

2013

$5,798,603 (I)
$ 140,3 17 (3)
$ 264,532 (4)
$
2,000 (5)

20 12

$999,4 66 (2)
$211,372 (3)
$300,191 (4)
$ 1,800 (5)

Represents fees for the following services associated with the audit or review ofour financial statements:
auditing our annual consolidated financial statements for our 2013 fiscal year;
reviewing our consolidated financial statements included in our Quarterly Repolts on Fom1 10-Q and our amended Quarterly Repo1ts on Fom1
I 0-Q/A for the quarters in our 2013 fiscal year;
conducting reviews of our internal contro l over financial reporting and assisting with requirements related to internal control over financial
reporting as of December 3 1, 2013;
conducting statutoty audits (such as federal and state student financial aid compliance audits) for 2013; and
providing other audit services in connection with statutory and regu latory filings or engagements for our 20 13 fiscal year.
Those services were rendered in both the 20 13 and 20 14 ca lendar years.

(2)

Represents fees for the following services associated with the audit or review of our financial statements:
auditing our annual consolidated financial statements for our 2012 fiscal year;
reviewing our consoli dated financial statements included in our Quarterly Reports on Form I 0 -Q which were filed with the SEC in our 20 12
fiscal year;
conducting reviews ofour internal control over financial reporting and assisting with requirements related to internal control over financial
reporting in 2012;
conducting statutoty audits (such as federal and state student financial aid compliance audits) for 2012; and
providing other audit services in connection with statutory and regulatory filings or engagements for our 20 12 fiscal year.
Those services were rend ered in both the 20 12 and 20 13 ca lendar years.

(3)

Represents fees for services rendered in the period indicated that were re lated to the perfonnance of the audit or rev iew of our financial statements and
were not reported as Audit services. The nature of those services included, without limitation:
financial statement audits of our employee benefit plans; and
assistance with respect to accounting, financ ial reporting and disc losure treatmen t of transactions or events, incl uding:
consultations with us;
assistance with understanding and implementing related final and proposed mies, guidance, standards and interpretations from
acco unting rulemakers, the SEC and the NYSE;
help ing us assess the actual or potential impact of final or proposed mi es, gu idance, standards and interpretations from account ing
mlemakers, the SEC and the NYSE;
in 2012, review of SEC comment letters and responses;
in 20 I 2, due diligence procedures pertaining to the financial and accoun ting implications of a potential business acquisition;
in 2013, review of our Registration Statement on Fonn S-8; and
in 2013, responding to a subpoena from the SEC related to the SEC's investigation ofus.

(4)

Represents fees for tax services rendered in the period indicated. Th e nature of those services included, without limitation:
the preparation and/o r review oforiginal and amended income, franchise and other tax returns with respect to international, federal, state and
local tax authorities;
assistance with tax audits and appeals before federal, state an d local tax authorities;
tax adv ice and assistan ce related to employee benefit plans and statutory, regulatory or admin istrative developments, and tax credits and refund
opportunities; and
in 2012, due diligence procedures pertaining to the tax implications of a potential business acquisition.

(5)

Represents fees for a subscription to PWC's accounting research tool.
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The Audit Committee has adopted a policy that sets forth the procedures and conditions pursuant to which services proposed to be performed by our
independen t registered publ ic acco unting fim, may be pre-approved by the Audit Committee. Under the
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Audit Committee's policy, unless a type of service has received pre-approval by the Audit Committee without consideration of specific case-by-case services
("general pre-approval"), ii requires specific pre-approval by the Audit Commi ttee ifit is to be provided by our independent registered public accounting
film.
For both types of pre-approval, the Audit Committee considers whether such services are consistent with the SEC's mies on auditor independence. The
Audit Committee a lso considers whether our independent registered pub lic accounting finn is best positioned to provide the most effective and efficient
service, for reasons s uch as its familiarity with our business, people, culture, accounting systems, ri sk profile and other factors, and whether the service might
enhance our ab ility to manage or control risk or improve audit quality. All such factors are considered as a whole, and no one factor is necessarily
detenninative.
In dec iding whether to pre-approve any audit and non-au dit services, the Audi t Committee is also mindful of the relationship between fees for audit
and non-audit services and may detennine, for each fiscal year, the a pprop1iate ratio between the total amount of fees for audit, audit-related and tax se1vices
and the total amount of fees for certain penn issible non-audit services classified as all other services.
The tem1 of any general pre-approval is 12 months from the date of pre-approval, unless the Audit Committee considers a different pe1iod and states
otherwise and except that the pre-approvals related to an audit of our annual consolidated financial statements will last until that audit is comp leted. The
Audit Committee annually reviews and pre-approves the serv ices that may be p rov ided by our independent registered publ ic accounting finn without
obtaining specific pre-approval. The Audit Committee may add to or subtract from the list of general pre-approved services from time to time, based on
subsequent determinations.
The policy does not delegate the Audit Committee's responsibil ities to pre-approve services performed by our ind epen dent reg istered public
accounting fim1 to our management. The Audit Committee may delegate either type of pre-approval authority to one or more of its members. The member to
whom s uch authority is delegated must report, for infonnational purposes only, any pre-approval decisions to the Audit Committee at its next scheduled
meeting. The Aud it Committee has delegated both types of pre-approval authority to the Chairperson of the Audit Conunittee with respect to any requests for
services to be perfonned by our independent registered pub I ic accounting finn that cannot be d elayed without inconven ience unt il th e next scheduled Audit
Committee meeting.
Pre-approval fee levels or budgeted amounts for all services to be provided by our inde pendent registered public accountin g finn are estab lished
annually by the Audit Committee. Any proposed services exceeding those levels o r amounts require specific pre-approval by the Aud it Committee.
All requests or ap pl ications for serv ices to be provided by our independen t registered public accounting firm tha t do not require speci fie approval by
the Audit Committee are submitted to our Chief Financial Officer and must include a d etailed descript ion of the services to be rendered . Our Chief Financial
Officer will dete1mine whether such services are included within the list of services that have received the general pre-approval of the Audit Committee.
Requests or app lications to provide services that require specific approval by the Audit Committee are submitted to the Audit Committee by both our
independent registered public accounting fim1 and Chieffinancial Officer.
All oft he fees reported in the table above as "Audit," "Audit-Re lated," "Tax" and "All Other" services rendered by PWC in our 2013 and 2012 fiscal
years were pre-approved by the Audit Committee.
The annual audit services engagement terms and fees are subject to the specific pre-approval of the Aud it Committee. Audit services include all
services performed to comply with the standards of the Public Company Accoun ting Oversight Board, including, without limitation, the annual financial
statement audit (including required quarterly reviews) and other procedures required to be performed by our ind ependent reg istered public accounting fim1 to
be a ble to fonn an opinion on our consoli dated financial statements. These other procedures include infomrntion systems and procedur<1I reviews and testing
perfonned in order 10 understand and place rel iance on the systems of internal control, and consullations relat ing to the audit or quarterly review. Audit
services also include services performed in connection with the ind epend ent registered public accoun ting finn's report on internal control over financial
reporting. The Audit Committee mon itors the audit services engagemen t as necessary and also approves, if necessary, any changes in tenns, conditions and
fees resulting from changes in audit scope, our structure or othe r items.
In addition to th e annual audit services engagement approved by the Audit Committee, the Audit Commillee may grant general pre-approval of other
aud it services, which are those serv ices that our independent registered pub lic accounting !inn reasonably can provide. Other aud it services includ e:
statutory audits (such as federal and state student financial aid compliance aud its) or financial audits for our subsidiaries or affiliates;
services associated with SEC registration statements, periodic reports and other documents filed with the SEC or other documen ts issued in
connection with securities offerings; and
consullations with our management conce rning accounting, financial reporting o r treatme nt of transactions or events.
Any au dit services that the Audit Committee generally pre-approves are reflected in the minutes of the Audit Committee meeting at which the services
were pre-approved. All other audit services not reflected in the Audit Comm ittee's meeting minutes must be specifical ly approved by the Audit Commi ttee
before they are pe1fonned.
-1 42 -
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Audit-related services are assurance and related services that are reasonably related to the perfom1ance of the audit or review of our financial statements
or that are traditionally performed by the independent registered public accounting finn. Since the Audit Commi ttee believes that the provision ofaudilrelated services does not impair the independence of the audito r and is consistent with the SEC's rules on auditor independence, the Audit Committee may
grant general pre-approval to audit-related services. Audi t-related services incl ude, among others:
due d iligence serv ices pertaining to potential b usiness acquisitions or dispositions;
consultations concerning accounting, financial reporting or disclosure treatment of transactions or events not classified as "audit services";
assistance with understanding and implementing new and proposed accounting and financial reporting guidance from m lemaking authorities;
financial statement audits of employee benefit p lans;
assistance with assessing the actual or potential impact offinal or proposed rules, standards or interpretations from accounti ng authorities;
agreed-upon or expanded audit procedures related to accounting and/or billing records requ ired to respond to or comp ly with financial,
accounting or regu latory reporting matters;
attest services not required by statute or regulation;
infonnation systems reviews not perfonned in connection with the financia l statement audit;
subsidiary or equity investee audits not req u ired by statute or regulation that are incremental lo the audit of the consolidated financial
statements;
review of the effectiveness of the internal audit function;
general assistance wi th understanding and implementing requirements of SEC mies and stock exchange listing standards; and
consultations and audits in connection with acquisitions.
Any audit-related services that the Aud it Committee generally pre-approves are reflected in the minutes of the Aud it Committee meeting at which the
services were pre-approved. All other audit-related services not reflected in the Audit Committee's meeting minutes must be specifically approved by the
Audit Committee before they are pe rfonned.
Tax services includ e tax compliance, planning and advice, as well as tax on ly valuation services. Since the Audi t Committee believes that the
provision of tax services does not impair our independent registered pub lic accounting finn's independence, and the SEC has stated that the independent
registered pub lic accounting finn may provide such serv ices, the Audit Committee believes it may grant general pre-approva l to tax services. The Aud it
Com.millee will not pennit the reten tion of the independent registered public accounting finn in connection with a transaction in itially recommen ded by our
independent registered public accounting finn, the sole business purpose of which may be tax avoidance and the tax treatment of which may not be
sup ported in the !RC and related regulations. The Audit Committee will consult with our Chieffinancial Officer or outside counsel to dete1mine that the tax
p lann ing and report ing positions are consistent with the policy.
Any tax services that the Audit Committee generally pre-ap proves are reflected in the minu tes of the Audit Committee meeting at which the services
were pre-approved. All tax services not reflected in the Audit Committee's meet ing minutes must be specifically approved by the Aud it Committee before
they are perforn1ed.
The Audit Committee bel ieves, based on the SEC's mies prohibiting the independent registered public accounting finn from providing specific nonaudit services, that o ther types ofnon-audit services are pem1itted. Accordingly, the Audit Conunittee believes it may grant general pre-approval to those
pennissible non -aud it services classified as all other services that it believes are routine and recurring services, would not impair the independence of our
independent registered public accounting finn and are consistent with the SEC's mies on auditor independence.
Any other services that the Audit Committee generally pre-approves are reflected in the minutes of the Audit Committee meeting at wh ich the serv ices
were pre-approved. All other services not reflected in the Audit Conunittee's meeting minutes must be specifically approved by the Audit Committee before
they are perfonned.
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PARTIV
Item 15.

I.

Exhibits and Financial Stateme nt Schedules.
Financial Statements:
Page
No. In

This
Filing

Mana1:ement's Report on Internal Control Over Financial Repo rtin1:
Report oflndependent Registered Public Accounting Fim1
Consolidated Balance Sheets as of Decembe r 3 1.2013 and 2012
Consolidated Statements oflncome for the vears ended December 31 . 20 13. 2 0 12 and 201 1
Consolidated Statements of Comprehensive Income for the years ended December3 I 2013 201 2 and 20 I 1
Consolidated Statements of Cash Flows for the years e nd ed December 3 1, 2013. 201 2 and 20 1 I
Consolidated Statements of Shareholders' Eq uity for the years ended December 31. 20 13 2012 and 2011
Notes to Consolidated Financial Statements
2.

F-1
F-2

F-4
F-5
F-6
F-7
F-8
F-9

Financial Statement Schedules:
Schedule n - Valuation and Qualifyi ng Accounts of the Company fort he years ended December 31, 2013, 20 12 and 20 I I appear on page F-56
of this Annual Report.

3.
4.

Quaiterly Financia l Results for 2013 and 2012 (unaudi ted) ap pear on page F-57 of this Annual Repo1t.
Exh ibits:
A list of ex hibits required to be filed as part of th is report is set forth in the Index to Exh ibits appearing on pages S-2 through S-7 of th is Annual
Repott, which immediately precedes such exhibits, and is incorporated herein by reference.
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Management's Report on Internal Control Over Fina ncial Reporting
Our management is responsible for establishing and maintaining adequate internal contro l over our financ ial reporting ("ICFR"), as defined in Rules
I 3a-l 5(f) and I 5d- l 5(t) of the Securities Exchange Act of 1934, as amended (the "Exchange Act"). Our ICFR is a process designed to provide reasonable
assurance regarding the reliability offinancia l report ing and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles and includes those policies and procedures that:
pertain to the maintenance of our records that in reasonable detail accurately and fairly reflect our transactions and asset dispositions;
provide reasonable assurance that our transactions are recorded as necessary to pennit the preparation of our financia l statements in accordance
with generally accepted accounting principles;
provide reasonable assurance that our receipts and expenditures are being made only in accordance with authorizations of our management and
Board of Directors (as a pprop1iate); and
provide reasonable assurance regarding the prevention or timely detection of any unauthorized acquisition, use or disposition ofour assets that
could have a material effect on our financial statements.
Due to its inherent limitations, internal control over financial report ing may not prevent or detect misstatements. In addit ion, projections of any
evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, o r that the degree
of compliance with the policies o r procedures may deteriorate.
Under the supervision and with the participation of our p rincipal executive officer and principal financial officer, our management assessed the
effectiveness of our ICFR as ofDecember3 I,2013. ln making this assessment, our management used the criteria described in the 1992 Internal Control!111egra1ed Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. Based on our assessment using these criteria,
management concluded that we did not maintain effective ICFR as of December 3 1, 2013 because of the material weaknesses described below.
A material weakness is a deficiency, or a comb ination of deficiencies, in ICFR, such that there is a reasonable possibility that a material misstatement of
our annua l or interim financial statements will not be prevented or detected on a timely basis.
Our management has concluded that there were four material weaknesses in our ICFR as of December 31, 2013. Specifically, we did not maintain
effective internal controls related to:
the assessment of events that could affect the detennination of whether we are the primary beneficiary of variab le interest entities in which we
hold a variab le interest;
the assessment of the completeness and accuracy of the data maintained by the servicer of the private education loans that are owned by a
variable interest entity that we were required to consolidate;
the review of assumptions and methodologies developed by third-party consultants to project guarantee obligations under the 2009 RSA; and
the timely ident ification and communication of infonnat ion relevant to the private education loan programs to those members of our
management who are responsible for our financial repo1ting processes.
Our management detennined that these material weaknesses resulted in adjustments to multiple line items on our financial statements during the
preparation ofour 2013 annual consolidated financial statements and restatement of our interim consolidated financial statements as of and for the quarterly
periods ended March 3I,2013, June 30, 2013 and September 30, 2013 or could result in a material misstatement of our annual or interim consolidated
financial statements that would not be p revented or detected on a timely basis. As a result, our management detennined that each of these deficiencies
constituted a material weakness in our ICFR as of December 3 1, 20 13, and our ICFR was not effective as of that date.
T he control deficiency related to our assessment of events that cou ld affect the detennination of whether we are the primary beneficiary of a variable
interest entity atTected multiple line items in our financial statemen ts. See Note IO - Variable Interest Entiti es of the Notes to Consol idated Financial
Statements for a discussion of the effect that consolidating a variable interest entity beginning Febrnary 28, 20 13 had on our consolidated financial
statements. The control deficiency related to our failure to mainta in effective internal controls over the data maintained by the servicer of the private
education loans could have resulted in misstatements o f the fair value of the private education loans upon conso lidation of the variable interest ent ity and
the amount of the allowance for loan losses. The control deficiency related to ou r review of assumptions and methodolog ies developed by consultants to
project guarantee ob ligations under the 2009 RSA resu lted in adjustments to our loss related to loan program guarantees, other liabi lities and related
financial disclosures during the preparation of our 20 13 consolidated financial statements . The control deficiency related to the identification and
communication ofinfom1ation is considered to have contributed to the othe r ident ified material weaknesses, as relevant i nfonnation related to the p,ivate
loan programs was not provided timely to those individuals responsible for our financial reporting processes o r our independen t registered accountants.
Our management excluded the PEAKS Trust from ou r assessment of ICFR as of December 31, 2013, because beginning February 28, 2013, we became
the primary beneficiary of the PEAKS Trust. The PEAKS Trust is a controlled variab le interest entity whose assets and total revenues represented 1 1% and
I%, respectively, ofthe related consolidated financial statement amounts as of and for the year ended December 3 I ,2013.
The effectiveness of our JCFR as of December 31, 20 13 has been audited by PricewaterhouseCoopers LLP, our independent registered pu blic
accounting fim1, as stated in their accompanyi ng report.
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Report of Independent Registered Public Accounting Firm
To the Board of Directors and Shareholders of
ITT Educational Services, Inc.
In our opinion, the conso lidated financial statements listed in the index appearing under Item 15(1) present fairly, in all material respects, the financial
position of ITT Educational Services, Inc. and its subsidiaries at December 31, 20 13 and 2012, and the results of their operations and their cash flows for each
of the three years in the period ended December 31 , 20 13 in conformity with accounting principles generally accepted in the United Sta tes of America. In
addition, in our opinion, the financial statement schedule l isted in the index appearing under Item 15(2) presents fairly, in all material respects, the
inforn1ation set forth therein when read in conjunction with the re lated consolidated financial statements. Also in our opin ion, the Company did not
maintain, in all material respects, effective internal control over financial reporting as of December 3 1, 2013, based on criteria established in b11ernal Co111rol
- Integrated Framework (1992) issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO) because material weaknesses in
internal cont ro l over financial reporting related to (i) the app lication of consolidation accounting to variable interest entities, (ii) the assessment of the
completeness and accuracy of stude nt loan data underlying estimates made in the valuation of the PEAKS Trust student loan receivables, (iii) controls over
the estimation and rev iew of contingent loss estimates related to the guarantee obligation under the 2009 RSA, and (iv) t he timely identification and
communication ofinfom1ation relevant to the private student loan programs to t hose members of management responsib le for the Company's financial
reporting processes existed as of that date. A material weakness is a deficiency, or a combi nation of deficiencies, in internal control over financial reporting,
such that there is a reasonab le possibility that a mate1ial misstatement of the annual or interim financial statements wi ll not be prevented or detected on a
timely basis. The material weaknesses referred to above are described in the accompanying Manageme nt 's Report on Internal Control Over Financial
Reporting . We considered t hese material weaknesses in detem1ining the nature, timing, and extent of au dit tests applied in our audit of the December 31,
2 013 consolidated financial statemen ts, and our op inion regarding the effectiveness of the Company's internal control over financial reporting does not
affect our opinion on those consolidated financial statements. The Company's management is responsible for these financial statements and financial
statement schedule, for maintaining effective interna l control over financial reporting and for its assessment of the effectiveness of internal control over
financia l reporting included in management 's report referred to abo ve. Our responsibili ty is to express opin ions on these financial statements, on the financial
statement schedule, and on the Company's intemal contro l over financial reporting based on our integrated audits. We conducted our aud its in accordance
with the standards of the Public Company Accounting Oversight Board (Un ited States). Those standards require that we plan and perfo1111 the audi ts to obtain
reasonable assurance about whether the financial statements are free of material mi sstatement and whether effective internal control over financial reporting
was maintained in all material respects. Our audits of the financial statements included examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessi ng the accounting principles used and significant estimates made by management, and evaluating th e overall
financial statement presentation. Our audit of intemal control over financial reporting i ncluded obtain ing an understanding of internal control over financial
reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal contro l based on the
assessed risk. Our audits also included perfonning such other procedures as we considered necessary in the circumstances. We believe that our aud its provid e
a reasonable basis fo r our opini ons.
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As discussed in Note 17 to the consolidated financial statements, the Company is subject to risks and uncertainties including litigation, governmental

investigat ions and increasing liquidity pressures that could affect amounts reported in the Company's financial statements in future periods.
A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial repo1ting
and the preparat ion offinancial statements for external purposes in accordance with generally accepted accounting principles. A company's internal control
over financial reporting includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable d etail, accurately and fairly
re fl ect the Iransactions and d ispositions of the assets of the compan y; (ii) provide reasonable assurance that transactions are recorded as necessary to pem1i1
preparation of financ ia l statements in accordance with generally accepted accounting principles, and that rece ipts and expenditures of the company are bei ng
made only in accordance with authorizations of management and d irectors of the company; and (i ii) provide reasonable assurance regarding prevention or
timely detection of unauthorized acquisition, use, or disposition of the company's assets that could have a material effect on the financia l statements.
Because of its inherent limitations, intemal co ntro l over financial reporting may not prevent or detect misstatements. Also, projections of any evaluation o f
effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.
As descri bed in Management's Report on lntemal Control Over Financia l Reporting, management has excluded the PEAKS Trust from its assessment of
internal con trol over financial repo1ting as of December 3 1, 20 13, because beginning on February 28, 20 13, the Company became the p1imary beneficiary of
the PEAKS Trust. We have a lso excluded the PEAKS Trust from our audit of internal control over financial reporting. The PEAKS Trust is a controlled
variable interest enti ty whose assets and total revenues represent 11 % and I%, respectively, of the related conso lidated financia l statement amounts as of and
for the year ended December 3I,2013.
I sl PricewaterhouseCoopers LLP
PricewaterhouseCoope rs LLP
Indianapolis, Indiana
October 15, 20 14
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ITT EDUCATIONAL SERVICES, I C.
CONSOLLDAT ED BALANCE SHEETS
(Doll ars in thousands, except per share data)
As of December 3 1,
2013
2012

Assets
Current assets:
Cash and cash equivalents
Restricted cash
Accounts receivable, less allowance for doubtful accounts of$9,174 and $ 15,663
PEAKS Trust student loans, less allowance for loan losses of$0 and $0
Deferred income taxes
Prepaid expenses and other current assets
Total current assets

$

Prope1ty and equipment, net
PEAKS Trust student loans, excludi ng current portion, less allowance for loan losses of$29,349 an d $0
Deferred income taxes
Other assets
To tal assets

$

Liabilities and Shareholders' Equity
Current liabilities:
Current portion oflong-terrn debt
Current portion of PEAKS Trust senior debt
Accounts payable
Accrued compe nsat ion and benefits
Other current liabili ties
Deferred revenue
Total current liabilities

$

215,771
5,636
99,530
7,730
77,549
28,400
434,6 16
168,509
76,479
68,324
58,923
806,851

50,000
157,883
58,021
18,107
42,136
147,630
473,777
0
71,341
146,087
691,205

Long-tenn debt
PEAKS Trust senior debt, excluding current portion
Othe r liab ilities
To tal liabilities
Commitments and contingent liabilities (Note 16)
Shareholders' equity:
Preferred stock, $.0 I par value, 5,000,000 shares authori zed, none issued
Conm1on stock, $.0 I par value, 300,000,000 shares autho1ized, 37,068,904 issued
Capital surplus
Retained eamings
Accumul ated o ther comprehensive income (loss)
Treasury stock, 13,698,716 and 13,744,395 shares, at cost
Total shareholders' equity
Total liabil ities and shareholders' equity

0
371
200,040
940,449
3,146
{1,028,360)
115,646
$ 806,851

$

243,465
3,478
78,928
0
44,547
16,162
386,580
189,890
0

$

$

57,47 1
4 1,263
675,204

0
0
63,304
21 ,023
106,796
135,900
327,023
140,000
0
82,41 6
549,439

0
37 1
197,1 13
967,473
(7,930)
{1,03 I ~62)
125,765
$ 675,204

The accompanying notes are an integ ral part of the consolidated financial statements.
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ITT EDUCATIONAL SERVICES, I C.
CO NSOLI.DATED STAT EME NTS OF INCOME
(Amounts in thous ands, except per sha r e data )
Year Ended December 31,

.Revenue
Costs and expenses:
Cost of educational services
Studen t services and admin istrative expenses
Asset impainnent
Lega l and other investigation costs
Loss related to loan program guarantees
Provision for PEAKS Trust student loan losses
Total costs and expenses
Opera ting income
(Loss) on consolidation of PEAKS Trust
Interest income
Interest (expense)
Income (loss) before provision for inco me taxes
Provision for income taxes
et inco me (loss)
Ea rnings (loss) per sha re:
Basic
Diluted
Weighted ave rage shares outstanding:
Basic
Diluted

20 13

201 2

20 11

$ 1,072,311

$ 1,286,633

$1,499,977

486,353
397,541
0
6,923
90,964
29,349
1,0 11, 130
61,181
(73,248)
108
(25,277)
(37,236)
( 10,212)
$ (27,024)

538,350
400,856
15,166
873
I 01 ,025
0
1,056,270
230,363
0
1,348
(3,723)
227,988
89,018
$ 138,970

553,065
414,156
0
0
23,500
0
990,72 1
509,256
0
2,902
(1,825)
510,333
20 I ,247
$ 309,086

$
$

$
$

$
$

(1.15)
(I.I 5)
23,412
23,412

5.82
5.79
23,880
23,999

I 1.27
I 1.1 8
27,429
27,655

The accompanying notes are an integral part of the consolidated financial statements.
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ITT EDUCATIONAL SERVICES, I C.
CONSOLIDATE D ST AT EMENT S OF COMPREHENSIVE INCOME
(Dollars in tho usands)
Year Ended December 3 1,
2011
2012

Net income (loss)
Other comprehensive income (loss), ne t of tax:
Net actuarial pension (loss) gain, net of income tax of$6,81 l , S242 and $3,709
Net actuarial pension loss amortization, net of income tax of$790, $ 1,062 and $704
Prior service cost (credit) amortizat ion, net of income tax of$604, $607 and $607
Pension settlement (loss), net o f income tax of$ I7, $309 an d $4 70
Unreal ized gains (losses) on available-for-sale securities, net of income tax of$0, $0 and $0
Other comprehensive income (loss), net of tax
Comprehensive income (loss)

2013
-$(27,024)

10,755
1,247
(951)
25
0

----1..!...Q22

S(l 5,948)

$138,970

$309,086

379
1,656
(948)
483
(2 1)
1,549
$140,519

(5,795)
1,099
(948)
734
(60)
(4,970)
$304,1 16

The accompanying notes are an integral part of the consolidated financial statements.
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ITT EDUCATIONAL SERVICES, I C.
CONSOLIDAT ED STATEMENTS OF CASH FLOWS
(Dollars in tho usands)
Year Ended December 31,
2013
2012
20 11

Cash nows from o pe rating activ ities:
Net income (loss)
Adjustments to reconci le net income to net cash flows from operating activities:
Depreciation and amortization
Provision for doubtfu l accounts
Deferred income taxes
Excess tax benefit from stock option exercises
Stock-based compensation expense
Settlement cost
Asset impainnent
Accretion of discount on PEAKS Tmst student loans
Accretion of discount on PEAKS Tmst senior debt
Provision for PEAKS Tmst student loan losses
Loss on consolidation of PEAKS Tmst
Other
Changes in operating assets and liabilities, net of acquisition:
Restricted cash
Accounts receivable
PEAKS Tmst student loans
Accounts payable
Other operating assets and liabilities
Deferred revenue
Net cash flows from operating activities
Cash llows from inv esting activities:
Facility expenditures and land purchases
Capital expenditures, net
Acquisition of company, net of cash acquired
Proceeds from sales and maturities of investments and repayment of notes
Purchase of investments and note advances
Net cash 0ows from investing act ivities
Cash nows from financi ng activities:
Excess tax benefit from stock option exercises
Proceeds from exercise of stock options
Debt issue costs
Proceeds from revolving borrowings
Repayment of revo lving bo1rowings
Repayment of PEAKS Trust sen ior debt
Repurchase of common stock and shares tendered for taxes
Net cash flows from financing activities
Net change in cash and cash equiva lents
Cash and cash equ ivalents at beg inning of period
Cash and cash equivalents at e nd of period

Supplemental disc losures of cash flow infonnation:
Cash paid during the pe1iod for:
Income taxes (net of refunds)
Interest
Non-cash operating activities:
Consolidation of PEAKS Tmst assets
Consolidation of PEAKS Trust liabi lities
Non-cash financing activities:
Issuance of treasury stock for Directors' compensation

$ (27,024) $ I 38,970

$ 309,086

27,252
67,640
(54,425)
0
11 ,638
(46,000)
0
(12,996)
4,926
29,349
73,248
315

29,350
56,818
(59,999)
(1,382)
16,658
2 1,750
15,166
0
0
0
0
6,992

27,886
35,655
(8,99 I)
(1,166)
17,074
0
0
0
0
0
0
(1 ,936)

(455)
(87,225)
11,554
(5,574)
74,203
11,299
77,725

3,794
(87,138)
0
( 15,572)
72,857
{90,643)
107,621

(942)
( 17,004)
0
10,956
35,964
(17,8 19)
388,763

(679)
(4,468)
(7,150)
46 1
{1 ,242)
(13,078)

(1,046)
( 17,204)
0
2 17,30 I
{75,887)
123,164

(4,053)
(26,847)
0
337,032
{352,195)
(46,063)

1,382
1,166
0
0
8,345
5,599
0
(1,525)
0
0
175,000
0
(90,000) (185,000)
0
(1,946)
0
0
{395) (209,371) (283,320)
(92,34 1) (2 1 1,169) (276,555)
(27,694)
19,6 16
66,145
243,465
223,849
157,704
$215,77 1 $ 243,465 $ 223,849

$ 61,13 I
$ 3,310

$ 139,9 19
$ 3,047

$196,387
$
1,842

$ 113,819
47 1

0
0

0
0

$

Consolidation of PEAKS Trust senior debt

0
226,096

$

37
0

$

30
0

The accompanying notes are an integral part of the consolidated financial statements.
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ITT EDUCATIONAL SERVICES, I C.
CO NSOLIDAT ED STATEMENT S OF SHARE HO LDE RS' EQUITY
(Dollars and sha res in tho usands)

Common Stock
Shares Amount
37,069 $ 371

.Balance as o f December 3 1, 2010
Net income
Other comprehensive (loss), net of income tax
Equity award vesting and exercises
Tax benefit from equity awards
Stock-based compensation
Common shares repurchased
Issuance of shares for Directors' compensation
Shares tendered for taxes
.Balance as o f December 3 1, 2011
Net income
Other comprehensive income, net of income tax
Equity award vesting and exercises
Tax benefit from equity awards
Stock-based compensation
Common shares repurchased
Issuance of shares for Directors' compensation
Shares tendered for taxes
.Balance as o f December 3 1, 2 0 12
Net income (loss)
Other comprehensive income, net of income tax
Equity award vesting and exercises
Tax benefit from equity awards
Stock-based compensation
Shares tendered for taxes
Balance as of December 3 1, 2013

Capital
Sur~hlS

Retained
Earnings

Accumula ted
Other
Comprehensive
Income (Loss)

$ 170,966 $526,6 19 ($
309,086

4,509)

Common Stock in Treasur~•
Amount
Shares

(4,970)
(2,397)
1,190
14,448

155

(2,359)

(4,040)
I

______m
37,069

371

184,207

833,347
138,970

(9,479) ( I 0,969)
1,549

(4,224)
918
16,212

(4,843)

272

(3,026)
I

( I)

______@)
37,069

371

197,113

967,473
(27,024)

(7,930) ( 13,744)
11,076

(3,297)
(5,414)
1 1,638
37,069 $ 371 $200,040 $940,449 $

68

__ill)
3,146

Tota l

(7,076) ($

(13,699)

566,405) $ 127,042
309,086
(4,970)
10,355
5,599
1,190
14,448
(282,70 1) (282,70 1)
29
30
{6 19)
{6 19)
(839,34 1)
169,105
138,970
1,549
17,4 12
8,345
918
16,2 12
(207,9 I 8) (207,9 18)
38
37
{1,453)
{1,453)
(1,031,262)
125,765
(27,024)
11 ,076
3,297
0
(5,4 14)
11,638
p95)
p95)
($ 1,028,360) $ 115,646

The accompanying notes are an integral part of the consolidated financial statements.
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ITT EDUCATIONAL SERVICES, I C.
NOTES TO CONSOLI.DATED F IN ANCIAL STATEMENTS
(Dollars in thousands, except per share data and unl ess otherwise sta ted)
1.

Business and Sig nificant Accounting Policies

B11si11ess. ITT Educat ional Services, lnc. is a leading proprietary provider of postsecondary degree programs in the United States based on revenue and
student enrollment. References in these Notes to " we", " us" and "our'' refer to ITT Educational Services, Inc., its wholly-owned subsidiaries and the variable
interest entity ("VIE") of wh ich it is the primary beneficiary, unless the context req uires or indicates otherwise. As of December 31, 2013, we were offering:
master, bachelor and associate degree programs to approximately 57,000 students at ITT Technical Institute and Daniel Webster College
locations; and
short-term information technology and business learn ing so lutions for individuals.
In addition, we offered one or more of our on line education programs to students who are located in all 50 states. As of December 31, 2013, we bad 149
college locations (including 147 campuses and two learning sites) in 39 states and one training facil ity. All ofourcollege locations are authorized by the
applicable education authorities of the states in which they operate and are accredited by an accrediting commission recognized by the U.S. Depa1tment of
Education ("ED"). We have provided career-oriented education programs since 1969 under the "ITT Technical Institute" name and since June 2009 under the
"Dan ie l Webster College" name. In August 2013, we acquired a ll of the membership interests of Cable Holdings, LLC ("Cable Holdings"), an education
company that offers short-term in formation technology and business learn ing solutions for individuals. See Note 4 - Acquisitions, for additional discussion
of the acquisition of Cable Holdings. Our corporate headqua1ters are located in Cannel, Ind iana.

Basis ofPrese11u,tion. The accompanying consol idated financial statements include the accounts of our wholly-owned subsidiaries and the VIE that
we consolidate, and have been prepared in accordance with generally accepted accounting principles in the United States ("GAAP") and pursuant to the m ies
and regulations of the U.S. Securities and Exchange Commission ("SEC"). Arrangements where we may have a variable interest in another party are evaluated
in accordance with the provisions of Financial Accounting Standards Board ("FASB") Accounting Standards Cod ification TM ("ASC" or "Codification")
810, "Consolidation" ("ASC 8 10"), to dete1mine whether we wou ld be required to consolidate the other party in our consolidated financial statements. See
Note IO - Variable Interest Entities, for a further discussion of those entities in which we held a variable interest and the consolidat ion of one of those ent ities
in our consolidated financial statements as of December 3 1, 2013. All significant intercompany balances and transactions are eliminated upon consolidation.
Use ofEstima tes. The preparat ion of these conso lidated financial statements, in accordance with GAAP, includes estimates and assumptions that are
detennined by our management. Actual resu lts cou ld differ materially from the estimates. Significant accounting estimates and assumptions are used for, but
not limited to:
the allowance for doubtful accounts;
useful li ves of tangible and intangible assets;
asset impa irments;
fa ir value of the assets and liabilities of the PEAKS Trust upon consolidation;
the provision for PEA.KS Trust student loan losses;
self insurance;
pension liab ilities;
stock-based compensation;
guarantees;
unrecogni zed tax benefits; and
litigation exposures.

Cash Equivalents. Highly liquid investments purchased with an origina l mat11rity of three months or less are considered cash equivalents.
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Restricted Cash. The funds from the federal student financial aid programs under Title IV ("Title IV Programs") of the Higher Education Act of 1965, as
amended ("HEA"), and certain other monies transferred to us by electronic funds transfer, are subj ect to holding restriction s before they can be drawn into our
cash account. The funds subj ect to these holding periods are identified as restricted cash until they are applied to the students' accounts. In addition, funds
held for students from Title IV Programs that result in a credit balance on a student's account are also reflected as restricted cash on our Consolidated Balance
Sheet. The amount of these funds included in restricted cash on our Consolidated Balance Sheet as of December 3 I, 2013 was $2,433.
Beginning on February 28, 2013, we consolidated a VIE in our consolidated financial statemen ts. Funds held by this VIE are classified as restricted
cash on our Conso lidated Balance Sheet, because those funds can only be used to sat isfy the obligations of the VIE. Funds held by the YI£ included in
restricted cash on our Consolidated Balance Sheet as of December 31, 20 13 were $2,593.
F-9
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We also maintain an escrow account for a guarantee ob ligation to an unaffiliated third patty under a private education loan program for our students.
The funds in this escrow account are considered restricted cash and c.lassified as other assets. The balance in this escrow account was approximately $8,626 as
of December 31, 2013 and approximately $8,622 as of December 3 1, 2012.

Investments. We classify our investments in marketable securi ties as available-for-sale or held-to-maturity depending on ou r investment intentions
with regard to those securities on the date of acquisition. Investments classified as available-for-sale are recorded at their market value. Investments are
classified as ei ther current or non-current based on the mat11rity date of each security. We did not ho ld any investments in marketable securities as of
December 3 1, 2013 or December 3 1, 2012.
The cost of securities sold is based on the spec ific identification method.

Accounts Receivable and Allowance for Doubtful Acco1111ts. We extend unsecured credit to our institutions' students for tuition and fees, and we
record a rece ivabl e for the tuition and fees earned in excess oft he payment received from or on behalf of a student. The average student receivable balance is
insignifican t. We record an allowance for doubtfil l accounts with respect to accounts receivable based on the students' credit profiles and our historica l
collection experience related to amounts owed by our students with similar credit profi les. lf our collection trends were to differ significantly from our
historica l collection experience, we wou ld make a corresponding adjustment to our allowance for doubtfi.11 accounts .
When a student is no longer enrolled in an education program at one ofour campuses, we increase the allowance for doubtful accounts related to the
forrner student's receivab le balance to reflect the amount we estimate will not be collected. The amount that we estimate will not be co llected is based on a
review of the histo1ical collection experience for our campuses, adjusted as needed to reflect other facts and circumstances. We review the collection activity
after a student withdraws or graduates from an education program and write off the accounts receivable, ifwe conclude that collection of the balance is not
probable.

PEAKS Trust Student Loans. Beginning on February 28,20 13, we consolidated the VIE, which is a trust (the "PEAKS Trust" ) that purchased, owns
and collects private education loans (the "PEAKS Trust Student Loans") made under the PEAKS Private Student Loan Program (the " PEAKS Program"), in
our consolidated financial statements (the "Conso lidation"). Ce rtain ofthe PEAKS Trust Student Loans had evidence of credit deterioration since the date
those loans were originated and, therefore, we detennined that, at the date of the Conso lidation, it was probable that all con tractually required payments
under those loans would not be collected. We reco rded those loans at fair value at the date of the Consoli dat ion. We also recorded at fair val ue PEAKS Trust
Student Loans that did not ind iv idually have evidence of deteriorated c redit quality at the date of the Consolidation, because we detennined that the
application ofan expected cash flow model provided the most reasonable presentation and this accounting treatment was consistent with the Ame1ican
Institute of Certified Public Accountants' (the "AJCPA") December 18, 2009 Confirrnation Letter (the " Confirmation Letter"). No allowance for loan losses
was recorded at the date of the Consolidation, because all of the PEAKS Trust Student Loans were recorded at fai r value and future credit losses are
considered in the estimate of fair va lue. Cash 1lows from PEAKS Trust Student Loans expected to be collected within the next 12 months have been classified
as current in our consolidated balance sheet. The remaining balance is classified as non-current.
We aggregated the individual PEAKS Trust Student Loans into 24 separate pools ofloans, based on common risk characteristics of the individual
loans, which included:
the fiscal quarter in wh ich the PEAKS Trust St11dent Loan was originated; and
the consumer credit score of the borrower.
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Loans that did not have evidence of deteriorated credit quality were not aggrega ted in the same pools with loans that had evidence of deteriorated cred it
qual ity. The same aggregat ion criteria, however, were used lo detennine those loan pools. Each loan pool is accounted for as a single asset with a single
composite interest rate and an aggregate expectation of cash flows.
On a quarterly basis, we estimate the total prin cipal and interest expected to be collected over the remaining 1ife of each loan pool. These estimates
include assumptions regarding defau lt rates, forbearances and other factors that reflect then-current market conditions. !fa decrease in the expected cash flows
ofa loan pool is probable and would cause the expected cash flows to be less than the expected cash flows at the date of the Consolidation or the end of the
previous fiscal quarter, whichever is later, we wou ld record the impairment as:
a provision for PEAKS Tiust student loan losses in our Consolidated Statement oflncome; and
an increase in the allowance for loan losses on our Consolidated Balance Sheet.
The provision for PEAKS Tiust studen t loan losses represents the increase in the allowance for loan losses that occurred during the pe1iod. The allowance for
loan losses is the difference between the carrying value and the total p resent value of the expected principal and in terest co llections of each loan pool,
discounted by the loan pool's
F - I0
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effective interest nite at the date of the Consolidation or the end of the previous fiscal quarter, whichever is later. !fa significant increase in the expected cash
flows of a loan pool is probable and would cause the expected cash flows to be greater than the expected cash !lows at the date of the Consolidation or the
end of the previous fiscal quarter, whichever is later, we would:
first reverse any allowance for loan losses with respect to that loan pool that was previously recorded on our Consolidated Balance Sheet,
up to the amount of that allowance; and
record any remaining increase prospectively as a yield adj ustment over the remaining estimated lives of the loans in the loan pool.
The impact of prepayments, changes in variable interest nites and any other changes in the timing of the expected cash flows ofa loan pool are recognized
prospectively as adjustments to interest income.
The impact of modifications made to loans in a loan pool is incorporated into our quarterly assessment of whether a significant change in the expected
cash flows of the loan pool is probable or has occurred. We consider the histo1ical loss experience associated with the PEAKS Trust Student Loans in
est imating the future probab ilit ies of default for all of the outstanding PEAKS Trust Student Loans.
The excess of any cash flows expected to be collected with respect to a loan pool of the PEAKS Trust Student Loans over the canying value of the loan
pool is referred to as the accretable yield. The accretable yield is not reported on our Conso lidated Balance Sheets, but it is accreted and included as interest
income at a level rate of return over the remaining estimated life of the loan pool. If we dete1111ine that the timing and/or amounts of expected cash flows with
respect to a loan pool are not reasonab ly estimable, no interest income would be accreted and the loans in that loan pool would be reported as nonaccrual
loans. We recognize the accretable yield of the PEAKS Trust Student Loans as interest income, because the timing and the amounts of the expected cash
flows are reasonably estimable.
lfa PEAKS Trust Student Loan is paid in full or charged-off, that loan is removed from the loan pool. Jfthe amount of the proceeds received for tha t
loan, if any, is less than the unpaid principal balance of the loan, the di fTerence is first applied against the loan pool's nonaccretab le di fTerence for principal
losses (i.e., the lifetime credit loss estimate established at the date of the Consolidation). If the nonaccretable difference for principal losses with respect to a
loan pool has been fully depleted, any unpaid loan principal balance in excess of the proceeds received for the loan is charged-off against the loan pool's
allowance for loan losses. We do not recognize charge-offs of individual PEAKS Trust Student Loans when those loans reach certain stages of del inquency,
because those loans are accounted for at a loan pool level.
If any portion o f a PEAKS Trust Student Loan that had previously been charged-off is recovered, the amou nt collected increases the appl icab le loan
pool's nonaccretab le difference. If the nonaccretable d ifference with respect to the applicable loan pool has been fully depleted, the amount collected
increases that loan pool's allowance for loan losses.

Property amt Eq11ip111e11t. Property and equipment is recorded on our consolidated financial statements at cost, less accumulated depreciation and
amort izat ion. Maintenance and repairs are expensed as incurred. Expenditures that extend the usefu l lives of our assets are capitalized.
Developed or purchased software is capita lized in accordance with ASC 350, "Intangibles - Goodwill and Other." Facility construction costs are
capitalized as incurred, with depreciation commencing when the facility is placed in service.
Provisions for depreciation and amortization of p roperty and equipment have genernlly been made using the straight-line method overthe fo llowing
ranges ofuseful lives:
T ype of Property a nd Equipment

Estimated Useful Life

Furniture and equip ment
Leasehold, building and land improvements
Buildings

3 to IO years
3 to 14 years
20 to 4 0 years

We amo1tize leasehold improvements using the straight-line method over the shorter of the life of the improvement or the tenn of the underlying lease. Land
is not depreciated.
Asset /111pair111e11t. We regularly review our long-l ived assets (which are primarily p roperty and equipment) and notes receivable for impainnent
whenever events or changes in circumstances indicate that their carry ing amounts may not be recoverable. We evaluate each note receivab le individually for
impairment.
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Ifwe detennine that the carrying amoun t ofa long-lived asset exceeds the total amount of the estimated und iscounted future cash flows from that asset,
we would detem1ine the fair val ue of that asset. If the fair value is less than the net book value of the long-lived asset, we recognize an impainnent loss in the
amount of the difference. We base our impainnent analyses oflong-lived assets on our current business strategy, expected gro\vth rates and est imates of future
economic and regulatory conditions.
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We consider a note receivable to be impaired when, based on cun-ent info1111ation or events, it is probable that we will be unable to collect all amounts
of principal and interest owed on the underlying note according to the ten-ns of the note. lfthe present value of the expected future cash flows from the note
receivab le discounted at the underlying note's effective interest rate is less than the canying value of the underlying note, we recognize an impainnent loss in
the amount oft he di fTerence.

Ins11ra11ce Liabilities. We record liabil ities and related expenses for medical, workers compensation and other insurance in accordance with the
contractual ten-ns of the insurance policies. We record the total liabil ities that are estimable and probable as of the reporting date for our insurance liabilities
that we self-insure. The accounting fo r our self-insured an-angements involves estimates and judgments to detennine the liability to be recorded for reported
claims and c laims incu1red but not reported. We consider our historical experience in detennining the appropriate insurance reserves to record . If our c un-ent
insurance claim trends were to differ significantly from our historic cla im experience, however, we would make a corresponding adjustment to our insurance
reserves.
Co11ti11ge11t Liabilities. We are subject to various c la ims and contingencies in the ordinary course of our business, including those related to lit igation,
government investigations, business transactions, guarantee obligations and employee-related matters, among others. When we are aware ofa claim or
potential claim, we assess the likelihood of any loss or exposure. lf it is probable that a loss will result and the amount of the loss can be reasonably est imated,
we record a liability for the loss. The liability recorded includes probable and estimable legal costs associated with the claim or potential claim. If the loss is
not probab le or the amount of the loss cannot be reasonably estimated, we disclose the claim i fthe likelihood of a potential loss is reasonably possible and
the amount involved is material.
We detem1ine the amount ofour contingent liabilities related to our guarantee obligat ions by estimati ng the expected payme nts to be made under the
guarantee and the amount that we expect to be repaid to us. We a lso consider the payment op tions available to us. To the extent that we project that we will
have sufficient funds avai lable to discharge our guarantee obligations for the outstanding balance ofthose private education loans that have been charged off
at the time that they default, we incorporate that assumption into our estimate of the contingent liability. If we do not believe that we will have sufficient
funds available, we assume that we will make monthly payments to satisfy our guarantee obligations as allowed under the applicable agreements. We
discount the amount of those expected future monthly payments at a risk-free rate of interest. Making payments for the full amount of the charged-off loans at
the time that they default results in us paying a lesser amount than we otherwise would have been required to pay under our guarantee obligations in future
periods and, therefore, results in an estimated contingent liability that is less than if we had assumed we wou ld make monthly payments in the future.
We discount the amounts that we ex pect will be repaid to us to reflect a risk-free rate of interest. The difference between the amount of the guarantee
payments that we expect to make and the discounted amount that we expect will be repaid to us is included in our estimate of the amount of our contingent
liability related to our guarantee ob ligations.

Debt. The PEAKS Trust issued senior debt in the initial aggregate principal amount of$300,000 (the "PEAKS Senior Debt"). In accordance with ASC
8 10, we inclu ded the PEAKS Senior Debt on our consolidated balance sheet at its fai r value as of February 28, 20 13, the date of the Consolidation. T he
d ifference between the fair value of the PEAKS Senior Debt and its outstand ing aggregate princ ipal balance at the date of the Consolidation was recorded as
an accmed discount on our consolidated balance sheet at the date of the Consoli dation. The accmed discount will be recognized in interest expense at a level
rate of return over the li fe of the PEAKS Senior Debt.

Treasury Stock. Repurchases of outstanding shares of our common stock are recorded at cost. Treasury stock issued in fulfillment of stock-based
compensation awards or other obligations is accounted for under the last in, first out method. We record " losses" from the sale of treasury stock that exceed
previous net "gains" from the sale of treasury stock as a charge to re tained earnings.
Recog11itio11 ofReve1111e. Tuition revenue is recorded on a straight-line basis over the length of th e applicable course to the extent that we consider the
collectabil ity of that revenue to be reasonab ly assured. lfa student withdraws from an institution, the standards of most state education authorities that
regulate our institutions, the accrediting commissions that accredit our institutions and our own internal policy limit a student's obligation for tuition and
fees to the institut ion depending on when a student withdraws during an academic tenn ("Refund Policies"). The terms of the Refi.md Policies vary by state,
and the limi tations imposed by the Refund Policies are generally based on the portion of the academic tem1 that has elapsed at the time the student
withdraws. Generally , the g reater the portion of the academic tem1 that has elapsed at the time the student withdraws, the greater the student 's obligation is to
the institution for the tuition and fees re lated to that academic tetm. We record revenue net of any refunds that result from any applicable Refi.md Policy. On
an in di vidual student basis, tuition earned in excess of cash received is recorded as accounts receivable, and cash received in excess of tuition earned is
recorded as defeITed revenue.
F- 12
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We do not charge a sepamte fee for textbooks that students use in their education programs. We record the cost of these textbooks in prepaid expenses
and other cu,rent assets and amortize the cost of textbooks on a stm igbt-1 ine basis over the applicable course length. Tool kit sales, and the related cost, are
recognized when the student receives the tool kit. Academic fees (which are charged on ly one time to students on their first day of class attendance) are
recogn ized as revenue on a straight-line basis over the average length of the education program. lfa student withdraws from an institution, all unrecognized
revenue relating to his or her fees, net of any refunds that result from any applicable Refi.111d Policy, is recognized upon the student's departure. An
administrative fee is charged to a student and recognized as revenue when the student withdraws or graduates from an education p rogram at an institution.
We reassess the collectability of tuition revenue on a student-by-student basis throughout our revenue recognition period. We reassess the collectab ility of
tuition revenue that we may earn based on new info1mation and changes in the facts and circumstances relevant to a student's ability to pay, which primarily
include when a student withdraws from a program of study.
We report 12 weeks of tuition revenue in each ofour four fiscal quarters. We standardized the number of weeks ofrevenue reported in each fiscal
quarter, because the timing of student breaks in a calendar quarter can fluctuate from quarter to quarter each year. The total number of weeks of schoo l during
each year is 48.
We provide inst itutional scho larships and awards to our institutions' students, which those students use to help reduce their educational expenses.
Institutional scholarships and awards reduce the students' tuit ion charges and are recorded as offsets to revenue in the period in which the tuition is earned.
Interest income on the PEAKS Trnst Student Loans, which is the accretion of the accretable yield on the PEAKS Trnst Student Loans, is included in
revenue and recognized based on the effective interest method as described in Note I I - PEAKS Trnst Student Loans.

Ad11erti.~i11g Costs. We expense all advertising costs as incurred. Advertising expense, wh ich is included in Student services and administrative
expenses in our Consolidated Statements of Income, was $177,791 in the year ended December 31, 20 13, $ 174,009 in the year ended December 31, 2012 and
$ 192,080 in the year ended December 20 I I.
Equity-Base,/ Compe11satio 11. Stock-based compensation cost for our equity instmments exchanged for employee and director services is measured at
the date of grant, based on the calculated fair value of the grant and is recognized as an expense on a straight-line basis over the period of time that the
grantee must prov ide services to us before the stock-based compensation is fu lly vested. The vesting period is generally the period set fo11h in the agreement
granting the stock-based compensation. Un der the tenns of our stock-based compensation plans, some grants immediately vest in ful l when the grantee's
employment or service tenninates due to death or disability, and, for grants made prior to November 24,2010, when he or she retires. As a result, in certain
circumstances, the period of time that the grantee must provide se1vices to us in order for that stock-based compensation to fully vest may be less than the
vesting period set forth in the agreement granting the stock-based compensation. In these instances, compensation expense will be recognized over this
shorter period.

We use a binomia l option pricing model to detem1ine the fair value of stock options granted and we use the market price of our common stock to
detennine the fair value ofrestricted stock and restricted stock units (" RSUs") granted. The binomia l o ption pricing mode l takes into account the va1iables
defined below:
"Volatility" is a statistical measure of the exten t to which the stock price is expected to fluctuate during a period and combines our
historical stock price volati lity and the implied volatil ity as measured by actively traded stock options.
"Expected life" is the weighted average period that those stock options are expected to remain outstanding , based on the h istorica l
patterns of our stock option exercises, as adj usted to reflect the current position-level demographics of the stock option grantees.
" Risk-free interest rate" is based on interest rates for terms that are similar to the expected life o f the stock options.
" Dividend yield" is based on our historical and expected future d ividend payment practices.
We generally issue shares ofour common stock from treasury shares upon the exercise of stock options or vesting of RS Us. As of December 31,20 13,
approximately 13.7 million shares of our common stock were held in treasury. Our Board of Directors has authorized us to repurchase outstand ing shares of
our common stock, but we do not expect to repurchase any outstanding shares of our common stock in 2014. See Note 8 - Stock Repurchases, for additional
d isclosures regard ing our stock repurchases.
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Operating Leases. We lease our non-owned facilities under operating lease agreements. Common provisions within our operating lease agreements
include:
renewal options, which can be exercised after the initial lease term;
rent escalation clauses;
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tenant improvement allowances; and
rent holidays.
We record the rent expense associated with each operating lease agreement evenly over the tenn of the lease. The difference between the amount ofrent
expense recorded and the amount of rent actually paid is recorded as either prepaid or accrued rent, which is included in Other assets or Other liabilities, on
our Consolidated Balance Sheets. We recognize a liability for the costs to tenninate the lease ofa leased facility when we cease using that leased facility.

Income Tt,xes. We account for income taxes using the asset and liabil ity method, wh ich requires the recognition of deferred tax assets and liab ilities
for expected future tax consequences oftempora1y differences tha t currently exist between the tax bases and financia l reporting bases of our assets and
liabilities.
We follow the guidance under ASC 740, "Income Taxes" (" ASC 740"), which prescribes a single, comprehensive model for how a company should
recogn ize, measure, present and disclose in its financial statements uncertain tax positions that the company has taken or expects to take on its tax return s.
This gu idance requires us to evaluate whether it is more likely than not, based on the technical merits ofa tax position, that the benefits resulting from the
position will be realized by us.
We record interest and penalties related to unrecognized tax benefits in income tax expense.

2.

Revisio n of20 I I and 20 I 2 Financial State men ts

We identified corrections to our 2011 and 20 12 financial statements related to the recognition ofrevenue with respect to students who withdrew from a
program of study. We also corrected the calculation of the contingent loss for the 2009 RSA in our 20 12 financial statements.
We eva luated th e cumulative impact of those items on prior periods under the guidance in ASC 250, "Accounting Changes and Error Corrections"
(" ASC 250"), relating to SEC Staff Accounting Bulletin ("SAB") No. 99, "Materiality." We also evaluated the impact of con-ecting those items through an
adjustment to our financial statements for the fiscal year ended December 3 1, 20 13. We concluded , based on the guidance in ASC 250 relating to SAB
No. I 08, "Conside1ing the Effects of Prior Year Misstatement when Quantifying Misstatements in CuITent Year Financial Statements," that the correction of
those items in our20 I I and 20 12 fiscal year would not be material, but would be material if corrected out-of-period in our 20 I 3 fiscal year. As a result, we
have revised our audited consolidated financial statements as of and for the fiscal years ended December 31, 20 12 and December 31 , 201 1 to reflect the
correction of those items that should have been recognized in those periods. The amounts of the corrections as of December 31 , 20 12 and December 3 1, 20 I I
are shown in the Rev isions column in the tables below.
Our revised Consolidated Balance Sheet as of December 3 1, 2012 and Consolidated Statements of Shareholders' Equity as of December 31, 2012, 20 1 I
and 20 IO also reflect the correction of the classification of funds held for stud ents from Title IV Programs that result in a cred it balance on a student's account
as restricted and amounts related to the vesting ofRSUs from re tained earnings to cap ital surp lus. The amounts of these corrections related to our
Consolidated Balance Sheets were no t material and are shown in the Revisions column in the tables below. The December 3 1, 20 12 Conso lidated Balance
Sheet reflects an adjustment to increase retained earnings by $5,366 and decrease cap ital surplus by $5,366 for the cumulative effect of the classification of
the vestin g ofRSUs as of December 3 1, 2011 . We al so increased retained earnings as of December 31 , 20 I I by $306 fo r the cumulative effect of the
adjustment for the recognition of revenue with respect to students who withdrew from a program of study in prior years.
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The December 31, 20 IO amoun ts presented on our Conso lidated Statement of Shareholders' Equ ity reflect an adjustment to increase retained eamings
by $2,969 and decrease capital surplus by $2,969 for the cumulative effect of the c lassification of the vesting of RSUs. We also decreased retained earnings as
of December 31, 20 IO in our Conso lidated Statement of Shareholders' Equity by $1,028 for the cumulative effect of the adjustments for the recognition of
revenue with respect to students who withdrew from a p rogram of study in prior periods.
We reclassified the following items in our Consolidated Statement oflncome for the year end ed December 3 1, 2012 to confom1 with the current year
presentation:
settlement cost was reclassified to loss related to loan program guarantees;
loss related to private student loan programs was reclassified to loss related to loan program guarantees; and
an asset impainnent was reclassified from loss related to private s111dent loan programs 10 a separate line item.
We also corrected the classification oflosses related to loan program guarantees, which were previously recorded as reductions to revenue in our
Consolidated Statements of Income for the years ended December 3I,2012 and December 3 I, 20 I I, to report those amounts on a separate line. The amount
of those corrections is shown in the Revisions column in the tables be low.
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The following table sets fo1th the effect of the revisions on the affected line items on our Consolidated Balance Sheet as o f the date indicated .
As of l)ecember 3 t, 2012
As
Previously
Reported
Re"isions
As Revised

---

Balance Sheet Data:
Cash and cash equivalents
Restricted cash
Accounts receivable, net
Deferred income taxes (current)
Tota l current assets
Defened income taxes
Tota l assets
Other current liab ilities
Tota l current liab ilities
Other liab ilities
Total liabi lities
Capital surplus
Retained earnings
Total shareho lders' equity
Total liabilities and shareholders' equity

$246,342
60 1
77,3 13
44,547
384,965
56,11 2
672,230
86,722
306,949
98,327
545,276
206,703
959,072
126,954
672,230

$ (2,877)
2,877
1,615
0
1,615
1,359
2 ,974
20,074
20,074
(15,911)
4 , 163
(9,590)
8,401
(I ,I 89)
2,974

$243,465
3,478
78,928
44,547
386,580
57,471
675,204
106,796
327,023
82,416
549,439
197,113
967,473
125,765
675,204

The fo llowing table sets forth the e ffect of the rev isions and reclassifications on the affected line items in our Consolidated Statement of Income
for the year ended December 31, 2012.
Year Ended December 3 1, 2012
As
Previously
Rel!ort ed

Statement of Income Data:
Revenue
Cost of educational serv ices
Student services and admin istrative expenses
Settlement cost
Asset impainnent
Legal and other in vestigation costs
Loss related to private student loan programs
Loss related to loan program guarantees
Total costs and expenses
Operating income
Income be fore provision for income taxes
Provision for income taxes
Net income
Earnings per share:
Basic
Diluted

$1 ,287,209
539,223
422,345
2 1,750
0
0
7 1, 102
0
1,054 ,420
232,789
2 30,4 14
89,949
140,465
$
$

5 .88
5.85

Revisions

Reclassifications

$

s

(5 76)
0
(2 1,489)
0
0
0
0
23,339
1,850
(2,426)
(2,426)
(93 I)
( I ,495)

0
(873)
0
(21,750)
15 ,166
873
(71,102)
77,686
0
0
0
0
0

As Revised

$1,286,633
538,350
400,856
0
I 5, 166
873
0
101,025
1,056,270
230,363
227,988
89,0 18
138,970
$
$

5.82
5.79
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The following table sets fo1th the effect of the revisions on the affected line items in our Consolidated Statement oflncome for the year ended
December 3 I, 20 I I .
Year Ended December 31, 201 I
As
Previously
Reported

Statement oflncome Dat11 :
Revenue
Cost of educational services
Studen t services and administrative expenses
Loss related to loan program guarantees
Total costs and expenses
Operating income
Income before provision for income taxes
Prov ision for income taxes
Net income
Eamings per share:
Basic
Diluted

Re., •isions

$ 1,499,949
553,065
439,808
0
992,873
507,076
508,153
200,401
307,752
$
$

$

(28)
0
(25,652)
23,500
(2,152)
2,180
2,180
846
1,334

11.22
I 1.13

As Re,•ised

$1 ,499,977
553,065
4 14, 156
23,500
990,721
509,256
510,333
201 ,247
309,086
$
$

11.27
11 .18

The following table sets forth the effect of the revisions on the affected line items in our Consolidated Statement of Comp rehensive Income for
the year ended December 3 I , 20 12.
Year Ended December 31, 2012
As

Statement of Comprehensive Income Data:
Net income
Comprehensive income

Previously
Repor ted

Revisions

As Revised

$140,465
142,0 14

$(1,495)
(I ,495)

$138,970
140,519

The following table sets fo1t h the effect of the revisions on the affected line items in our Consolidated Statement of Comp rehensive Income for
the year ended December 3 I, 20 I I.
Year Ended December 31, 2011
As

Previously

Statement of Comprehensive Income Data:
Net income
Comprehensive income

Repor ted

Rc,•isions

As Revised

$307,752
302,782

$ 1,334
1,334

$309,086
304,116

The fo llowing table sets forth the effect of the revisions on the affected line items in our Consolidated Statement of Cash Flows for the year
ended December 3 I, 20 12.
Year Ended December 31, 2012
As
Previously
Re ported
Revisions
As Revised

---

Sta tement of Cash Flows Data:
Net income
Provision fo r doubtful accounts
Deferred income taxes
Restri cted cash
Accounts receivable
Other operating assets and liabil ities
Net cash flows from operating activities

$ 140,465
78,307
(58,640)
1,527
(107,514)
68,890
I 05,354

$ (1,495)
(21,489)
(1,359)
2,267
20,376
3,967
2,267

$138,970
56,8 18
(59,999)
3,794
(87,138)
72,857
107,621
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The following table sets fo1th the effect of the revisions on the affected line items in our Consolidated Statement of Cash Flows for the year
ended December 3 1, 20 I I.
Y ca r Ended December 3 I, 20 II

As
P re., •iously
Reported

Statement of Cash Flows Data:
Net income
Provision fo r doubtfiil accounts
Deferred income taxes
Restricted cash
Accounts receivable
Otheroperating assets and liabil ities
Net cash flows from operating activities

$307,752
61,308
(8,99 1)
(1 ,873)
(40,477)
3 5,118
387,832

Revisions

As Revised

$

$309,086
35,655
(8,991)
(942)
(17,004)
35,964
388,763

1,334
(25,653)
0
931
23,473
846
931

The revisions had an effect on capital surplus, reta ined earnings and total shareholders' equity as of December 3 I, 2012, December 3 1, 20 I I and
December 3 1, 20 I 0, as reported in our Consol idated Statements of Shareholders' Equity. The effect on capital surplus, retained eamings and total
shareholders' equity as of December 31 , 20 12 is shown in the Balance Sheet Data tab le above. The revisions resulted in the following changes to capital
surplus, retained earnings and total shareholders ' equ ity as of December 31, 2011 :
a decrease in cap ital surplus of$5,366;
an increase in retained earnings of$5,672; and
an increase in total shareholders' equity of$306.
The rev isions resu lted in the following changes to capital surplus, retained earnings and total shareho lders' equity as of December 31, 20 I 0:
a decrease in capital surplus of$2,969;
an increase in retained eamings of$ 1,94 I; and
a decrease in total shareholders' equ ity of$ 1,028.
The rev isions had an effect on net income for the years ended December 31, 2012 and December 3 I, 20 I I, as reported in our Consolidated Statements of
Shareholders' Equity. The effect of the revisions on net income for the years ended December 31, 2012 and December 3 1, 2011, as reported in our
Consolidated Stalemenls of Shareholders' Equity, is shown in the Statement of Income Data tables above.

3.

New Accounting Guidance

Ln May 20 14 , the FASB issued Accounting Standards Update ("ASU") No. 20 14 -09, wh ich is included in the Cod ification under ASC 606, " Revenue
Recognition" ("ASC 606"). This guidance requires the recognition of revenue to dep ict the transfer of promised goods or services to customers in an amount
that reflects the consideration expected in exchange for those goods or services. This guidance will become effective for our inte1im and annual repo1ting
periods beginning January I, 2017. We have not completed our evaluation of the impact that this guidance may have on our consolidated financial
statements.
Jn April 20 14, the FASB issued ASU No. 201 4 -08, which is included in the Codificat ion under ASC 205, " Presentation ofFinancial Statements" ("ASC
205"). This update changes the requirements for reporting discontinued operations and cla1ifies when disposals of groups of assets qualify for a discontinued
operations presentation unde r ASC 205. Th is guidance wi ll become effective for our interim and annual reportin g periods beginning January I, 2015, and
will be applied to any transactions that meet those requirements beginning January I, 20 15.
In July 2013, the FASB issued ASU No.20 13- 11, wh ich is inc luded in the Codification under ASC 740. This update provides guidance on the
presentation of unrecognized tax benefits when net operating loss carryforwards, s imilar tax losses or tax credit canyforwards exist.. Th is guidance became
effective for our inte1im and annual reporting periods begin ning January I, 2014. The adoption of this guid ance did not have a materi al impact on our
consolid ated financial statements.
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In February 20 13, the FASB issued ASU No. 2013-02, which is included in the Codification under ASC 220, "Other Comprehensive Income" ("ASC
220"). This update requires an entity to report the effect, by component, of s ignificant reclassifications out of accumulated other comprehensive income on
the respective line items in net income. This guidance was effective for our interim and annual reporting periods beginning January I, 20 13. The adoption of
this guidance requires us to provide additional disclosures regarding the amounts reclassified out of accumulated other comprehensive income during a
reporting period. We have included these disclosures in the foo tnotes to our consol idated financial statements. The adoption of this guidance did not have a
material impact on our consoli dated financial statements
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In October 2012, the FASB issued ASU No.2012-04, which makes technical con-ections, clarifications and limited-scope improvements to various
topics throughout the Codification. The amendments in this ASU that do not have transition gu idance were effective upon issuance, and the amendments that
are subject to transition guidance were effective fo r our interim and annual reporting periods beginning January I, 20 13 . The adoption of this guidance did
not have a material impact on our consolidated financial statements.
In July 2012, the FASB issued ASU No.20 12-02, which is included in the Cod ification under ASC 350, " Intangi bles- Goodwill and Other"
("ASC 350"). Th is update al lows an entity to first assess qualitative factors to deten-nine whether it must perfon-n a quantitative impairn,ent test. An entity
would be required to calculate the fair value ofan indefinite-lived intangible asset, if the enti ty detennines, based on a qualitative assessment, that it is more
like ly than not that the indefinite -lived intangib le asset is impaired. This guidance was effective for impairment tests perfom1ed for our interim and annual
reporting periods beginning January I, 2013. The adoption of thi s guidance did not have a material impact on our consolidated financial statements.
In December 20 11 , the FASB issued ASU No. 2011-11, which is included in the Codification under ASC 210, "Balance Sheet" ("ASC 2 1O"). This
update provides for enhanced disclosures to help users of financial statements evaluate the effect or potentia l effect of netting arrangements on an entity's
financial position. In January 20 13, the FASB issued ASU No. 2013-0 I, which clarified the scope of the disc losures required under ASU No.20 11-11. Both of
these updates were effective for our interim and annual report ing periods beginning January I, 2013. The adoption o f this gu idance d id not have a material
impact on our consolidated financia l statements.

4.

Acquisitions

On August I, 2013, we acquired all of the membership interests of Cab le Holdings for $7,150 in cash, net of cash acquired. Cable Holdings is an
education company that operates under the name of Benchmark Leaming and offers short-tern, in fon-nation technology and business learning so lutions for
career advancers and other professionals. The acquisition of Cable Ho ldings allowed us to immediately begin operating in the short-tenn leaming solutions
market, which we hope to expand upon by leveraging ourcu1Tent emp loyer relationships, a lunmi and facilities, and integrating Cable Holdings' operations
into the Center for Professional Development @ ITT Technical lnstitute (the "CPD").
Our consolidated financial statements incl ude the results of Cable Holdings from the acquisition date. The reven ue and expenses of Cable Holdings
included in our Consolidated Statements of Income for the year ended December 3I , 2013 were not material. Our revenue, net income and earnings p er share
would not have been materially affected, if the revenue and expenses of Cable Holdings were presented for the years ended December 31, 2013, 20 12 and
20 1 I as if the transaction had occun-ed at the beginning of the earliest period presented. The costs incu1Ted to acquire Cable Holdings were expensed and
were no t material.
We accounted for the acquisition of Cable Ho ldings in accordance with ASC 805, " Business Combinations" ("ASC 805"), which requires the use of the
acquisition method of accounting for all business combinations. We considered the report ofa third-party valuation finn in allocating the purchase price to
identifiable net assets. The excess of the consideration paid over the estimated fair val ues of the identifiable net assets acquired was recognized as goodwi ll
and is expected to be deductible for income tax purposes. The identifiable intangible assets acquired consist of customer relationships, non-compete
agreements and training materials, which are being amortized over a weighted-average Ii fe of approximately five years. The estimated aggregate amortization
expense in each of the next five succeeding fiscal years is not material.
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The following table sets forth the estimated fair values to be allocated to the major classes ofassets acquired and liabilities assumed in the Cable
Holdings acquisition as of the acquisition date:
As..~ets
Acquired

Accounts receivab le and other current assets
Furniture and equipment
Identifiable intangible assets
Goodwill
Accounts payable and othe r liabi lities

Liabilities
Assumed

$ 1,110
480
2,390
3,958
$

788

On Janua1y 31, 20 14, we acquired ce1tain assets and assumed certain liab ilities ofCompetenC Sol utions, Inc. and Great Equalizer, Inc. for
approximately $5,186. CompetenC Solutions, Inc. and Great Equal izer, lnc. were education companies that operated primarily under the name of Ascolta and
offered short-tenn infonnation technology and business learning solutions for career advancers and other p rofessionals. We acquired the Ascol ta business to
expand the CPD offerings in the short-tenn learn ing solutions market.

We will account for the acquisition of the Ascolta business in accordance with ASC 805. The purchase price has been preliminarily allocated to
identifiable net assets. The excess of the consideration paid over the estimated fair
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values of the identifiable net assets acquired will be recognized as goodwill and is ex pected to be deductible for income tax p urposes. The fair value of the
ident ifiable intangible assets acquired is pre liminary, pendi ng receipt of the final valuation. Th e identifiable intangible assets acquired consist of customer
relationsh ips and non-compete agreements, which are expected to be amortized over an estimated weigh ted-average life of approx imately five years.
The following table sets forth the estimated fair values allocated to the major classes of assets acquired and liabilit ies assumed in the Asco lta business
acquisition as of the acquisition date:
Assets
Acquired

Accounts receivab le and other current assets
Fumiture and equipment
.Identifiable intangible assets
Goodwill
Other current liab ilities

$

LiabiHties
Assumed

849
370
1,670
3,332
$ 1,035

The estimated fa ir values of the assets acquired and liabilities assumed in the Ascolta acqu isition are preliminary and based on infonnation that was
available to us as of the acquisition date and as of the date of issuance of these financial statements. We may revise the allocation of the purchase price when
we complete the final review of the infonnat ion. We expect to finalize the purchase price allocation by October 3 1, 20 14.
Our revenue, net income and earn ings per share would not have been materially affected, if the revenue and expenses of the Asco lta business were
presented for the years ended December 3 1, 2013, 2012 and 20 I I as if the transaction had occurred at the beginning of the earliest period presen ted. The
costs incuITed to acquire the Asco lta business were expensed and were not material.

5.

Fair Val ue and C r edit Ris k of Financial Instruments

Fair value for financia l reporting is defined as the price that would be received upon the sale of an asset or paid upon the transfer of a liab ility in an
orderly tran saction between market participants at the measurement date. The fair value measurement of our financial assets utili zed assumptions categorized
as observable inpu ts under the accounting guidance. Observable inputs are assump tions based on indepen dent market data sources.
The foll owing table sets forth in fonnation regarding the recurring fair value measurement of our financial assets as rellected on our Co nsol idated
Balance Sheet as of December 3 1, 20 13:

l>escriplion

Cash equivalents:
Money market fund
Restricted cash:
Money market fund
Other assets:
Money market fund

As of
l>ecembcr 3 1, 2013

$

214,985

Fair Value Measurements at Rej!ortin~ Date Usin~
(Le,•el 2)
(Level 1)
( Level 3)
Quoted Prices in
Significa nt Other
Significant
Acti,•c Markets for
Observable
Unobser va blc
Identical Assets
IDj!UIS
IDj!UtS
$

2,4 33

$

8,626
226,044

2 14,985

$

8,626
226,044

$

0

2 ,433

$

0

$

0
0

0
0

$

0
0
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The following table sets forth infonnation regarding the recurring fair value measurement ofour financial assets as reflected on our Consolidated
Balance Sheet as of December 3 J, 20 12:

December 31, 20 12

Fair Value Measurements a t Rel!ortin~ Date Usin~
(Level I )
(Level 2)
(Level 3)
Quoted Prices in
Significant Other
Significant
Active Markets for
Observable
Unobservable
Identical Assets
Inputs
Inputs

$

$

As of

Description

Cash equivalents:
Money market fund
Restricted cash:
Money market fund
Other assets:
Money market fund

15 1,784
2,877

$

8,622
163,283

15 1,784

$

2,877

$

8,622
163,283

0

$

0

$

0
0

0
0

s

0
0

We used quoted prices in active markets for identical assets as of the measurement dates to va lue our financial assets that were categorized as Level I .
The carrying amounts for cash and cash equi valents, restricted cash, accounts receivable, accounts payable, and other current liabil ities
approximate fair value because of the immediate o r short-tenn maturity of these financial instru ments. We did not have any financial assets or liabilities
recorded al estimated fair val ue on a non-recurring basis in our Consolidated Balance Sheets as of December 3 1, 2013or20 12 .
As of December 31, 20 13, the carrying value of the PEAKS Trust Student Loans was approximately $84,209. The estimated fair value of the PEAKS
Trnsl Student Loans was approximately $99, 100 as of December 3 1, 2013. The fair value of the PEAKS Trnsl Student Loans was estimated using the income
approach with esti mated discounted expected cash flows. We utilized inputs that were unobservab le in determining the estimated fair value of the PEAKS
Trust Student Loans. The significant inputs used in detem1ining the estimated fair value included the default rate, repayment rate and discount rate. Fair
value measurements that utilize s ignificant unobservable inputs are categorized as Level 3 measurements under the accoun ting guidance.

Each of the carrying value and the estimated fair value of the notes receivable and other receivables included in Prepaid expenses and other current
assets or Other assets on our Consolidated Balance Sheet was approximately $2,500 as of December 3 1, 2013 and approx imate ly $9,600 as of December 3 1,
20 12. We estimated the fair value of the notes receivable and other receivables by discounting the future cash flows using cu1Tent rates for similar
arrangements. The assumpt ions u sed in this estimate are considered unobservable i nputs. Fair value measurements that utilize s ignificant unobservable
inputs are categorized as Level 3 measurements under the accounting guidance.
Each of the carrying value and the estimated fair value of our debt under our credit agreement was approx imately $50,000 as of December 3 I, 20 I 3 and
$140,000 as of December 31, 2012. The fair value ofour debt under our credit agreement was esti mated by discounting the future cash flows using current
rates for si milar loans with similar characteri stics and remaining maturities. We utilized inputs that were observable or were principal ly derived from
observable market data to estimate the fair value of our d ebt under our c redit agreement. Fair va lue measurements that utilize sign ificant other observable
inputs are categorized as Level 2 measurements under the accounting guidance.
As of December 31,20 13, the carrying value of the PEAKS Senior Deb t was approximately $229,224. The estimated fair value of the PEAKS Senior
Debt was approximately $239,400 as of December 3 1, 2013. The fair value of the PEAKS Senior Debt was estimated using the income approach with
est imated discounted cash flows. We utilized inputs that were unobservable in determining the estimated fair value of the PEAKS Senior Debt. The
significant input used in detennining the estimated fair value was the discount rate uti lized for both credit and liquidity purposes. Fair value measurements
that utilize s igni ficant unobservable inputs are categorized as Level 3 measurements under the accounting guidance.

Financial instruments that potentially subject us to credit risk consi st primarily of accounts receivable, interest-bearing investments, notes receivable
and the PEAKS Trust Student Loans. There is no concentration of credit risk ofour accounts receivable, as the total is comprised of a large number of
individual balances owed by students whose credit p rofi les vary and who are located throughout the Un ited States. Our interest-bea1ing investments and cash
equivalen ts general ly consist of high-quality securities issued by various entit ies and major financial institutions. Certain of the assets of the party to whom
we issued one of the notes receivable serve as collateral for the repayment of the note. The PEAKS Trust Student Loans consist of a large number of
individual loans owed by borrowers, whose credit profiles vary and who are located throughout the Un ited States.
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6.

Financial Aid Pro grams

We participate in various Title IV Programs of the HEA. In 2013, in the aggregate, our in stitutions derived ap proximately 82% of th eir applicable
revenue from funds distributed under those Title IV Programs, as determined on a cash accounting basis under the calculation of the provision of the HEA
commonly referred to as the "90/10 Rule."
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We administer the Title IV Programs in separate accounts as required by government regulation. We are required to administer the funds in accordance
with the requirements of th e HEA and the ED's regulations and must use due d iligence in approving and disbursing funds. In the event we do not comply
with federal requirements, or if student loan default rates rise to a level considered excessive by the federal government, we could lose our eligibility to
partic ipate in Title IV Programs or co uld be requ ired to repay funds determined to have been improperly disbursed. Our management believes that we are in
su bstantial compliance with the federal requirements.

7.

Equity Compensation Plans

We have adopted the following equity compensation plans, referred to collectively as the "Plans":

ITT Educational Services, Inc. Amended and Restated 2006 Equity Compensation Plan - On May 7, 2013, our shareholders approved the
ITT Educational Services, Inc. Amended and Restated 2006 Equity Compensation Plan (the "Amended 2006 Plan"). Priorto May 7,
20 13, we adopted and our shareholders approved the 2006 ITT Educational Services, Inc. Equity Compensation Plan (the "Original 2006
Plan"). Awards may be granted to our employees and directors under the Amended 2006 Plan in the form o f stock options (incenti ve and
nonqualified), stock appreciation rights ("SA.Rs"), restricted stock, RSUs, performance shares, perfonnance units and other stock-based
awards as defined in the plan. The Amended 2006 Plan increased the maximum number of shares of our common stock that may be issued
pursuant to awards under the p lan to 7,350,000, an increase of3,350,000 over the 4,000,000 maximum under the Original 2006 Plan .
Each share underlying stock options and SA.Rs granted and not forfeited or tern1inated, reduces the number of shares available for future
awards by one share. The del ivery ofa share in connect ion with a "full-value award" (i.e., an award of restricted stock, RSUs, performance
shares, perfo1111ance units or any other stock-based award with value denominated in shares) reduces the number of shares rema ining for
other awards by two shares. As of December 31, 2013, restricted stock, RSUs and nonquali fied stoc k options have been awarded under
this p lan.
1999 Outside Directors Stock Option Plan - A maximum of 500,000 shares of our common stock were available to be issu ed upo n the
exercise of nonqualified stock options granted to non-emp loyee d irectors under the 1999 Outside Directors Stock Option Plan(" 1999
Directors Stock Plan").
J997 ITT Ed11cational Services, Inc. Incentive Stock Plan - A maximum of8, 100,000 shares of our common stock were availab le to be
issued upon the exercise of stock options and pursuant to other fom1s of awards under the 1997 ITT Educational Services, Inc. Incentive
Stock Plan(" 1997 Stock Plan"), but no more than 20% of the total number of shares o n a cumulative basis could have been used for
restricted stock or perfonnance share awards. A maximum of 1.5% of our outstanding shares of common stock could have been issued
annually, with any uni ssued shares avai lable to be issued in later years.

No additional awards have been or will be granted after May 9, 2006 under the 1999 Directors Stock Plan or the 1997 Stock Plan. All awards outstanding as
of December 31, 2013 under the 1999 Directors Stock Plan and the 1997 Stock Plan will expire in 20 14.
The stock-based compensation expense and re lated income tax benefit recognized in our Consolidated Statements of Income in the periods indicated
were as follows:

2013

Year Ended December 3 1,
20 12

2011

($ 4,481)

$ 16,658
($ 6,4 14)

$ 17,074
($ 6,574)

-$ 11,638

Stock-based compensation expense
Income tax (benefit)

We did not capitalize any stock-based compensat ion cost in the years ended December 31, 2013, 20 12 and 2011.
As of December 31, 20 13, we estimated that pre-tax compensation expense for unvested stock-based compensation grants in the amount of
approximately $13,900, net of estimated forfeit11res, will be recognized in future periods. This expense will be recognized over the rema ining serv ice period
applicable to the grantees which, on a weighted-average basis, is approximately 2 .0 years.
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Stock Options. Under the Plans, the stock option exercise price may not be less than 100% of the fair market value of our common stock on the date of
grant. The maximum term of any stock option granted under the Amended 2006 Plan and Original 2006 Plan may not exceed seven years from the date of
grant, and those stock options will be exercisable at such times and under conditions as determined by the Compensation Committee of our Board of
Directors, subj ect to the limitations contained in the plan. All stock options awarded under the Amended 2006 Plan and Original 2006 Plan typically vest
and become exercisable in three equal installments commencing wi th the first ann iversary of th e date of grant.
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Under the 1999 Di rectors Stock Plan, the stock options granted typically vested and became exercisable on the first anniversary of the grant. The
maximum tenn of any stock option granted under the 1999 Directors Stock Plan was: (a) IO years from the date of grant for any stock op tions granted prior to
Janua1y 25, 2005; and (b) seven years from the date of gran t for any stock options granted on or after January 25, 2005.
Under the 1997 Stock Plan, the stock options granted typ ically vested and became exercisable in three equal annual installments commencing with the
first ann iversary of the date of grant. The maximum tenn of any stock option granted under the 1997 Stock Plan was IO years and two days from the date of
grant.
T he stock options granted, fo1feited , exercised and exp ired in the period indicated were as follows:

# of

Shares

Year Ended December 3 1, 2013
Weighted
Weighted
A\•erage
Aggregate
AYer age
Exercise
Exercise
Remaining
Pr ice
Price
Contractual Term

Outstanding at beginning of period
Granted
Forfeited
Exerc ised
Expired
Outstanding at en d of period

1,574,604
156,500
(16,668)
0
(38 I ,988)
1,332,448

$
$
$
$
$
$

Exerc isable at end of period

1,040,443

$ 92.28

( I)

84.90
19.55
75 .11
0.00
69.48
8 1.77

Aggrega te
lntri.nsic
Value (1)

S l 33,691
3,059
(1,252)
0
(26,543)
$ 108,955

2.4 years

$

2, 198

$ 96,016

2. 1 years

$

0

T he aggregate intrinsic value of the stock options was calculated by identifying those stock options that had a lower exercise price than the closing
market price of our common stock on December 31 , 2013 and multiplying the di fference between the closing market price of our common stock and
the exercise price of each of those stock options by the number of shares subj ect to those stock options that were outstanding or exercisable, as
app licable.
The following table sets forth infonuation regarding the stock options granted and exercised in the periods indicated:

201 3

Shares subject to stock options granted
Weighted average grant date fair value
Shares subject to stock options exercised
Intrinsic value of stock options exercised
Proceeds received from stock options exercised
Tax benefits realized from stock options exercised

Year Ended December 3 1,
2012

2011

156,500
$ 31.36
202,820
$ 4,802
$ 8,345
$
1,602

159,500
$ 28.90
118,410
$ 3,095
$ 5,599
$ 1, 190

156,500
$
9.27
$
$
$

0
0
0
0

The intrinsic value ofa stock op tion is the d ifference between the fair market value of the stock and the option exercise price. The fair value of each stock
option grant was estimated on the date of gran t using the fo llowing assumpt ions:
Year Ended December 3 1,

Risk-free interest rates
Expected lives (in years)
Volatility
Dividend yield

201 3

2012

2011

0.7%
4 .6
60%
None

0.7%
4.5
51%
None

1.8%
4 .7
48%
None

Restricted Stock Units. Under the Amend ed 2006 Plan and Original 2006 Plan, RSUs awarded are subject to a restrict ion period ofat least: (a) for
awards made prior to November 24, 20 10, three years in the case of a time-based period ofrestriction and one year in the case of a pe1fon11ance-based period
of restriction; and (b) for awards made after November 24, 20 I 0 , one year. All RSUs awarded under the Amended 2006 Plan and Original 2006 Plan that were
not vested as of December 31 , 20 13 have a time-based restriction period that ranges from endi ng on the first to the third anniversary of the date of grant.
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The following table sets forth the number of RS Us that were granted, fo1feited and vested in the period indicated:
Yea r Ended December 3 1, 20 13
W eighted
Average
G rant Da te
# of RSUs
Fair Value

Unvested at beg inning of period
Granted
Forfei ted
Vested
Unvested at end of period

4 13,64 5
522,014
(129,327)
(68,488)
737,844

$
$

75.35
I 9 .98
46.72
88.60
39.96

$
$

$

The total fair market value of the RS Us that vested and were settled in shares ofour common stock was $1,24 1 in the year ended December 31, 2013, $4,568
in the year ended December 3I , 2012 and $2,4 54 in the year ended December 3 1, 20 11. Also, in the year ended December 3 I, 2012, 4 8,935 RSUs vested and
were settled in cash for $3,073.

8.

Stoc k Repurchases

As of December 31, 20 13, approximately 7 .8 million shares remained availab le for repurchase under the share rep urchase program (the "Repurchase
Program") authori zed by our Board of Directors. The terms of the Repurchase Program prov ide that we may repurchase shares of our common stock, from time
to time depending on market conditions and other considerations, in the open market or through privately negotiated transactions in accordance with Rule
I Ob-I 8 of the Securi ties Exchange Act of 1934, as amended (the "Exchange Act"). Unless earlier tem1 inated by our Board of Directors, the Repurchase
Program will expire when we repurchase all shares authorized for repurchase thereunder.
The fol lowing table sets forth infonnation regarding the shares ofourcommon stock that we repurchased in the periods indicated:
Year Ended December 3 1,
2012
20 13

Number of sha res
Total cost
Average cost per share

9.

$
$

0
0
0

$
$

3,025,700
207,9 18
68.72

Earnings (Loss) Per Common Sha re

Earnings (loss) per common share for all periods have been calculated in conformity with ASC 260, "Earnings Per Share." This data is based on
h istorica l net income (loss) and the weighted average number of shares ofour common stock outstanding during each period as set forth in the following
table:
Year Ended December 3 1,
20 12
201 3
(In thousands)

Shares:
Weighted average number of shares of common stock outstanding
Shares assumed issued (less shares assumed purchased for treasury) for stockbased compensation
Outstanding shares for diluted earn ings (loss) per share calcu lation

20 11

23 ,4 12

23,880

27,429

Not App licable
23,4 12

119
23,999

226
27,655

A total of approximately 1.4 million shares for fiscal year 2013, approximately 1.7 million shares for fiscal year 20 12 and approximately 1.1 million shares
for fiscal year20 11 were excluded from the calculation of our diluted earnings per common share, because the effect was anti-di lutive.
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lo.

Vari a hie Interest Entities

Un der ASC 810, an entity that holds a variable interest in a VIE and meets certain requirements would be considered to be the primary beneficiary of
the VIE and required to consolidate the VIE in its consolidated financial statements. In orderto be considered the primary beneficia 1y ofa VIE, an entity must
hold a variable interest in the VIE an d have both:
the power to direct the activities that most significantly impact the econom ic perfonnance of the VlE; and
the right to receive benefits from, or the obl igation to absorb losses of, the VIE that coul d be potentially sign ificant to the VIE.
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The PEAKS Trust and the 2009 Entity (defined below) are VIEs as defined under ASC 810. We hold variab le interests in the PEAKS Trust as a resu lt of:
a subordinated note issued to us by the PEAKS Trust in exchange for the portion of each private education loan disbursed to us under the
PEAKS Program that we transferred to the PEAKS Trust ("Subordinated Note"); and
our guarantee of the payment of the principal and in terest owed on the PEAKS Senior Debt, the admin istrat ive fees and expenses of the
PEAKS Trust and a minimum requ ired ratio of assets of the PEAKS Trust to outstanding PEAKS Senior Debt ("PEAKS Guarantee").
We hold variable interests in an unaffiliated entity (the "2009 Entity) as a resu lt of:
a risk sharing agreement that we entered into with the 2009 Entity (the "2009 RSA") on February 20, 2009 in connection with other
agreements to create a program that made private education loans available to our students to help pay the students' cost of education
that financial aid from federal, state and other sources did not cover (th e "2009 Loan Program"); and
a revolving note owed to us by the 2009 Entity (the " Revolving Note").
To determine whether we are the primary beneficiary of the PEAKS Trust or the 2009 Entity, we:
assessed the risks that the VIE was d esigned to create and pass through to its variable interest ho lders;
iden tified the variable interests in the VLE;
identified the other variable interest ho lders and their invo lvement in the activities of the VIE;
identified the activities that most significantly impact the VIE's economic pe rfonnance;
detem1 ined whether we have the power to direct those acti vities; and
detennined whether we have the right to receive the benefits from, or the obligation to absorb the losses of, the VIE that could potentially
be significan t to the VIE
We detennined that the activities of the PEAKS Trust and the 2009 Entity that most sign ificantly impact the economic petfonnance of the PEAKS
Trust and the 2009 Entity invol ve the servicing (wh ich inc ludes the collection) of the PEAKS Trust Student Loans and loans owned by the 2009 Entity. To
make that detennination, we analyzed various possible scenarios of student loan portfolio perfonnance to evaluate the potential economic impact on the
PEAKS Trust and the 2009 Entity. In our analysis, we made what we believe are reasonable assumptions based on historical data for the following key
v ariables:
the composition of the cred it profiles of the bo1TOwers;
the interest rates and fees charged on the loans;
the default rates and the timing of defaults associated with similar types ofloans; and
the prepayment and the speed of repayment associated with similar types ofloans.
Based on our analysis, we concluded that we became the primary beneficiary of the PEAKS Trust on Februaty 28, 2013. This was the first date that we
had the power to direct the activities of the PEAKS Trust that most s ignificantly impact the economic performance of the PEAKS Trust, because we could
have exercised our right to terminate the PEAKS Servicing Agreement (as defined below), due to the fail ure of the e ntity that performs those servicing
activities for the PEAKS Trust Student Loans on beh alfofthe PEAKS Trust to meet certain perfom1ance c1iteria specified in the PEAKS Servicing Agreement.
We have not, however, exercised our right to tenninate the PEAKS Servicing Agreement. As a result of our primary beneficiary conclusion, we consolidated
the PEAKS Trust in our consolidated financial statements beginning on Februaty 28, 20 13. Prior to February 28, 20 13, the PEAKS Trust was not required to
be conso lidated in o ur consolidated financial statements, because we concluded that we were not the primary beneficiary of the PEAKS Trust prior to that
time. The PEAKS Trust is discussed in more detail below. The PEAKS Servicing Agreement is the agreement between the servicer and the PEAKS Trust
(among other parties) that specifies the servicing acti vities to be p rovided by the servicer related to the PEAKS Trust Student Loans (the " PEAKS Servicing
Agreement").
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Our consolidated financial statements for pe riods after Febrnary 28, 2013 include the PEAKS Trnst, because we were considered to have control over
the PEAKS Trust under ASC 8 10 as a result of our substantive unilateral ri gh t to terminate the PEAKS Servicing Agreement. We do not, however, actively
manage the operations of the PEAKS Trust, and the assets of the consolidated PEAKS Trust can only be used to satisfy the obligations of the PEAKS Trnst.
Our obligations under the PEAKS Guarantee remain in effect, until the PEAKS Senior Debt and the PEAKS Trust's fees and expenses are paid in full. See Note
16- Commitments and Contingencies.
Based on our analysis, we also concluded that we were not the primary beneficiary of the 2009 Entity as of December 31, 2013, because we did not
have the power to direct the servicing activit ies on the private education loans
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owned by the 2009 Entity. As a result, we are not required under ASC 810 to consolidate the 2009 Entity in our consolidated financial statements as of and
for the fiscal year ended December 31, 2013. Our conclusion that we were not the primary beneficiary of the 2009 Entity did not change from the prior
reporting period. Therefore, there was no effect on our consolidated financial statements arising from our conclusion that we were not the primaty beneficiary
of the 2009 Entity. The 2009 Ent ity is discussed in more detail below.
We may become the primary beneficiary of the 2009 Entity, if the entity that perfotms the servicing activities for the 2009 Entity (the "2009 Loan
Program Servicer") fai ls to meet certain performance criteria specified in the servicing agreement that governs the servicing activities of the private education
loans made under the 2009 Loan Program (the "2009 Servicing Agreement"). If the 2009 Loan Program Servicer fails to meet those perfonnance criteria, we
have the right to tenuinate the 2009 Servicing Agreement and, therefore, would be considered to have the power to direct the activities of the 2009 Entity
that most significantly impact the economic performance of the 2009 Entity. If that occurs, we would be required to consolidate the 2009 Entity in our
consolidated financial statements. As of December 31, 2013, we believe that the perfo1mance criteria specified in the 2009 Servicing Agreement were met
and, therefore, we did not have the right to terminate the 2009 Servicing Agreement. Based on preliminary loan performance data as of September 30, 2014
that we have received regarding the private education loans made under the 2009 Loan Program, however, we believe that, as of September 30, 20 14, the
2009 Loan Program Servicer may not have met the performance criteria speci lied in the 2009 Servicing Agreement. As a result, it appears likely that the 2009
Loan Program Servicer either has failed, or within the foreseeable future will fail, to meet the perfonnance criteria in the 2009 Setvicing Agreement. Once that
occurs, following a cure period and that assuming that no cure occurs, we will have the right to tem1inate the 2009 Servicing Agreement. As a result of that
right, we will be required to consolidate the 2009 Entity into our consolidated financial statements. We believe that this right to tenninate the 2009 Servicing
Agreement will become operative in late 2014 or early 2015.
PEAKS Trust. On January 20, 20 I 0 , we entered into agreements with unrelated third parties to estab lish the PEAKS Program, which was a private
education loan program for our students. Under the PEAKS Program, an unrelated lender originated private education loans to our eligible students and,
subsequent ly, so ld those loans to the PEAKS Trust. The PEAKS Trust issued the PEAKS Senior Debt to investors. The lender disbursed the proceeds of the
private education loans to us for application to the students' account balances with us that represented their unpaid education costs. We transfetTed a portion
of the amount of each private education loan disbursed to us under the PEAKS Program to the PEAKS Trust in exchange for the Subordinated Note. No new
private education loans were or will be originated under the PEAKS Program after July 2011, but immaterial amounts related to loans originated prior to that
date were disbursed by the lender through March 20 12.

The Subordinated Note does not bear interest and was recorded net ofan unamottized discount based on an imputed interest rate of9.0% in Other
assets on ou r Conso lidated Balance Sheet as of December 3 1, 20 12. Pri or to October I, 2012, the d iscount was amortized and recognized in Interest income in
our Consolidated Statements oflncome over the tenn of the Subordinated Note. The maturity date of the Subordinated Note is in March 2026. The amount
owed to us under the Subordinated Note was approximately $73,000 as of December 3 1, 2012. The canying value of the Subordinated Note was eliminated
from our Conso lidated Balance Sheet when we conso lidated the PEAKS Trust in our consolidated financial statements beginning on February 28, 2013.
The PEAKS Trust utilized the proceeds from the issuance of the PEAKS Senior Debt and the Subordinated Note to purchase the private education loans
made by the lender to our students. The assets of the PEAKS Trust (which include, among other assets, the PEAKS Trust Student Loans) serve as collateral for,
and are intended to be the principal source of, the repayment of the PEAKS Senior Debt and the Subordinated Note.
Jn the three months ended December 3 1, 20 12, we determined it was probab le that we would not collect the canying value of the Subordinated Note
and, therefore, concluded that the Subordinated Note was impaired . We recorded an impainnent charge in the amount of approximately$ I 0,300, which
equaled the total canying value of the Subordinated Note prior to recording the impairment charge. The cany ing value of the Subordinated Note was
approximately $0 as of December 31, 20 12, and was included on our Consolidated Balance Sheet in Other assets. The canying va lue of the Subordinated
Note was eliminated from our Consol idated Balance Sheet when we consoli dated the PEAKS Trust in our consolidated financial statements. We did not
recognize any interest income related to the Subordinated Note in our Consolidated Statements oflncome after September 30, 20 12 .
Under the PEAKS Guarantee we guarantee payment of the principal and interest owed on the PEAKS Senior Debt, the administrative fees and expenses
of the PEAKS Trust and a minimum required ratio of assets of the PEAKS Trust to outstanding PEAKS Senior Debt. Our guarantee obligations under the
PEAKS Program remain in effect until the PEAKS Senior Debt and the PEAKS Trust's fees and expenses are paid in full. At such time, we will be entitled to
repayment of the amounts that we paid under the PEAKS Guarantee (which do not include Payments on Behalf of Borrowers, as defined below), to the extent
of availab le funds remaining in the PEAKS Trust. As of December 31, 2012, we had made payments tota ling $12,342 under the PEAKS Guarantee (excluding
Payments on BehalfofBorrowers), which we expected to be repaid to us (the "PEAKS Guarantee Receivable"). The PEAKS Guarantee Receivable was
eliminated from our Consolidated Balance Sheet when we consolidated the PEAKS Trust in our consolidated financial statements. See Note 16 Commitments and Contingencies, for a further discussion of the PEAKS Guarantee.
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We did not consolidate the PEAKS Trust in our consolidated financ ial statements as of December 31, 2012, because we concluded that we were not the
primaty beneficiaty of the PEAKS Trust prior to Februaty 28, 2013. We did, however, include the PEAKS Guarantee Receivable, net of accrued discount, and
the contingent liabi lity related to the PEAKS Guarantee in our consolidated financial statements as of December 31, 20 12 . We did not record a PEAKS
Guarantee Receivable or a cont ingent liabi lily related to the PEAKS Guarantee in our consolidated financial statements as of December 3 I, 20 I 3. See Note
16 - Commitments and Contingencies, for a fi.irther discussion of those amounts.
We concluded that we became the primaty beneficiaty of the PEAKS Trust on Februaty 28, 20 13 and, therefore, were required to consol idate the
PEAKS Trust in our consolidated financial statements. In accordance wi th ASC 810, the consolidation of the PEAKS Tmst was treated as an acquisition of
assets and liabil ities and, therefore, the assets and liabilities of the PEAKS Trust were included in our consolidated financial statements at their fair value as of
Februaty 28, 20 I 3. The following table sets forth the fair value of the assets and liabilities of the PEAKS Trust as ofFebmaty 28, 20 13 that were included on
our Consolidated Balance Sheet on that date:
As of February 28, 201 3
Assets
Liabilities

Restricted cash
PEAKS Trust student loans, less allowance for loan losses of$0
PEAKS Trust student loans, excluding current portion, less allowance for loan losses of
$0
Current portion of PEAKS Trust senior debt
Other current Iiab i Ii ties
PEAKS Tmst senior debt, exc luding cum:nt portion
Total

$

1,703
7,282
104 ,834
$103,356
47 1
122,740
$226,567

$113,8 19

The foll owing table sets forth the carrying value of the assets and liabilities related to the PEAKS Program as ofFebruaty 28, 20 13 that we eliminated
from our consolid ated balance sheet when we consolidated the PEAKS Trust in our consolidated financ-ia l statements, and the line items within which those
assets and liabil ities were included:
As o f Febr uary 28, 20 13
Assets
Liabilities

Other assets
Other current liab ilities
Other liab ilities
Total

$ 6 ,6 14
$
$

3,060
43,054
46,1 14

T he fair value of the PEAKS Trust 's liabilities exceeded the fair value of the PEAKS Tmst's assets as offeb ruaty 28, 2013 by $ 11 2,748. The amount of
this excess was reduced by $39,500, which represented the net amoun t of the carrying value of the assets an d liabilities related to the PEAKS Program that
had been recorded in our conso lidated financial statements as ofFeb111a1y 28, 2013 and were eliminated upon the Conso lidation. As a result, we recognized a
total loss of$73,248 in o ur Consolidated Statement of Income for the year ended December 31, 20 13 related to the Consolidation.
T he following table sets forth the canying values of assets and liabilities of the PEAKS Trust that were included on our Consolidated Balance Sheet as
of December 31, 2013:
As of December 3 1, 20 13
Liabilities
Assets

Restricted cash
PEAKS Trnst student loans, less allowance for loan losses of$0
PEAKS Trust student loans, excluding current portion, less allowance for loan losses of
$29,349
Current portion of PEAKS Trust senior debt
Other current liab ilities
PEAKS Tmst senior debt, exc luding current portion
Total

$ 2,593
7,730
76,4 79
$157,883
697
7 1,34 1
$229,92 1
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The assets of the PEAKS Trust can only be used to satisfy the obligations of the PEAKS Trust. Payment of the ad ministrative fees and expenses of the PEAKS
Trust and the principal and interest owed on the PEAKS Senior Debt a re guaranteed by us u nder the PEAKS Guarantee.
The following table sets forth the revenue and expenses of the PEAKS Trust, excluding the loss on consolidation of the PEAKS Trust, that were
included in our Consolidated Statement oflncome in the year ended December 31 , 2013:
Year Ended
December 31,
201 3
$
12,996

Revenue
Student services and admin istrative expenses
Provision for PEAKS Trust stud ent loan losses
Interest expense
Income (loss) before provision for income taxes

$

5,288
29,349
21,288
(42,929)

The revenue of the PEAKS Trust consists of in terest income on the PEAKS Tmst Student Loans, which is the accretion of the accretable yield on the PEAKS
Trust Student Loans. The servicing, admin istrative and other fees incurred by the PEAKS Trust are included in Student services and administrative expenses
in our Consolidated Statements of Income. The provision for PEAKS Trust student loan losses represents the increase in the allowance for loan losses that
occurred du1ing the period. The allowance for loan losses represents the difference between the carrying value and the total present value of the expected
principal and interest collections of each loan pool of the PEAKS Trust Student Loans, discounted by the loan pool's effective interest rate as of
December 3 1, 2013. lnterest expense of the PEAKS Trust represents interest expense on the PEAKS Senior Debt, which includes the contractual interest
obligation an d the accretion of the discount on the PEAKS Senior Debt.
Beginning in the fourth quarter of20 12 and continuing through January 20 14, we made payments on behalfof certain student borrowers under the
PEAKS Program to the PEAKS Trust to avoid defaults by those borrowers on the ir PEAKS Trust Student Loans ("Payments on Behalf of Borrowers"), which
defaults would have triggered much larger contractually requ ired payments by us under the PEAKS Guarantee. At the time we made Paymen ts on Behalfof
Borrowers, we bel ieved that those payments were contractually penn itted and a fonn of payment to the PEAKS Trust that would satisfy obligations that were
contractually required . Since that time, however, we have detennined that Payments on Behalf ofB01rnwers are not pem1itted or required to support the
PEAKS Trust. Ifwe had not made Payments on Behalf of Bon-owers, we would have had to make contractually required payments under the PEAKS
Guarantee in greater amounts. We made Payments on Behalfof Borrowers after assessing:
the likelihood ofus being con tractually required to make payments under the PEAKS Guarantee in the near future;
the effect on our li q uidity that would result from making payments under the PEAKS Guarantee compared to making Payments on Behalf
of Borrowers;
the effect that Paymen ts on Behalfof Borrowers may have on the funds available to the PEAKS Tmst to repay the Subordinated Note to
us following full payment of the PEAKS Trust's other ob ligations; and
the fact that we will not be able to recover Payments on BehalfofBorrowers from the PEAKS Trust or the student bon-owers on whose
behalf we made those payments.
Payments on BehalfofBorrowers assisted in:
mainta ining the ratio ofassets of the PEAKS Tmst to outstanding PEAKS Senior Debt at the required level (the "Asset/ Liability Ratio");
and
satisfying the follov,ing month's required payment of interest on the PEAKS Senior Debt and administrative fees and expenses of the
PEAKS Trust.
Prior to the Consolidation, Payments on Behalfof Borrowers were reflected on our financial statements as a reduction to our contingent liabi lity accrual.
Following the Consolidation, Payments on Behalf ofBon-owers were not reflected on our financia l statements, since those payments were intercompany
transactions, which were eliminated from our financial statements as a result of the Conso lidation.
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The following table sets forth the guarantee payments and Payments on BehalfofB01rnwers that were made related to the PEAKS Program in the
periods indicated:

T ype of Payment

PEAKS Guarantee
Payments on Behalf of Borrowers
Total
(I)

January I ,
2013
Through
February 28,
2013 (1)

$
$

854
532
1,386

March I,
2013
Through
December 3 1,
2013 (I)

$
$

1,559
10,967
12,526

Total Year
Ended
December 3 I ,
2013

$
$

2,4 13
11,499
13,9 12

Year Ended
December 3 1,
2012

S
S

12,342
2,762
15,104

We have provided separate columns showing the payment amounts prior to and after the Consolidation, because all transactions with the PEAKS Trust
were eliminated from our consol idated financial statements after the Consolidation. Cash payments were, however, made by us throughout the periods
indicated, inclu ding the periods after the Consolidation

In January 20 14, we made Payments on Behalf of Borrowers of$ l ,832. ln March 20 14, we entered into a letter agreement, dated as of March 17, 2014,
with the trnstee under the PEAKS Program and the holders of t he PEAKS Senior Debt (the "Letter Agreement"), in order to resolve differing interpretations of
the permissibil ity of the Payments on Behalfof Borrowers under the PEAKS Program documents. Pursuant to the Letter Agreement, the trustee agreed to
waive, and the holders of the PEAKS Senior Debt consented to the waiver of, any:
breach of the PEAKS Program documents caused by us making Payments on BehalfofBorrowers, including any failure to make
payments under the PEAKS Guarantee as a result thereof; and
event of default under the PEAKS Program documents that may have arisen o r resulted by us making Payments on Behalfof Borrowers.
In the Letter Agreement, we agreed, after the date of the Letter Agreement, not to make any fi.1rther payments of any k ind on behalfofany borrower in respect
ofa private education loan made under the PEAKS Program. In accordance with the terms of the Letter Agreement, we paid $40,000 on March 20, 2014,
which is considered to be a payment under the PEAKS Guarantee and was applied primarily to make a mandatory prepayment of the PEAKS Sen ior Debt.

2009 Entity. On February 20, 2009, we entered into agreements with the 2009 Entity to create the 2009 Loan Program. Under the 2009 Loan Program,
an unrelated lender originated private education loans to our eligible students and, subsequently, sold those loans to the 2009 Entity. The 2009 Entity
purchased the private education loans from the lender utilizing fi.tnds received from its owners in exchange for panicipation interests in the private education
loans acquired by lhe 2009 Ent ity. The lender disbursed the proceeds of the private education loans to us for appl ication to the students' account balances
with us that represented their unpaid education costs. No new private education loans were or will be originated under the 2009 Loan Program after
December 3 1, 2011, but immaterial amounts related to loans originated prior to that date were disbursed by the lender through June 20 12.
In connection with the 2009 Loan Program, we entered into the 2009 RSA with the 2009 Entity. Under the 2009 RSA, we guarantee the repayment of
any private education loans that are charged off above a ce1tain percentage of the private education loans made under the 2009 Loan Program, based on the
annual dollar volume. Under the 2009 RSA, we have an obligation to make the monthly payments due and unpa id on those private education loans that have
been charged off above a cenain percentage ("Regular Payments"). Instead of making Regular Payments, however, we may elect to:
pay the then outstanding balance (pl us accrued and unpaid interest) of those private education loans that have been cha rged off above a
certain percentage and, with respect to which, an amount equal to at least ten monthly payments has been paid; or
pay the then outstanding balance (plus accrued and unpaid interest) oftbose private education loans that have been charged off above a
certain percentage and, with respect to which, an amount equal to at least ten monthly payments has not been pa id, plus any interest that
would otherwise have been payable until ten monthly payments had been made, discounted at the rate of I 0% per annum
(collectively, "Discharge Payments" ). We determined that the abil ity to make Discharge Payments as of December 31, 2013 did not g ive us the power to
direct the activities that most significantly impacted the economic perfonnance of the 2009 Entity and, therefore, did not change our conclusion that we were
not the primary beneficiary of the 2009 Entity.
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We are entitled to all amounts that the 2009 Entity recovers from loans in a pa1ticular loan pool made under the 2009 Loan Program that have been
charged off, until al l paymen ts that we made under the 2009 RSA with respect to that loan pool have been repaid to us by the 2009 Entity. The following
table sets forth the payments that we made to the 2009 Entity related to our guarantee obligations under the 2009 RSA and the amount of recoveries from
charged-offloans paid to us by the 2009 Entity in the periods indicated:
Year E-nded December 3 1,
2013
2012

Regular Payments
Discharge Payments
Recove,ies from Charged-Off Loans

$

1,79 1
9 12
_ ___._(l--'-0-'-"3)
$ 2,600

$

$

I ,990
0
(2 34)
1,756
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In the fiscal year ended December 3 1, 2013, we also offset $9,09 1 owed by us under the 2009 RSA against amounts owed to us by the 2009 Entity under the
Revolving Note, instead of making additional payments in that amount. See Note 16 - Commitments and Contingencies for a further discussion of the offset.
Approximately $6,786 of the amount that we claimed as an offset against the Revolving Note represented Discharge Payments. We recorded all of the
amounts claimed as offsets in Other current liabilities on our Consolidated Balance Sheet as of December 3 I,20 13 . In the year ended December 3 I,20 13, the
2009 Entity did not remit to us $574 of recoveries from charged-off loans that were owed to us. We recorded all of the amounts owed to us from the 2009
Entity for recoveries from charged-off loans in Prepaid expenses and other cun-ent assets on our Conso lidated Balance Sheet as of December 3 1, 20 13 . See
Note 16 - Commitments and Contingencies, for a further discussion of the 2009 RSA. We determined that c laiming an offset against the Revolving Note for
Regular Payments or Discharge Payments did not give us the power to direct the activities that most significantly impacted the economic perfonnance of the
2009 Entity as of and for the year ended December 31, 20 13 and, therefore, did not change our conclusion that we were not the primary beneficiary of the
2009 Entity.
Jn addition, we have made advances to the 2009 Entity under the Revolving Note. We did not make any advances in the fiscal years ended
December 3 1, 2013 or 2012 to the 2009 Entity under the Revolving Note that we were not contractually required to make. Certain of the assets of the 2009
Entity serve as collateral for the Revolving Note. The Revolving Note bears interest, is subject to customary terms and conditions and is currently due and
payable in full. The advances under the Revolving Note were p rimarily used by the 2009 Entity to purchase additional private education loans under the
2009 Loan Program that otherwise may not have been originated. The period of time during wh ich we coul d have made addit ional advances un der the
Revolving Note ended on January I, 20 14.
The amount owed to us under the Revolving Note, excluding the offsets described above, was approximately $8,200 as of December 3 I,2013 and
$8,300 as of December 3 1, 2012. In the three months ended December 31 , 2012, we determined that circumstances indicated it was probable that we would
not collect the full can-ying value of the Revolving No te and, therefore, concluded that the Revolving Note was impaired. We recorded an impainnent charge
in the amount of$4 ,900, which equaled the amount that the can-y ing value of the Revolving Note exceeded the presen t value of the expected future cash
flows from that note. The can-ying value of the Revolving Note p1ior to recording the impaim1ent charge was a pproximately $7,800. The canying value of the
Revolving Note was approximately $2,500 as of December 31, 2013 and $2,900 as of December 31, 2012, and was included on our Consolidated Balance
Sheets in Prepaid expenses and other Clllrent assets as of December 3 1, 20 13 and in Other assets as of December 3 1, 20 12 . We have not recognized any
interest income related to the Revolving Note in our Consolidated Statements oflncome during the time that the Revolving Note has been impa ired.

11.

PEAKS Trust Student Loans

We concluded that we were required to consolidate the PEAKS Trust in our consolidated financial statements beginning on February 28, 20 13 . See
Note IO - Variable Interest Entities, for a further discussion of the Consolidation. As a resu lt, the assets and liabilities of the PEAKS Trust were included on
our Consolidated Balance Sheet as of December 31, 2013. The PEAKS Trust Student Loans are included in the line items related to the PEAKS Trust Student
Loans on our Consolidated Balance Sheet.
A significant number of the PEAKS Trust Student Loans were detennined to be credit impaired upon consolidation. Loans dete1rnined to be credit
impaired upon consolidation or acquisition (" Purchased Credit Impaired Loans" or "PCJ Loans"), are initially measured at fair va lue in accordance with ASC
310-30, "Receivables - Loans and Debt Securities Acquired with Deteriorated Credit Quality" ("ASC 310-30"). A loan is considered a PC! Loan, if it has
evi dence of deteriorated credit quality following the loan's origination date. As a result, at the date of consolidation or acquisit ion, it is probable that all
contractually required payments under a PCI Loan will not be collected.
The PEAKS Trust Student Loans that did not individuall y have evidence of deteriorated credit quality at the time ofconsolidation were also initially
measured at fa ir value and are accounted for in accordance with ASC 3 10-30. We believe that following the guidance of ASC 310-30 by analogy with respect
to those loans provides the most reasonable presentation of the value of those loans, primarily due to:
the evidence of deteriorated credit quality ofa s ignificant number of the PEAKS Trust Student Loans; and
the probability that all contractually required payments with respect to those loans will not be collected.
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All of the PEAKS Trust Student Loans are, therefore, considered to be, and reported as, PCI Loans.
This accounting treatment is consistent with the Confirmation Letter, in which the AJCPA summarized the SEC staff's view regarding the accounting in
subsequent pe1iods for d iscount accretion associated with loan receivables acquired in a business combination or asset purchase. In this letter, the AJCPA
states that it understands that the SEC staff will not object to an accounting policy based on contractual or expected cash flow. We believe that following
ASC 310-30 by analogy with respect to the PEAKS Trust Student Loans that did not individually have evidence of deteriorated credit quality at the time of
consoli dation is an appropriate applicat ion of the accounting guidance to determine the initial measurement of the value of those loans.
PCI Loans recognized upon consolidation o r acquisi tion in the same fiscal quarter may be aggregated into one or more poo ls, provided that the PC!
Loans in each pool have common risk characteri stics. The PEAKS Trust Student Loans were considered to be PC I Loans upon consolidation and were
aggregated into 24 separate pools ofloans, based on common risk characteristics of the loans, which inc luded:
the fiscal quarter in which the PEAKS Trust Student Loan was originated; and
the consumer credit score of the borrower.
PC! Loans that do not have evidence of deteriorated cred it quality are not aggregated in the same pools with PCI Loans that have evidence of deteriorated
credit qua lity. The same aggregation criteria, however, were used to determine those loan pools. Each loan pool is accounted for as a single asset with a single
composite interest rate and an aggregate expectation of cash flows.
Upon the Consol idation on Febmary 28, 20 13, the PEAKS Trust Student Loans were recorded at their estimated fa ir value. The estima ted fair value of
the PEAKS Trust Student Loans as ofFebruary 28, 2013 was detem1ined using an expected cash flow methodology. Projected default rates and forbearances
were considered in applying the estimated cash flow methodology. Prepayments of loans were not considered when estimating the expected cash flows,
because, historically, few PEAKS Tru st Student Loans have been prepaid . No allowance for loan loss was established as of Feb ruary 28, 2013, because all of
the PEAKS Trust Student Loans were reco rded at fair value and future credit losses are considered in the estimate of fair value.
T he following table sets forth the estimated fair value, accretab le yield and expected cash flows for the PEAKS Trust Student Loans, in total and for
those loans pursuant to which ASC 3 10-30 was applied by analogy, as of the date indicated:
As of February 28, 20 13
ASC 3 10-30
Applied By
Total
Analogy

Estimated fa ir value
Accretable yield
Expected cash flows

$112, 11 6
$ I 00,953
$213,069

$ 60, 177
$ 58,843
$ 119,020

The excess of any cash flows expected to be collected with respect to a loan pool of the PEAKS Trust Student Loans over the canying value oftbe loan
pool is referred to as the accretable yiel d. The accretable yield is not reported on our Conso lidated Balance Sheets, b ut it is accreted and included as interest
income using the effective in terest method, which is at a level rate of return over the remaining estimated life of the loan pool.
The contractuall y required futu re principa l and interest payments for all PEAKS Trust Student Loans outstanding at February 28, 2013 totaled
approximately $487,800. The contractually required future principal and interest payments for the PEAKS Trust Student Loans outstanding at February 28,
20 13 pu rsuant to which ASC 3 10 -30 was applied by analogy tota led approximately $213,600. The excess of the contractually required payments of the
PEAKS Trust Student Loans over the expected cash flows is referred to as the nonaccretab le difference. As of February 28, 20 13, the nonaccretable difference
was ap proximately $274,700 for all outstanding PEAKS Trust Student Loans and approximately $94,600 for those outstanding PEAKS Trust Studen t Loans
pursuant to wh ich ASC 310-30 was applied by analogy.
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On a quarterly basis subsequent to February 28, 2013, we estimate the principal and interest expected to be collected over the remaining life of each
loan pool. These estimates include assumptions regarding default rates, forbearances and other factors that re0ect then-current market conditions.
Prepayments ofloans were not considered when estimating the expected cash flows, because, h istorically, few PEAKS Trust Student Loans have been
prepaid.
Jfa decrease in the expected cash flows ofa loan pool is p robable and would cause the expected cash flows to be less than the expected cash flows at
the date of the Consolidation or the end of the previous fiscal quarter, whichever is later, we would record the impainuent as:
a provision for PEAKS Trust student loan losses in our Consolidated Statement oflncome; and
an increase in the allowance for loan losses on our Consolidated Balance Sheet.
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The provision for PEAKS Trust student loan losses represents the increase in the allowance for loan losses that occurred during the pe1iod. The allowance for
loan losses is the difference between the canying value and the total present value of the expected principal and interest collections of each loan pool,
discounted by the loan pool's effective interest rate at the date of the Consolidation or the end of the previous fiscal quarter, whichever is later. !fa significant
increase in the expected cash flows of a loan pool is probable and would cause the expected cash flows to be greater than the expected cash flows at the date
of Consolidation or the end of the previous fisca l quaner, whichever is later, we would:
first reverse any allowance for loan losses with respect to that loan pool that was previously recorded on our Consolidated Balance Sheet,
up to the amount of that allowance; and
record any remaining increase prospectively as a yield adj ustment over the remaining estimated lives of the loans in the loan pool.
The following table sets forth information regarding changes in the allowance for loan losses of the loan poo ls of the PEAKS Trust Student Loans in
the aggregate in the pe1iod indicated:
Year Ended
Decembe r 3 I,
20 13

Balance as ofFebma1y 28, 2013
Loans charged off
Recoveries from c harged olT!oans
Provision for loan losses

s

.Balance as of December 31, 2013

$

0
0
0

29,349
29,349

Adj ustments to the interest income ofa loan pool are recogn ized prospectively, if those adjustments are due to:
changes in variable interest rates; or
any other changes in the timing of the expected cash flows of the loan pools.
Modifications were made to PCI Loans in each of the fiscal qualters in 20 13 and were primarily due to forbearances granted with respect to the
payment of those loans. We consider the impact of any modifications made to PC! Loans as pan ofour quanerly assessment of whether:
a probable and sign ificant change in the expected cash flows o f the PCJ Loans has occurred; and
the loans should continue to be accounted for and repolted as PCI loans.
In evaluat ing t he impact of modifications made to PCI Loans on the expected cash flows of those loans, we consider the effect of any foregone interest and
the potential for fi.1ture default. These default estimates are used to calculate expected credit losses wit h respect to each loan pool. In developing these
probabi lit ies of default estimates, we con sid ered the relat ionship between the credi t quality characteristics of the loans in the loan pool and certain
assumptions based on t he perfonnance histo1y of the PEAKS Trnst Student Loans and industry data related to the severity and recovery lag of defaults
appl icable to private education loans. Loans for which Payments on Behal fof Borrowers were made were assumed to be defaulted loans in our default
estimates. Forbearances have been granted with respect to the payment of approximately 25% of the PEAKS Trust Student Loans.
The charge off of a PCl Loan results in the removal of that loan from the un derlying PCl Loan pool an d reduces the loan pool discount. If the discount
for principal losses fora particular PCI Loan pool has been fully depleted, the charge off of a PC I Loan will reduce the PCI Loan pool's allowance for loan
losses. Removal ofa PC! Loan from the underlying PC! Loan Poo l does not change the effective yield of the PC! Loan Pool.
As of December 3 1, 20 13, the outstanding ba lance of the PEAKS Trust Student Loans, including accrued interest, was approximately $ 279,400. The
canying amount of the PEAKS Trust Student Loans included under the line items related to the PEAKS Trust Student Loans on our Consolidated Balance
Sheet was $84,209 as of December 31 , 20 I 3. The PEAKS Tmst Student Loans were not incl uded on our Consolidated Balance Sheets prior to Febmary 28,

20 13.
F- 3 I

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00016964

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review002878

Table of Contents

The following table sets forth infonnation regarding aggregate changes in accretable yield of the loan poo ls of the PEAKS Trust Student Loans, in total
and forthose loans pursuant to which ASC 310-30 was applied by analogy, for the period indicated:
Year Ended December 31, 2013
ASC 310-30
Applied By
Tota l
Analogy

Balance as of Janual)' I
Additions resulting from the Consolidation
Accretion
Rec lassification from nonaccretable difference and changes in expected
cash 0ows
Balance as of December 3 1

12.

$

$

0
100,953
(I 2,996)

$

(17,377)
70,580

0
58,843
(7,243)
(9,326)
42,274

$

Property and Equipment

The follov,ring table sets forth our property and equipment, net, as of the dates indicated:
As of December 3 1,
2012

20 13

Furniture and equipment
Buildings and building improvements
Land and land improvements
Leasehold improvements
Software
Construction in progress

$ 162,128
134,993
39fi09
20J53
8,620
_ _1_5_6
$ 366,459
(I 97,950)
$ 168,509

Less: Accumulated depreciation and amort izat ion
Propelty and equipment, net

$171,534
134,303
39fi09
21~47
8,620
1,177
$ 376,690
(I 86,800)
$ 189,890

Software includes purchased and intemally developed sofhvare .
The following table sets forth the depreciation and amortization expense for the assets listed above in the periods indicated:
Year Ended December 31,
2012
2011

2013
-$27,007

Depreciation and amortization expense

13.

-$29,320

-$27,856

Debt

On March 21, 20 I 2, we entered into a credit agreement (the "Credit Agreement") that provided for a $325,000 senior revolving credit facility. We
entered into amendments to the Credi t Agreement on March 3 1, 201 4, May 29, 201 4, June 30, 2014 (the "Third Amendment"), July 30, 20 14 (the "Fourth
Amendment") and September 15, 2014 (the " Fifth Amendment" ), and we entered into a Consent to Credit Agreement, wh ich is effective upon the delivel)' by
us to the lenders ofour audi ted consolidated financial statements included in this filing (the "Consent"). The Credit Agreement, as so amended and including
the Consent, is referred to herein as the "Amended Credit Agreement." The Amended Credit Agreement has a maturity date of March 21,20 15.
A portion of the borrowings under the Credit Agreement were used to prepay the entire outstanding indebtedness under a prior credit agreement which
was tenninated on March 2 1, 2012. ln addit ion to the prepayment of the outstanding indebtedness under the prior credit agreement, borrowi ngs under the
Amended Credit Agreement are used for general corporate purposes.
Under the Amended Credit Agreement, the aggregate commitment o f the lenders, effective June 30, 201 4, is reduced to $135,000, and the portion of
the commitments availab le for letters of credit is increased from $25,000 to $85,000. Certain letters of credit in an aggregate amount of approx imately $2,352
previously issued by JPMorgan Chase Bank, N.A. are deemed to be letters of credit issued pursuant to the Amended Credit Agreement. lfwe have not caused
the issuance of a letter of credit payable to the ED ("ED Letter of Credit") by November 15, 20 14, the aggregate commi tments of the lenders will be reduced
to $ 100,000. Ln addition, the commitments of the lenders under the Amended Cred it Agreement will be reduced to the extent that borrowings are repaid by us
using proceeds from certain types of transactions specified in the Fou1th Amendment and the Fifth Amendment, as d escribed further below.
Bon·owings under th e Amended Credi t Agreement bear interest, at our option, at the London Interbank Offered Rate ("UBOR") plus a n ap plicable
margin or at an a lternative base rate, as defined under the Amend ed Credit Agreement, p lus an applicable margin. The applicable margin for bon'O\vings
under the Amended Credit Agreement is detennined based on the ratio ofour total Indebtedness (as defined in the Amended Credit Agreement and which
primarily includes outstand ing borrowings, recorded contingent liabilities related to our guarantee obligations, letters of credit and surety bonds) to EBITDA
(as defined in the Amended Credit Agreement) (the "Leverage Ratio") as of
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the end of each fiscal quarter. We also pay a commitment fee on the amount of the unutilized commitments under the Amended Credit Agreement. The
amount of the commitment fee is detennined based on th e Leverage Ratio as of the end of each quarter. The effective interest rate on our borrowings was
approximately:
3.60% per annum in the year ended December 31, 2013;
2.40% per annum in the year ended December 31 , 2012; and
1.20% per annum in the year ended December 31, 2011.
The commitment fee under the Amended Credit Agreement was 0.40% as ofDecember3 I , 2013.
We recognized interest expense and fees (includ ing the facil ity fee and commitment fee) on our borrowings under the Amended Credit Agreement or
the prior credit agreement, as applicable, of$3,424 in the year ended December 31, 20 13, $3,303 in the year end ed December 3 I, 2012 and $1,825 in the yea r
ended December 3 1, 2011.
In addition to the participation fee required to be paid by us pursuant to the original tenns of the Credit Agreement related to letters of credit, which
accrnes at the same rate used to detennine the interest rate applicable to Eurodollar Revolving Loans (as defined in the Amended Credit Agreement), the Fifth
Amendment provides that an additional participation fee is required to be paid by us related to the ED Letter of Credit, which will accme at a ticking fee rate
on the average daily amount of the lenders' letter ofcredit exposure with respect to the ED Letter of Credit. The ticking fee rate is defined as:
0.00% per annum for the period from September 15, 20 14 through and including March 21 , 20 15;
1.00% per annum for the period from March 22, 20 15 through and inclu ding March 2 1, 2016;
2.00% per annum for the pe,iod from March 22, 20 16 through and including March 2 1, 2017;
3.00% per annum for the period from March 22, 20 17 through and including March 2 1, 2018;
4.00% per annum for the period from March 22, 20 18 through and including March 2 1, 2019; and
5.00% per annum for the period from March 22, 20 19 through November 15, 2019.
The Amended Credit Agreement contains, among other things, covenants, representations and warranties and events of default customary for c redit
facil ities. We are required to mainta in compliance with a maximum Leverage Ratio, a min imum fixed charge coverage ratio, a minimum liquidity amount,
and several covenants related to the ED's regulations. We were in compliance with those covenants as of December 31, 2013, after giving effect to the Third
Amendment and the Fou1th Amendment. The Third Amendment provides that noncompliance with the Leverage Rat io as of the end of the fiscal quarters
ending March 3 1, 20 13, June 30, 20 13 and September 30, 2013, and noncompliance with the fixed charge coverage ratio as of the end of the fiscal quarters
ending March 3 1, 20 13, June 30, 20 13, September 30, 2013, and December 3 1, 2013 (in each case, before g iving effect to the Third Amendment) have been
waived by the lenders. ln addit ion, among other th ings, the Third Amendment, the Fourth Amendment, the Fifth Amendment and the Consent, taken
together:
provided that our conso lidated financial statements (and related certificates) as of and for the fiscal year ended December 3 1, 20 13, did
not have to be furnished by us to the lenders unti l October 15, 2014;
provide that our condensed consolidated financial statements (and related certificates) as of and for the fiscal quaiter ended March 3 1,
20 14, do not have to be furnished by us to the lenders until November 15, 20 14;
provide that our condensed consolidated financial statements (and related certificates) as of and for the fiscal qua1ter ended June 30,
20 14, do not have to be furnished by us to the lenders until November 15, 20 14;
provide that our condensed consolidated financial statements (and related certificates) as of and for the fiscal quarter ended September
30, 20 14, do not have to be furnished by us lo the lenders until December 15, 201 4 ;
amend certain covenants to allow for the Conso lidation beginning on Febmary 28, 20 13, and for other factors; and
waive ce1tain defaults related to our financial reponing.
The Amended Credit Agreement:
is secured by a pledge of the equity interests ofour subsidiaries;
is guaranteed by one of our subsid iaries;
is secured by security inte rests in substantially all ofour personal prope1ty and the personal property of the subsidiary guarantor; and
is secured by mortgages on 30 separate parcels of land owned by us, including all of the improvements thereto and fixtures thereon (the
"Mortgaged Property").
The Fourth Amendment p rovides that an event of default under the Amended Credit Agreement will occur, if, among other th ings, the ED imposes a
delay of more than five days in our receipt of Title IV Program funds. The Fifth Amendment prov ides that an event of default under the Amended Credit
Agreement will occur if, among other th ings, we do not engage a financial adv isor acceptab le to the administrative agent before November 15, 20 14 (or
another date not later than December 15, 2014, if acceptable to the administrative agent). Based on our discussions with the administrative agent, we
understand that the financial advisor would be retained to assist us in our ongoing efforts 10 identify and secure alternative financ ing .
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The Fifth Amendment provides that the ED Letter of Credit will not be issued un less we have previously delivered certain real estate due diligen ce
items related to the Mortgaged Property. In addition, the Fifth Amendment allows for the ED Letter of Credit, if issued, to have a tem1 ending not later than
November 15,2019.
Under the Amended Credit Agreement, we are required to provide cash collateral (in an amount equal to I 09% of the face amount of the ED Letter of
Credit and I 03% o f the face amount of all other letters of credit) for any letter of credit issued under the Amended Credit Agreement:
afler July 30, 2014, immediately upon issuan ce, except for the ED Letter of C redit, for which cash collateral is not required, until the
earlier of December 31 , 2014 or when net cash proceeds are received from certa in transactions described in the next paragraph; and
before July 30, 2014, by the earlier o f December 31 , 2 014 or when net cash proceeds are received from certain transactio ns described in
the next paragraph.
All amounts posted as cash collateral for letters of credit will be treated as cash for purposes of detem1ining our compliance with the minimum liquidity
covenant of the Amended Credit Agreement.
Under the Fourth Amendment and the Fifth Amendment, in the event that any ne t cash proceeds are received by us or a material subsidiary ofours in
connection with any sale, transfer, lease or other di sposition of the Mortgaged Property, including in connection with any sale and leaseback transaction, any
mortgage financing or similar transaction with respect to the Mo1tgaged Prope1ty or the incu1Tence by us of indeb tedness that is not pennitted under the
A.mended Credit Agreement, those net cash proceeds wi ll:
first, be delivered to the administrative agent in order to cash collateralize all then outstanding letters of cred it under the Amended C redit
Agree me nt, unt il such ti me as th e admin istrat ive agen t holds cash collateral equal to I 09% of the face amount of the ED Letter of Credit
and I 03% of the face amount of all other letters of credit, or if the ED Letter o f Credit has not yet been issued when the net cash proceeds
are received, to be held by the administrative agent until the issuance o f the ED Letter of Credit and application of the proceeds to cash
col lateral; and
second, be used to repay outstanding bomiwings under th e Amended Credi t Agreement, which repaymen ts wi ll be accompanied by a
correspond ing pro rata reduction of the commitment of each le nder under the Ame nded Credit Agreement.
The Fourth Amendment a lso imp lements additional restrictions on us, including, without limitation:
the excep tion to the limitation on asset dispositions not othernrise permitted under the Amended Credit Agreement is reduced from
$75,000 in the aggregate during the tenn of the Amended Credit Agreement to $5,000 in the aggregate during the period from July 30,
20 14 through the remaining tenn of the Amended Credit Agreement, and all of those asset disposition s must be for fair market value and
an adequate cash purchase consideration, as reasonably determined by the administrative agent, provided that those li mitations do not
apply to an asset disposition of the Mortgaged Property, if that asset disposition generates net cash proceeds ofat least 75% of the
appraised value of that Mortgaged Property;
in addition to the ex isting limitation on sale and leaseback transactions that the net cash proceeds received therefrom may not exceed
$ 125,000 in the aggregate durin g the tenn of the Amended Cred it Agreement, any sale and leaseback transaction must b e for fair market
value and an adequate cash purchase consideration, as reasonably detennined by the administrative agent, provided that any sale and
leaseback transaction of the Mortgaged Property will be d eemed to be for fair market value and an adequate cash purchase co nsideration,
if it generates net cash proceeds ofat least 7 5% of the appraised va lue of that Mortgaged Property;
the pennitted indebtedness consisting of secured indebtedness at any time outstanding (and not otherwise pem1itted by th e Amended
Credit Agreement) is reduced from $25,000 to $5,000 in aggregate principal amount; and
pennitted liens to secure indebtedness, obligations and/or liab ilities at any one time outstanding (which liens are not otherwise permitted
by the Amended Credit Agreement) may not secure debt in excess of$5,000 in aggregate princ ipal amount , reduced from the o ri g inal
$25,000.
If any collateral is so ld in a transaction permitted under the A.mended Credit Agreement or is financed by indebtedness permitted under the Amended
Credit Agreement, the administrative agent will release the mortgage or other security interest in that collateral.
As of December 3 1, 20 13, the outstanding borrowings under the Amended C redit Agreement totaled $50 ,000 and were c lassified as a current liabi lity,
because we be lieved it was probable that we would not be in compliance with certain covenants under the Amended Credit Agreement during the 12 months
following December 3 1, 201 3 .
Jfwe are not in compliance with one or more covenants and are unable to obtain a waiver of our noncomp liance or an amendment to the Amended
C redit Agreement that wou ld allow us to be in compliance wi th those covenants or otherwise not be in default under the Amended Cred it Agreement, the
lenders would have various remedies, including :
the lending commitments under the Amended Credit Agreement may be tenninated;
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our ability to request the issuance ofletters of credit and to obtain amendments, extensions or renewals of letters of credit already issued
under the Amended Credit Agreement may be tenninated;
all then outstanding borrowings and other amounts owed under the Amended Credit Agreement may be declared immediately due and
payable; and
we could be required to provide cash collateral (in an amount equal to l 09% of the face amount of the ED Letter of Credit and I 03% of
the face amount of all other letters of credit) for our ob ligations with respect to any outstanding letters of cred it, if that cash collateral has
not a lready been posted .

In the event that we or our subsidiary guarantor do not pay in full, upon demand, all ofour outstanding borrowings and other amounts owed under the
Amended Credit Agreement or we, or our subsidiary guarantor, do not provide, upon demand, the cash collateral for our letter of credit obligations, the
lenders would be entitled to recourse against the collateral security, including the Mo1tgaged Property, that we and our subsidia1y guarantor have provided,
in order to obtain payment of amounts we owe or are required to provide as cash coll ateral.
For the period February 28, 2013 through December 31, 2013, our consolidated financial statements consolidate the PEAKS Trust. See Note IO Variab le Interest Entities, for a further discussion oft he Consol idat ion. I.n January 20 I 0, the PEAKS T rust issued PEAKS Senior Debt i n the aggregate
princ ipal amount of$300,000 to investors. The PEAKS Senior Debt matures in January 2020 and bears i nterest at a variable rate based on the LIBOR, plus a
550 basis point margin . The min imum LIBOR rate applied to the PEAKS Senior Debt cannot be less than 2 .00%. There are no scheduled principal repayment
requirements for the PEAKS Senior Debt prior to the January 2020 maturity date . Under the tenns of the PEAKS Program documents, however, amounts
received on a monthly basis by the PEAKS Trust that exceed the fees and expenses of the PEAKS Trust then due and the interest then due on the PEAKS
Senior Debt are to be paid to reduce the outstanding principal balance of the PEAKS Senior Debt. We estimate that the amount received in 201 4 by the
PEAKS Trust from PEAKS Trust Student Loan borrowers that could be used to reduce the outstanding principal balance of the PEAKS Senior Debt, will not
be material. The assets of the PEAKS Trust (which include, among other assets, the PEAKS Trust Student Loans) serve as collateral for, and are intended to be
the principal source of, the repayment of the PEAKS Senior Debt. Payment of the PEAKS Senior Debt may be accelerated by the indenture trustee of the
PEAKS Trust or by the holders of the PEAKS Senior Debt in response to certain events of default under the indenture under the PEAKS Program (the " PEAKS
Indenture"), inclu ding, among other things:
a payment default by the PEAKS Trust;
a default in the perfonnance or observation of the PEAKS Trust's covenants, agreements or conditions under the PEAKS Indenture;
a breach ofour obligations under the PEAKS Guarantee; and
certain bankruptcy events with respect to the PEAKS Trust or us.
An acceleration of the payment of the PEAKS Senior Debt wou ld result in an acceleration ofour ob ligation to pay the full amount of the PEAKS Senior Debt

pursuant to the tenns of the PEAKS Guarantee , if the PEAKS Trust was not able to make that payment (and we believe that it is un likely that the PEAKS Trust
would be able to make that payment). The acceleration of our obligation to pay the full amount of the PEAKS Senior Deb t, and/or our inabil ity to make that
payment, could result i n cross-defaults under the Amended Credit Agreement.
The PEAKS T111st must maintai n a minimum required Asset/Liability Ratio. The minimum required Asset/Liability Ratio is 1.05/1 .00. The applicable
required Asset/Liability Ratio as of each monthly measurement date, however, is based on ou r comp liance, as of the prior quarterly measurement date, with
certain metrics specified in the PEAKS Program documents, including maximum leverage ratios and min imum liqu idity amounts. lfwe are not in compliance
with those metrics as of the end ofa fiscal quarter, the required Asset/Liab ility Ratio increases to I .40/1 .00, until the monthly measurement date following
the end ofa succeeding quarter at which we are in compliance with those metrics. As a result of the Consol idation an d other factors, we were not in
compliance with those metrics as of December 31, 2013. We do not expect to be in compliance with those metiics prior to December 31, 2014.
If the amount of the assets of the PEAKS Trust does not equal or exceed the ou tstanding PEAKS Senior Debt by the applicable requ ired Asset/ Liability
Ratio on a monthly measurement date, we are required to make a payment under the PEAKS Guarantee in an amount that would reduce the outstanding
principal balance of the PEAKS Senior Debt to the extent necessary to cause the ratio of the assets of the PEAKS T111st to the result ing outstanding PEAKS
Senior Debt to equal or exceed the applicable required Asset/ Liability Ratio. See Note 16 - Commitments and Contingencies, for a further discussion of the
PEAKS Guarantee.
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As a consequence of the restatement ofour unaudited condensed consolidated financial statements in our Quarterly Reports on Forni 10-Q for the fiscal
quarters ended March 31 , 2013, June 30, 2013 and September 30, 20 13, certain quarterly reports that we were required to deliver to the indenture trustee of
the PEAKS Trnst under the PEAKS Guarantee were inaccurate. We delivered corrected quarterly reports to the indenture tmstee on October 9, 2014. lfwe had
del ivered accurate quarterly reports or, ,vith respect to periods in 2014 through June 30, 201 4, delivered quarterly reports, to the indenture trustee of the
PEAKS Trnst, we believe the indenture tmstee would have made payment demands beginning in April 2013, requi ring us to make additional payments under
the PEAKS Guarantee totali ng $60,340, in the aggregate, in order to maintain an Asset/Liability Ratio of 1.40/1 .00. On October 9, 20 14, we made a guarantee
payment of$50,000, which payment, along with other payments that we have made to the PEAKS Tmst in recent months, inc luded amounts that would have
become due between April 2013 and September 2014, had we delivered accurate quarterly repo1ts. The delivery of inaccurate quarterly repo1ts constituted a
breach of the PEAKS Guarantee and an event of default under the PEAKS Indenture. ln the event of a default under the PEAKS Indenture, the payment of the
entire amount of the PEAKS Senior Debt could be accelerated, wh ich would trigger our obligation to pay the full amount of the PEAKS Senior Deb t pursuant
to our obligations under the PEAKS Guarantee, additional remedies coul d be sought against us and there could be a cross-default und er the Amended Credit
Agreement, any of which would have a material adverse effect on our results of operations, financial condition and cash flows. We believe that the delivery of
the corrected quarterly reports and making the additional guarantee payments sati sfied our obligations under the PEAKS Guarantee with respect to these
matters and cured the event of defau lt under the PEAKS Indenture. We cannot predict, however, whether the holders of the PEAKS Senior Debt will assert
other breaches of the PEAKS Guarantee by us or asse1t that any breach of the PEAKS Guarantee or event of default under the PEAKS Indenture was not
properly cured.
We estimate that we have and will make payments under the PEAKS Guarantee totaling approximately $159,500 in the year ending December 31,
2014 to cause the PEAKS Tmst to maintain the applicab le required Asset/Liability Ratio. That estimated amount includes the:
$40,000 that we pa id in March 2014 pursuant to the Letter Agreement, which was applied primarily to make a mandatory prepayment of
the PEAKS Sen ior Debt (see Note IO - Variabl e Interest Entities, for a further discussion of the Letter Agreement);
payments totaling approximately $51,700 that we made from July 2014 through September 20 14 to satisfy our obligations under the
PEAKS Guarantee with respect to the increased min imum requ ired Asset/Liability Ratio in prior periods; and
$50,000 that we paid in October 20 14, as described in the immediately preced ing paragraph.
As of December 31, 20 13, the outstanding p1incipal balance of the PEAKS Senior Debt was approximately $255,600 and the carrying value was
$229,224. We recorded $157,883 as a current liabil ity as of December 31, 2013, which represented our estimate of the amount of the carrying value that
would have been due in the 12 months following December 31, 20 13 after giving consideration to the effects of the restatement, as desc1ibed a bove. The
PEAKS Senior Debt was recorded on our consolidated ba lance sheet as ofFebrnary 28, 2013 at its estimated fair value on that date, which was approximately
$226,096. The outstanding principal ba lance of the PEAKS Senior Debt as of Febrnary 28, 20 13 was $257,533. The $31,437 difference between the
estimated fair value and the outstanding principal balance of the PEAKS Senior Debt as of February 28, 2013 was recorded as an accrued discount on our
consolid ated balance sheet and will be recognized as Interest expense in our Consolidated Statements oflncome using an effective interest rate method over
the tem1 of the PEAKS Senior Deb t. The effective in terest rate on the PEAKS Senior Debt was approximately 9.90% per annum in the year ended
December 3 I, 2013. We recogn ized interest expense on the PEAKS Senior Debt of$2 I ,288 in the yea r ended December 31, 20 13, which included $4,926 of
discount accretion.
The following table sets forth the est imated principal payments on the PEAKS Senior Debt in the periods indicated:
Fiscal Year

Amount

2014
2015
2016
2017
2018
2019 - 2020

14.

$161,2 19
$ 16,699
$ 7,6 18
$ 8,194
$ 8,909
$ 51,393

Inco me Taxes
T he following table sets fo11h the components of the provision for income taxes in the periods indicated:

-2013
--

Current income tax expense:
U.S. federal
State and local
Tota l
Deferred income tax (benefit):
U.S. federal
State and local
Tota l
Total provision (benefit) for income taxes

$ 39,279

____iM!
$ 43,890
($46,34 5)

_JJ....J.11)
($54, l 02)
($10,212)

Year Ended December 31,
2012

2011

$ 126,585
22,004
$ 148,589

$ 174,264
35,128
$ 209,392

($ 51,145)
{8,426)
($ 59,57 1)
$ 89,018

($

6,718)
{1,427)
($ 8,145)
$20 1,247
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We recognized a pproximately $298 of state income tax benefit in the year ended December 31, 20 13, as a resu lt of state opemting losses.
We do not include the PEAKS Trust in our consolidated income tax returns because the PEAKS Trust is a tax-exempt entity. Therefore, we did not
recognize income tax expense or benefit for the PEAKS Trust in the provision for income taxes included in our Consolidated Statement oflncome for the
year ended December 3 1, 20 13. The effect of the exclusion of the PEAKS Trust from our income tax provision is shown in the reconciliation ofour effective
income tax rate as a percentage of income shovm below.
T he foll owing table sets forth the components of our deferred income tax assets (liab il ities) as of the dates indicated:
As of December 3 1,
20 13
20 12

Deferral ofbook costs
Prope1ty and equipment
Pension
Other
Gross deferred tax (liabil ities)

($

1,748)
(1,807)
(10,566)
(1,189)
($ 15,310)

($

Deferred revenue
Accou nts receivab le
Legal accrual
Compensation and benefits
Stock-based compensation
Operating leases
Legal settlement accrual
Other assets
Other contingent liabil ities
Gross deferred tax assets

$

I 0,902
3,55 1
3,455
3,316
20,794
2,386
0
8,356
I 08,423
$ 16 1,183

$

14,687
6,073
2,0 18
1,643
22,680
735
17,834
18,772
30,822
$11 5,264

Net deferred income tax asset

$ 145,873

$102,0 18

1,8 10)
(6,4 16)
(2,7 12)
(2,308)
($ 13,246)

The difference between the U.S. federal statutory income tax rate and our effective income tax rate as a percentage of income in the periods indicated is
reconciled in the following tab le:
Year Ended December 3 1,
201 2
2011
201 3

U.S. federal statutory income tax rate
PEAKS Trust rate differential
State income taxes, net offedeml benefit
Permanent book/tax differences
Other
Effect ive income tax rate

(35.0%)
11.9%
(5.6%)
2.8%
--1!..1.%)
(27.4%)

35.0%
0%
3.4%
0.9%
JQ1%)
39.0%

35.0%
0%
3.9%
0.4%
0.1 %
39.4%

The following tab le sets forth the activity with respect to our unrecognized tax benefits in the period indicated:
Year Ended December 31,
2012
2011

2013
-$20,690

Balance as of January I
Increases (decreases) from:
Tax positions taken during a prior period
Tax positions taken du1ing the cum:nt period
Settlements with taxing authorities
Lapse of statute oflimitations
Balance as of Decembe r 3 I

1,675
870
186
__f!J].Q)
$22,29 1

-$22,050

-$22,888

195
759
(I ,027)

1,042
2,434
(2,487)
(1,827)
$22,050

_iLl!1)
$20,690

The amount of unrecognized tax benefits that, if recognized, would have affected our effective tax rate as of December 31, 2013 was$ I 0,575. We do not
expect the amount of our unrecogn ized tax benefits to significantly increase or decrease <luting the next 12 months. The amount of interest and penalties
related lo unrecognized tax benefits accrued on our Consolidated Balance Sheets was $6,37 1 as of December 31, 2013 and $5,699 as of December 3 I, 2012.
In each of the years ended December 31, 20 13, 20 12 and 2011, the amount of interest expense and penalties related to ou r unrecognized tax benefits that we
recognized in our Consolidated Statements of Income was not mate1ial.
We file income tax returns in the United States (federal) and in various state and local j urisdictions. As of December 3 1, 2013, we were no longer
subject to fed em1, state o r local income tax examinations for tax years p1ior to 20 I 0, except in eleven states where we are still subject to income tax
examinations fo r tax year 2009 and one state where we are still subject to income tax examination for the tax years 2005 through 2008.
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E mplovcc Benefit Plans

Employee Pe11sio11 Benefits. Our ESI Pension Plan, a non-contri butory defined benefit pension plan, commonly referred to as a cash balance plan,
covers substantially all ofouremployees who began their employment ,vith us priorto June 2 , 2003. Th is plan provides benefits based on an employee's
annual earnings times an established percentage of pay detennined by the employee's age and years of benefit service. Effective June 2, 2003, we closed
partic ipation in the ESI Pension Plan to all new employees. Employees who begin their employment with us on or after June 2, 2003 do not participate in the
ESI Pension Plan.
Our ESI Excess Pension Plan, a nonqualified, unfunded retirement plan, covers a select group ofour managemen t. The purpose of the ES! Excess
Pension Plan is to restore benefits earned, but not available, to eligible emp loyees under the ESI Pension Plan due to federal statutory limitations on the
amount of benefits that can be paid and compensation that may be recognized under a tax-qualified retirement plan.
T he benefit accrnals under the ESI Pension Plan and the ESI Excess Pension Plan for all participants in those plans were frozen effective March 3 1,
2006, such that no further benefits accrue under those p lans after March 3 1, 2006. Participants in those plans, however, con tinue to be credited with vesting
service and interest accord ing to the terms of the ESI Pension Plan and the ES! Excess Pension Plan.
The in fonnation presented below is based on an act11arial val uation date as of December 3 I for 2013 and 2012.
T he following table sets forth the change in projected benefit obligation for the periods indicated:
Year Ended Dece mber 3 1,

2013

Projected benefit obligation at beginning of year
Service cost
Actuarial (gain) loss
Interest cost
Benefits paid
Plan amendments
Projected benefit obligation at end of year
Fair value of plan assets at end of year
Funded status at end of year

2012

S 57,246

$

54,485

0

0

(5,345)
1,756
(4,245)

3,180
2,062
(2,48 I)

------'-0

0

49,412
76,710
$ 27,298

$

$

$

57,246
64,390
7,144

Our accumulated benefit obligation was $ 49,4 12 at Decembe r 31, 20 13 and $57,246 at December 3 1, 2012.
The following tab le sets forth the funded sta tus ofour defined benefit plans that was recognized on our Consolidated Balance Sheets as of the dates
indicated:
As of Dece mber 3 1,
2013
2012

Non-current assets
Non-current (l iabilities)
Total

$27,584
~)
$27,298

$7,459

_Q.!.?)
$7,144

T he weighted-average assumptions used to determine benefit obligations as of December 3 1, 2013 and 2012 are as follows:

Discount rate
Rate of compensation increase
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T he following table sets forth the change in the fair value ofplan assets for the periods indicated:
Year Ended December 31,
20 13
2012

Fai r value of p lan assets at beginn ing of year
Actual return on p lan assets
E mployer contrib utions
Bene fits paid
Fair value of p lan assets at end of year

$

64,390
16,565

$

0
(4,245)
S 76,710

58,839
8,032

0
$

(2,48 1)
64,390
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The following tables set forth the fair value of total plan assets by major asset category as of the dates indicated:
Fair Value Measurements a s o f l)ecember 3 1, 2013

(Level I )

Asset Category

T ota l

Cash and cash equivalents
Fixed income securities (a)
Equity securities:
Domestic large cap
Mid cap value/growth (a)
Small cap value/growth (a)
Foreign equities
Total
(a)

$

$

40,669
12,610
7,163

----121§.
$76,7 I 0

$

( Level 2)
Significant
O ther
Observ able
Inputs

$

934
12,596
40,669
12,610
7,163
2,738
76,710

$

0
0
0
0
0
0
0

(Le,•el 3)

Sigojficant
Unobservable
Inpu ts

$

$

0
0
0
0
0
0
0

Mutual funds.

Asset Category

T otal

Cash and cash eq uivalents
Fixed income securities (a)
Equity securit ies:
Domestic large cap
Mid cap value/growth (a)
Small cap value/growth (a)
Foreign equities
Total
(a)

934
12,596

Quoted Prices
in Active
Marke ts for
Identical
As~ts

$ 1,078

Fair Value Measurements as of December 3 1, 20 12
(Level I)
( Level 2)
Quoted Prices
in Ac.t ive
Significant
(Level 3)
Markets for
Other
Significant
Identical
Obse rvable
Unobservable
As~ts
l nj!Uts
In11uts

s

17,318
29,594
9,090
5,137

____b!_Zl
$64,390

$

1,078
17,318

$

29,594
9,090
5,137
2,173
64,390

$

0
0
0
0
0
0
0

$

$

0
0
0
0
0
0
0

Mutual funds.

We used quoted prices in active markets for identical assets as of the measurement dates to value our plan assets that were categorized as Leve l I .
The following table sets forth the amounts in Accumulated other comprehensive loss on our Consolidated Balance Sheets that have not been
recognized as componen ts of net periodic pension benefit cost as of the dates indicated:
As of December 3 1,
20 13
20 12

Net actua1ial (loss)
Prior service credit
Total accumulated other comprehensive income (loss)

($

546)

---1..22§.
$

Income tax benefit (expense)
Total accumulated other comprehensive income (loss), net oft ax

5,032

~
3,146

$

($20,19 1)

---2m
($ 13,058)
~
($ 7,930)
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The following table sets forth the changes in the components of Accumu lated other comp rehensive loss on our Consolidated Balance Sheet in the
fiscal year ended December 31, 20 13:
Defined Benefit Pension Hems
Accumulated
Ot her

Accumulated
Other
Comprehensive
Income (Loss)

Balance at January I, 2013
Net actuarial gain
Settlement gain
Amo1tization of
Actuarial (gains)/losses
Prior service costs/(credits)
Balance at December 3 1, 2013

($

$

13,058)
17,566
42
2,037
( 1,555)
5,032

Income. Tax
Benefit
(Expense)

Income (Loss) Net

$

($

Comprehensive.
of Income Tax

5,128
(6,811)
(17)
(790)
604
1,886)

($

$

7,930)
10,755
25
1,247
(951)
3, 146

The reclassification of prior service costs or credits, actuarial ga ins or losses and settlement gain from Accumu lated o ther comprehensi ve loss are
included in the computation of net periodic pension benefit cost (income). Net periodic pension benefit cost (income) was included in compensation expense
in Cost ofeducational services and Student services and administrative expenses in our Consolidated Statements of Income in the fiscal year ended
December 3 1, 2013.
The following table sets forth the components of net pe riodic pension benefit (income) in the periods indicated:
Year Ended December 31,

Interest cost
Expected return on assets
Recognized net actuarial loss
Amortization of prior service (credit) cost
Settlement loss
Total net periodic pension benefit (income)

20 13

2012

20 1 l

$ 1,756

$ 2,062

(4,344)
2,037
(1,555)
42
($ 2,064)

(4,231)
2,7 18
(1,555)
792
($ 2 14)

$ 2,405
(4,756)
1,803
(1,555)
1,204
($ 899)

The benefit accma ls under the ESI Pension Plan and ESI Excess Pension Plan were frozen effective March 3 1, 2006. As a result, no service cost has been
included in th e net periodic pension benefit income.
The following table sets forth the amounts related to changes in plan assets and projected benefit obligations that were recognized in other
comprehen sive (income) loss in the periods indicated:
Year Ended December 3 1,
2013
-($17,566)

Net actuaria l (gain) loss
Amortization ofnet actuarial loss
Prior service cost (credit)
Amo1tization of prior service cost (credit)
Settlement
Other comprehensive (income) loss

(2,037)

Total recognized in net periodic pension benefit (income) and other
comprehensive (income) loss

20 12

($

2011

62 1)
(2,718)

0

0

1,555

1,555

__ill)

_____Q21)

($ I8,090)

($ 2,576)

$ 9,504

(1 ,803)
0

1,555
(1,204)
$ 8,052

($ 2,790)

The amortization of any p1ior service cost is detennined using a straight-line amortization of the cost over the average remain ing service period for
employees expected to receive benefi ts under the pension plans. The estimated net actuarial loss that is expected to be amort ized from accumulated other
comprehensive income and recognized in net periodic pension benefit cost for the year ended December 31, 20 14 is $0 and the estimated prior service credit
that is expected to be amortized from accumulated other comprehensi ve income and recognized in net periodic pension benefit cost for th e year ended
December3 1,2014 is$1,555.

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16, 2014

ED00016974

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review002888

The weighted-average assumptions used to detennine net periodic pension benefit cost in the years ended December 3 1, 20 13, 2012 and 20 11 are as
follows:

Discount rate
Expected long-term return on plan assets
Rate of compensation increase

20 13

20 12

20 11

3.25%
7.00%

4 .00%
7.50%

5.00%
8.00%

NIA

NIA

NIA
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The following table sets forth the benefit payments that we ex pect to pay from the pension plans in the pe1iods indicated:
Year

A mount

Fiscal 20 14
Fiscal 20 15
fiscal 20 16
Fiscal 20 17
Fiscal 20 18
Fiscal 20 19 - 2023

$ 3,576
$ 3,464
$ 4,3 15
$ 4,896
$ 3,538
$16,838

We invest plan assets based on a total retum on investment approach, pursuant to wh ich the plan assets include a diversified b lend of equ ity and fixed
income investments toward a goal of max imiz ing the long-term rate ofretum without assuming an unreasonable level of investment risk. We determine the
level oftisk based on an analysis ofplan liabilities, the extent to which the value of the p lan assets satisfies the p lan liab ilities and our financial condition.
Our investment po licy includes target allocations ranging from 30% to 70% for equity investmen ts, 20% to 60% for fixed income investments and 0% to
50% for cash equ ivalents. Actual asset allocations may vary from the targeted allocat ions for various reasons, includ ing market cond itions and the timing of
transactions. The equity portion of the plan assets represents growth and value stocks of small, medium and large companies. We measure and monitor the
investment risk of the plan assets both on a quarterly basis and annually when we assess plan liabilities.
We use a b uilding block approach to estimate the long-tenn rate ofretum on plan assets. This approach is based on the capi tal market principle that the
greater the vo latility , the greater the return over the long term. An analysis of the historical perfomiance ofequity and fixed income investments, together
with cum:nt market factors such as the inflation and interest rates, are used to help us make the assumptions necessary to est imate a long-tenn rate of return on
p lan assets. Once th is est imate is made, we review the portfolio of plan assets and make adj ustments thereto that we believe are necessary 10 renect a
d iversified blend of equity and fixed income investments that is capable of achieving the estimated long-tenn rate of return without assuming an
unreasonable level of investmen t risk. We also compare the port folio of plan assets to those ofotherpension plans to help us assess th e sui tability and
appropriateness of the plan investments.
We detem1ine our discount rate by perfonning a y ield curve anal ysis based on a portfolio of high-quality fixed income in vestments with various
maturities. Our expected future benefit payments are discounted to their present va lue at the appropriate yield curve rate to generate the overall discount rate
for pension obligations.
In 2013 and 20 12, we made no contributions to the ESI Excess Pension Plan o r the ES I Pension Plan. We do not expect to make any contributions to
either the ES! Pension Plan or the ES! Excess Pension Plan in 20 14.
Retireme11t Savings Plllfl- Our ES I 40 I (k) Plan, a d efined contribution plan, covers substantially all of our employees. All of our contributions under
the ES! 40 I (k) Plan are in the fonn of cash to p lan investment o ptions directed by the pa1ticipant.

On July I, 20 13, we changed the rate at which we made contributions to the ESI 40 I (k) Plan on beha lfofour emp loyees. Prio r to Ju ly I, 2013, we
contributed I 00% of the first I% and 50% of the next 4% of an emp loyee's salary that the employee contributed to his or her ES! 40 I (k) Plan account.
Beginning July I, 2013, we contribute 50% of the first 6% of an employee's salary that the employee contribu tes to his or her ESI 40 I (k) Plan account.
Our ES! Excess Savings Plan, a nonqualified, unfunded deferred compensation p lan, covers a select group of our management. The plan provided for
sa lary deferral of contribut ions that the participants were unable to make under the ES! 40 I (k) Plan and our contributions that could not be pa id unde r the
ES! 40 l(k) Plan due to federal statuto1y limits on the amount that an employee could contribute under a defined contribution plan. Effective for pl an years
beginning on and after January I, 2008, we froze the ESI Excess Savings Plan, such that employees may no longer make salary deferrals and we will no
longer make contributions under the ES! Excess Savings Plan. Amounts previously credited to an employee under the ES! Excess Savings Plan will, however,
continue to accnie in terest in accordance with the terms of the ES! Excess Savi ngs Plan , unti l those amounts are distributed pursuant to the p lan's tenns.
T he costs ofproviding the benefits under the ES! 40 I (k) Plan and ES! Excess Savings Plan (including certain administrative costs of the plans) were:

$3,454 in the year e nded December 3 1, 20 13;
$4,597 in the year ended December 3 1, 20 12; and
$5,308 in the y ear e nded December 3 1, 20 11.
16.

Commi tments and Contingencies

As pa1t of our nom1al operations, one of our insurers issues surety bonds for us that are required by various education authorities that regulate us. We
are obl igated to reimburse our insurer for any of those surety bonds that are paid by the insurer. As of December 3 1, 20 13, the total face amount of those
surety bonds was app roximately $19,300. As of December 3 1, 20 13, we also had issued approx imately $2,246 ofletters of credit to our workers'
compensation insurers.
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We are also s ubject to various claims and contingencies, including those related to litigation, government investigations, business transactions,
guarantee arrangements and employee-related matters, among others. We record a l iability for those claims and contingencies, ifit is probable that a loss will
result and the amount of the loss can be reasonably estimated. Although we be lieve that our estimates re lated to any claims and contingencies are reasonable,
we cannot make any assurances with regard to the accuracy of our estimates, and act11al results could differ materially.
The following table sets forth the components of our recorded liabil ity related to our claims and contingencies and where the amounts were included
on our Consol idated Balance Sheets as of the dates indicated:
As of December 31,
2012
20 13

( I)
(2)

PEAKS Guarantee ( 1)
2009 RSA
2007 RSA(2)
Other

$

0
I 16,923
0
8,957

$ 47,500
28,232
46,000
5,246

Total

$ 125,880

$126,978

Other current liabilities
Other liab ilities
Total

$ 25,893
99,987
$125,880

$ 85,655
4 1,323
$126,978

We consolidated the PEAKS Trust in our consolidated financial statements as of February 28, 20 13. See Note I O - Variab le Interest Entities, for a
further discussion of the Consolidation.
As defined below

Other current liabilities primarily represented our estimate of the loss that we believed we would rea lize during the 12- month period following the dates
indicated. As of December 31, 20 13 , Other current liabilit ies included $9,091 t hat we claimed as an offset against amounts owed to us under the Revolving
Note. See" - Guarantees," for a fu1ther discussion of the amounts we claimed as offsets under the Revolving Note . The amounts included in Other liabilities
primarily related to our esti mated con tingent l iabi lities for th e 2009 RSA as of December 31, 2013 and the PEAKS Guarantee and 2009 RSA as of
December 3 1, 2012, and represented our estimate of the loss that we believed we would realize after the 12-month period following the dates indicated and
over a period that co uld exceed IO years.
The following table sets forth the activity with respect to our record ed liability related to our claims and contingencies in the periods indicated:
Yea r Ended December 31 ,
2013
20 12

Balance as of January I
Increases (decreases) from:
Additional accruals:
PEAKS Guarantee ( I )
2009 RSA (2)
2007 RSA
Other
Payments, ne t of recoveries of$ I 03 and $234 (3)
Payments under PEAKS Guarantee, net ofestimated recoveries of$ I ,408 and
$6,668
Payments on Beha lf of Borrowers
Settlement payment - 2007 RSA
Elimination ofintercompany tran sactions (4)
Elimination of PEAKS Guarantee accrual (5)

S 126,978

Balance as of December 3 1

$ 125,880
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$ 36,028

0
90,964
0
4 ,038
(2,600)

55,935
23,340
21,750
117
(1,756)

(1,005)
(11,499)
(46,000)
11,118
(46,114)

(5,674)
(2,762)
0
0
0
$126,978
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( I)

(2)

(3)
(4)

(5)

Our guarantee obligations under the PEAKS Program remain in elTect until the PEAKS Senior Debt and the PEAKS Trust's fees and ex penses are paid
in full. At such time, we will be enti tled to repayment by the PEAKS Trnst of the amount ofpayments we made under the PEAKS Guarantee (which do
not include Payments on Behalf of Borrowers) to the extent that funds remain in the PEAKS Trust after the PEAKS Senior Debt and all fees and
expenses of the PEAKS Trnst have been paid in Ii.Ill. The PEAKS Senior Debt matures in January 2020 and, therefore, we do not expect to begi n
receiv ing any repayment of amounts that we previously paid under the PEAKS Guarantee until February 2020. The accrnal related to the PEAKS
Guarantee as of Decembe r 31, 20 I 2 was recorded net of est imated recoveries, tak ing into consideration the present value of the estima ted recoveries.
T his amount represents a change in our accounting estimate for the amount of our g uarantee obligations under the 2009 RSA. We revised our estimate
for the 2009 RSA based on an enhanced d e fault rate methodol ogy and mo re recent perfonnance data that we obtained in the three mon ths ended
December 31, 2013. The primary enhancements and pe1fonnance data included: (i) an adjustment to the default estimates for student borrowers, as a
result of recently obtained actual default data for simi larly-situated student bo1TOwers; (ii) an adjustment to the defau lt rate expectations, due to
declines in repayment performance; (ii i) our ability to make Discharge Payments; and (iv) a lower expectation for collections on defau lted loans as a
result of the perfonnance to date of collections.
Includes payments, net o f recoveries, under the 2009 RSA.
We consolidated the PEAKS Trust in our consolidated financial statements as of February 28, 20 13 and, as a resu lt, we have eliminated from our
consol idated financial statemen ts the amoun t of payments under the PEAKS Guarantee and Payments on Beha lfofBorrowers that we made following
the Consolidation. See Note JO - Variable Interest Entities, for a further discussion of the Consolidation.
As a result of the Consolidation, we have eliminated from o ur consol idated financial statements the contingent liabil ity related to the PEAKS
Guarantee that we had previously recorded .
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We had guaranteed the repayment ofp1ivate education loans made by a lender to our students in 2007 and early 2008 (the "2007 RSA") that the lender
charged off above a certain percentage of the total dollar volume of private education loans made under the 2007 RSA. lo January 20 13, we paid $46,000 io a
settlement to absolve us from any furthe r obligations with respect to our guarantee o bligations under the 2007 RSA, which amount is included in the
Settlement payment - 2007 RSA line item in the year ended December 31, 20 13 in the table above. The liability for this settlement was included in Other
current liabilities on our Conso lidated Balance Sheet as of December 3 1, 20 12.
In o rder to detennine the amount of the contingent liabil ity to record related to our guarantee obligations under the 2009 RSA and, prior to the
Consolidation, the PEAKS Guarantee, we utilize estimates of, among other things, the projected repayment perfonnance of the private education loans made
under each of the 2009 Loan Program and the PEAKS Program, which projections invo lve numerous assumptions. Based on those projections and other
factors, we estimate the amount of payments that we expect to make and the amounts that we expect to be repaid to us under those programs.
Uoder the 2009 RSA, we are entitled to all amounts that the 2009 Entity recovers from loans in a patticular loan pool made under the 2009 Loan
Program that have been charged off, until all payments that we made under the 2009 RSA with respect to that loan pool have been repaid to us by the 2009
Entity. Pursuant to the tem1s of the PEAKS Program documents, we will be entitled to repayment by the PEAKS Trust of the amount of payments we made
under the PEAKS Guarantee (which do not include Payments on BehalfofBorrowers) to the extent that funds remain in the PEAKS Tmst after the PEAKS
Senior Debt and all fees and expenses of the PEAKS Tmst have been paid in full. The PEAKS Senior Debt matures in Janua1y 2020 and, therefore, we do not
expect to begin receivi ng any repayment of amounts that we prev iously paid under the PEAKS Guarantee until February 2020.
We discount the amounts that we expect will be repaid to us under each of the 2009 RSA and the PEAKS Program documents to reflect an imputed
interest cost for the period of time between when payments are expected to be mad e by us and when amounts are expected to be repaid to us. The di fference
between the amount of the guarantee payments that we expect to make and the discounted amount that we expect will be repaid to us under each of the 2009
RSA and the PEAKS Program documents is included in our estimate of the amount of our contingent liability related to our guarantee obligati ons under the
2009 RSA and PEAKS Guarantee.
Ln connection with the change in accounti ng estimate of the contingent liabi lity related to ou r guarantee obligations under the 2009 RSA, we also
consider the payment options available to us under the 2009 Loan Program, including our ability to make Discharge Payments under the 2009 RSA. To the
extent that we project that we will have sufficient funds available to make Discharge Payments under the 2009 RSA, we incorporate an assumption that we
will make Discharge Payments into our estimate of the amount of payments that we expect to make when detem1ining the contingent liability. Making
Discharge Payments results in us paying a lesser amount than we otherwise wou ld have been required to pay under our guarantee obligations in future
periods underthe 2009 RSA and, therefore, resul ts in an estimated contingent liability amount that is less than ifwe had assumed that we would make
Regular Payments in future periods.
In connection with estimating our recorded liability for claims and contingencies as of December 3 1, 2013 and 20 12, we considered whether additional
losses for claims and con tingencies were reasonably possible, could be estimated and might be material to our financ ial condition, results of operations o r
cash flows. In order to estimate the possible range of losses under the PEAKS Guarantee (for the year ended December 3 1, 20 12 only) and 2009 RSA
(collectively, the " RSAs"), we made certain assumptions with respect to the petfonnance of the private education loans made under the 2009 Loan Program
and PEAKS Program over the life of those loans. The life ofa private education loan made under the 2009 Loan Program or PEAKS Program may be in excess
often years from the date of disbursement. Therefore, our estimate of the possible range o flosses under the RSAs was based on assumptions for periods in
excess often years, and those assumptions included, among other th ings, the following:
the repayment perfonnance of the private education loans made under each of the 2009 Loan Program and PEAKS Program;
the timing and rate at wh ich those private education loans will be paid;
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the changes in the variable interest rates applicable to the private education loans and PEAKS Senior Debt;
the amounts and timing of collections in the future on those p1ivate education loans that have defaulted;
the fees and expenses associated with servicing those private education loans; and
our ability to utilize the available options for payment ofour obligations under the 2009 RSA.
We consulted with third-party consumer credit consulting firms in arriving at our assump tions and estimates. The assumptions have changed, and may
continue to change, significantly over time as actual results become known, which would affect our estimated range of possible losses related to the 2009
RSA. With respect to our guarantee

F-43

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00016980

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review002894

Table of Contents

obl igations under the 2009 RSA, we bel ieve that it is reasonably possible that we may incur losses in an estimated range of$ 11 ,000 less than to $28,000
greater than the liabil ity recorded as of December 31, 20 13 for those contingencies. As with any esti mate, as facts and circumstances change, the recorded
liability and estimated range ofreasonably possible losses cou ld change significantly . With respect to legal proceed ings, we detennined that we cannot
provide an estimate of the possible losses, or the range of possible losses, i n excess of the amount, if any, accrued, for various reasons, including but not
limited to some or all of the following:
there are significant factual issues to be resolved;
there are novel or unsettled legal issues presented ;
the proceed ings are in the early stages;
there is uncertainty as to the li keli hood of a class being certified or decertified or t he ultimate size and scope of the class;
there is uncertainty as to the outcome of pending appeals or motions; and
in many cases, the plaintiffs have not specified damages in their complaint or in court filings.

Litigatio11. We are subject to various litigation in the ordinary course of our business. We cannot assure you of the ultimate outcome of any litigation
involving us. Although we believe that our estimates related to any litigation are reasonable, deviations from our estimates could produce a mate1ially
different result. Any lit igation alleging violat ions of education or consumer protection laws and/or regulat ions, misrepresentation, fraud or deceptive
practices may also subject our affected campuses to additional regulatory scrntiny. The following is a description of pending litigation that fal ls outside the
scope of litigation incidental to the ordinary course ofour business.
On December 22, 2008, we were served with a qui tam action that was filed on July 3, 2007 in the United States District Coult for the Southern District
oflndiana by a fom1er employee ("relato r" ) on behalfofhersel f and the federal government under the following caption: United States of America ex rel.
Debra Leveski v. /IT Educatio11al Services, Inc. (t he "Leveski Litigation"). We were served with the Leveski Litigation after the U.S. Department of Justice
decli ned to intervene in the l itigation. On June 3, 2008, the relator fi led an amended complaint in the Leveski Li tigation. On September 23, 2009, the court
dismissed the Leveski Li tigation without prejudice and gave t he relator an opportunity to rep lead her comp laint. On October 8, 2009, the rel a tor filed a
second amended complaint. In the second amended complaint, the relator alleges that we violated the False Claims Act, 3 1 U.S.C. § 3729, et seq ., and the
HEA by compensating our sales representatives and financial aid admin istrators with commissions, bonuses or other incentive payments based directly or
indirectly on success in securing enrollments or federal financial aid. The relator alleges that all ofour revenue derived from the federal student financial aid
programs from July 3, 200 I through July 3, 2007 was generated as a result ofour vio lating the HEA. The relator seeks various fomls of recovery on behalfof
herself and t he federal government, including:
treble the amount of unspecified funds paid to us fo r federal studen t gran ts;
treble the amount ofunspecified default payments, special allowance payments and interest received by lenders with respect to federal
student loans received by our students;
all civ il penalties allowed by law; and
attorney's fees and costs.
A qui tarn action is a civil lawsuit brought by one or more individuals (a qui tam "rel ator") on behalf of the federal or state govemmen t for an alleged
submission to the government ofa false claim for payment. A qui tam action is always filed under seal and remains under seal, until the government decides
whether to intervene in the litigation. Whenever a relator files a qui tam action, the government typically ini tiates an investigation in order 10 detemline
whet her to intervene in the litigation. If the government intervenes, it has primary control over the litigation. Ifthe government declines to intervene, the
relator may purs ue the litigat ion on behalf of the government. If the government or the rel a tor is successful in the litigation, the re lator receives a portion of
the government's recovery.
On August 8, 20 I I , the district court granted o ur motio n to d ismiss all of the relator's claims i n th e Leveski Litigation for lack of subject-matter
j urisdiction and issued a judgment for us. On February 16, 2012, the rel a tor in the Levesk i Litigation filed a Notice of Appeal with the 7th Circui t Court of
A ppeals regarding the final judgment entered by the district court dismissing all claims against us. On March 26, 2012, the district cou1t in the Leveski
Litigation awarded us approx imate ly $395 in sanctions against the relator's attomeys for fil ing a fri vo lous lawsu it. Re lator's attorneys also appealed th is
award to the 7 th Circuit Court of Appeals. On July 8, 2013, the 7th Circuit Cou1t of Appeals reversed the district cou1t's dismjssal of the Leveski Litigation for
lack of subject-matter jurisdiction and the award of sanctions against relator's attorneys. In addi tion, the 7th Circuit Court of Appeals remanded the Leveski
Litigation back to the district court for further proceedings.

We have defended, and intend to continue to defend , ourselves vigorously against the allegations made in the complaint.
On March 11, 2013, a comp laint in a securities class action lawsuit was filed against us and two ofourcurrent executive officers in the United States
District Court for the Southern District of New York under t he caption:
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William Koelsch, /11dividual/y and on BehalfofAll Others Similarly Siwated v. ITT Educational Services, Inc., et al. (the "Koetsch Litigation"). On April 17,
2013, a second complaint in a securities class action lawsuit was filed against us and two of our current executive officers in the United States District Court
for the Southern District of New York under the caption: Massachusells Laborers' A1111uity Fu11d, Individually and 011 Behalf ofAll Others Similarly Situated
v. ITT Educational Services, Inc., et al. (the "MLAf Litigat ion"). On July 25, 20 13, the court consolidated the Koelsch Li tigation and the M LAF Litigation
under the caption: /11 re ITT Ed11catio11a/ Services, Inc. Securities Litigation (the "Securities Litigation") and named the Plumbers and Pipefitters National
Pension Fund and Metropolitan Water Reclamat ion District Retirement Fund as the lead plaintiffs. On October 7, 20 13, an amen ded complaint was filed in
the Securities Litigation, and on January 15, 2014, a second amended complaint was filed in t he Securities Litigation. The second amended complaint
alleges, among other things, that the defendants violated Sections I O(b) and 20(a) of the Exchange Act and Rule I 0b-5 promulgated thereunder by:
our failure to properly account for th e 2007 RSA, 2009 RSA and PEAKS Program;
employing devices, schemes and artifices to defraud;
making untrue statements of material facts, or omitting material facts necessary in order to make the statements made, in Iight of the
circumstances under wh ich they were made, not misleading;
making the above statements intentionally or with reckless disregard for the truth;
engaging in acts, practices, and a course of business that operated as a fraud or deceit upon lead plaintiffs and others similarly situated in
connection with their purchases of our common stock;
deceiving the investing pub lic, i ncluding lead plainti Ifs and the purported class, regardi ng, among other things, our artificially innated
statements of financial strength and understated liab ilities; and
causing our common stock to trade at artificially inflated prices and causing the plaintiff and other putative class members to purchase
our common stock at inflated prices.
The putative class period in this action is from A pri l 24, 2008 through February 25, 2013 . The plaintiffs seek, among other things, the designation of
th is action as a class action, an award o f unspecified compensatory damages, interest, costs and expenses, including counsel fees and expert fees, and such
equitable/ injunctive and other relief as the court deems appropriate. On July 22, 20 14, the dist1ict court denied most of our motion to dismiss all of the
p laintiffs' claims for failure to state a claim for wh ich relief can be granted. On August 5, 2014, we filed our answer to the second amended complaint denying
all of the plaintiffs' c la ims. All of the defendants have defended, and intend to continue to defend , themselves vigorously against the allegations made in the
second amended comp la int.
On September 30, 2014, a complaint in a securities class action lawsuit was filed against us and two of our current executive officers in the United
States District Court for the Southem District of Indiana under the caption: David Banes, Individually and on BehalfofAll Others Similarly Situated v. Kevin
M. Modany, et al. (the " Banes Litigation"). The complaint alleges, among other t hings, that the defendants violated Sections I O(b) and 20(a) of the Exchange
Act and Rule I0b-5 promulgated thereunder by:
misleading investors regard ing the integrity of our financial reporting, including t he reporting of the PEAKS Trust;
knowingly or recklessly making materially false and/or misleading statements and/or failing to disclose material adverse facts about our
business operat ions and prospects, including that:
our financial statements contained errors re lated to the accounting of the PEAKS Trust and the PEAKS Program; and
we lacked adequate internal controls over financial re porti ng;
knowingly or recklessly engaging in acts, transact ions, pract ices, and courses of business t hat operated as a fraud or deceit upon the
plaintiff and the purported c lass;
employing devices, schemes and artifices to defraud in connection with the purchase and sale of our common stock;
deceiving the investing pub lic, including the plaintiff and the purported class; and
art ificially inflating and maintain ing the market pri ce of our com mon stock and causing the plaintiff and other p utati ve class members to
purchase our common stock at artificially inflated prices.
The putative class period in thi s act ion is from Apri l 26, 2013 through September 19 , 20 14. The plaintiffs seek, among other things, the designation of this
action as a class action, an award of unspecified damages, interest, costs and expenses, including counsel fees and expert fees, and such othe r relief as the
court deems proper. All of the defendants intend to defend themselves vigorously against the allegations made in the complaint.
On October 3, 20 14 , a comp laint in a securities class action lawsuit was fi led aga inst us and two of our current executive officers in t he Un ited States
District Court for the South em Disllict of Indiana under the caption: Babula/ Tarapara, Individually and on Beha(fofAll Others Similarly Situated v. ITT
Educational Services, Inc., et al. (the "Tarapara Litigation"). The comp laint alleges, among o ther th ings, that the defendants violated Sections I O(b) and
20(a) of the Exchange Act and Rule I Ob-5 promulgated thereunder by knowingly or recklessly making false and/or misleading statements and failing to
d isclose material adverse facts about our business, operat ions, prospects and financial results. ln particular, the complaint alleges that:
we failed to consolidate the PEAKS Trust in our consolidated financial statements;
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oui· consolidated financial statements contained errors related to the accounting of the PEAKS Trust and PEAKS Program;
we improperly accounted for our guarantee obl igations under the PEAKS Guarantee;
our financial results were overstated;
we lacked adequate internal and financia l controls;
our conso lidated financial statements were materially false and misleading at all relevant times;
we a1tificially inflated and maintained the market p1ice ofourcommon stock, causing the plaintiff and other putative class members to
purchase our common stock at artificially inflated prices;
we deceived the investing public, including the plaintiff and the purported class; and
we employed devices, schemes and artifices to defraud in connection with the purchase and sale of our common stock.
The putative class period in this action is from February 26, 2013 through September 18, 20 14 . The plaintiffs seek, among other things:
the designation of this action as a class action;
an award ofunspecified compensatory damages, including interest;
an award of reasonable costs and expenses, including counsel fees and expert fees; and
such other relief as the court deems p roper.
All of the defendants intend to defend themselves vigorously against the allegations made in the complaint.
On October 9, 20 14 , a complaint in a securities class action lawsuit was filed aga inst us and two ofour current executive officers in the Un ited States
District Court for the Southern District oflndiana under the cap tion: Kwnud Jindal, Individually and 011 Behalf of All Others Similarly Situated v. Kevin M.
Modany, et al. (the " Jindal Litigation"). The complaint alleges, among other things, that the defendants violated Sections I 0(b) and 20(a) of the Exchange
Act and Rule I 0b-5 promulgated thereunder by knowing ly or recklessly making false and/or misleading statements and failing to d isclose material adverse
facts about our business, operat ions, prospects and financial results. In particular, the complaint alleges that:
our financial statements conta ined errors related to the account ing of the PEAKS Trust and PEAKS Prog ram;
we lacked adequate internal controls over financial reporting;
our financial state ments were materially false and misleading at all relevant times;
we engaged in acts, transactions, practices and courses of business which operated as a fraud and deceit upon p laintiff and the purported
class;
we employed devices, schemes and artifices to defraud in connection with the purchase and sale of our common stock; and
we a1tificially inflated and maintained the market p1ice ofourcommon stock, causing the plaintiff and other putative class members to
purchase our common stock at artificially inflated prices.
The putative class period in this action is from April 26, 2013 through Sep tember 19, 20 14 . The plaintiffs seek, among other things, the designation of this
action as a class action, an award of unspecified damages, interest, attorneys' fees, expert fees and other costs, and such other relief as the court deems proper.
All of the. defendants intend to defend themselves vigorously against the allegations made in the complaint.
On May 8, 2013, a complaint in a shareholder derivative lawsuit was filed against two of our current executive officers and all of our current Directors in
the United States District Court for the Southern District of New York under the following caption: Sasha Wilfred, Derivatively on Behalf ofNominal
Def endant f7T Educatio11a/ Services. In c. v. Kevin M. Modany, et al. (the "Wilfred Litigation" ). The complaint alleges, among other things, that from
April 24, 2008 through February 25, 2013, the d efendants violated state law, including breaching their fiduciary duties to us, grossly mismanaging us,
wasting our corporate assets and being unjustly en riched, by:
causing or allowing us to disseminate to our shareholders materially misleading and inaccurate information relating to a series ofrisksharing agreements through SEC filings, press releases, conference calls, and other public statements and disc losures;
will fully ignoring obvious and pervasi ve p roblems with our internal controls and practices and proced ures, and failing to make a good
faith effort to correct these problems or prevent their recurrence;
violating and breach ing fiduciary duti es of care, loyal ty, reasonable inquiry, oversight, good faith and supervision;
causing or allowing us to misrepresent material facts regarding our financia l position and business prospects; and
abandoning their responsi bil ities and duties with regard to prudently managing our businesses in a manner imposed upon them by law.
The comp laint seeks:
unspecified damages;
restitution;
disgorgement of all profits, benefits and other compensation obtained by the individual defendants;
an order directing us to take all necessary actions to reform and improve our corporate governance and internal procedures; and
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costs and disbursements, including attomeys', accountants' and experts' fees, costs and expenses.
On August 6, 2013, the parties agreed to stay the Wil fred Litigation, unti l the Securities Lit igation was dismissed with prejudice or the defendants filed an
answer in the Securities Litigation. On Sep tember 8, 20 14, the district court approved the parties' agreement for an additional stay of the Wilfred Litigation,
until the earlier of:
a fina l disposition of the Securities Litigation; or

30 days after written notice ten11inating the stay has been provided by any of the parties in the Wilfred Litigation to all other paities.
On May 27, 201 4, a complaint in a shareholder derivative lawsuit was fi led against two of our current execut ive officers, a ll of our current Directors and
one fon11er Director in the United States District Court for the District of Delaware under the following caption: Janice Nottenkamper, Derivatively on Behalf
ofNominal Defendant ITT Educational Services, Inc. v. Kevin M. Modany, et al. (the " Nottenkamper Litigation"). The complaint alleges, among other things,
that from 2008 to May 27, 2014, the defendants engaged in illicit conduct, made false and misleading statements, concealed the truth and failed to disclose
material information concerning:
our exposure under guarantees entered into with th ird -party lenders to obtain financing for our students;
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increases in our bad debt expense caused by increases in student loan defaults;
our reserves associated with our obi igations under third-party private education loan programs and internal student financing;
the unwillingness of third-patty lenders to provide private education loans to our students; and
our pushing students into high-cost private loans that were likely to default.
As a result of this conduct, the complaint alleges that the defendants b reached their fiduciary duties to us, were unjustly enriched, abused their control ofus
and grossly mismanaged us by:
causing or allowing us to disseminate to our shareho lders materia lly misleading and inaccurate information relating to a series ofrisksharing agreements through SEC filings, press releases, conference calls, and other public statements and disc losures;
will fully ignoring obvious and pervasive problems wi th our internal controls and practices and procedures, and failing to make a good
faith effort to correct these problems or prevent their recurrence;
violating and breach ing fiduciary duti es of care, loyal ty, good faith, dil igence and candor;
causing or allowing us to misrepresent material facts regarding our financia l position and business prospects; and
abandoning and abdicating their responsibilities and duties with regard to prudently managing our businesses in a manner imposed upon
them by law.
The comp laint seeks:
unspecified damages;
restitution;
di sgorgement of all profits, benefits and other compensation obtained by the indi vidual defendants;
an order directing us to take all necessary actions to reform and improve our corporate governance and internal procedures; and
costs and disbursements, including attorneys', accountants' and experts' fees, costs and expenses.
Although the Wilfred Litigation and Nottenkamper Litigation are each brought nominally on behalfofus, we expect to incur defense costs and other
expenses in connection with those actions.
On May 18, 2012, we received a Civil Investigative Demand (the "Original CID") from the U.S. Consumer Financial Protection Bureau (the "CFPB").
ln September 2013, the CFPB withdrew the O1iginal CID and we received a new Civil Investigative Demand (the "New CID") from the CFPB. Both the
Original CID and the New ClD provided that the purpose of the CFPB 's investigation was, in part, "to determine whether for-profit post-secon dary
companies, student loan origination and servicing providers, or other unnamed persons have engaged or a re engaging in unlawfi.tl acts or practices relating to
the advert ising, marketing, or origination of private studen t loans." Both the Original CID and the New CID contained broad requests fo r oral testimony,
production of documents and written reports related to private education loans made to our students, interna l financing provi ded to our students and certain
other aspects of our b usiness. We provided documentation and other infornrntion to the CFPB, while preserving our rights to object to its inquiry.
On Febma1y 26, 2014, the CFPB filed a complaint against us in the United States District Court for the Southern District oflndiana under the following
cap tion: Consumer Financial Protection Bureau v.11T Educational Services, Inc. (the "CFPB Litigation"). The complaint alleges, among other things, that
we violated:
Section I 036(a)(l) of the Consumer Financial Protection Act of20 IO (the "CFPA"), 12 U.S.C. §5536(a)(l ), which prohibits unfair,
deceptive and abusive acts and pract ices, fl-om July 2 1, 201 1 through December 20 11 , by:
subjecting consumers to undue influence or coercing them into taking out private education loans through a variety of unfair acts
and practices designed lo interfere with the consumers' abil ity to make infom,ed, uncoerced choices;
taking unreasonable advantage of consumers' inabil ity to protect their interest in selecting or using the private educat ion loans;
and
taking unreasonable advantage of consumers' reasonab le reliance on us to act in the consumers' interests; and
the Tmth in Lending Act, 15 U.S.C. §§ 160 I et seq., and Regulation Z thereunder, 12 C.F.R. Part I 026, which require cert.a in d isclosures
lo be made in writing to consumers in connection with the extension of consumer credit, s ince March 2009 by failing lo disclose a
discount that constitu ted a finance charge.
On April 28, 20 14, we filed a motion lo dismiss the CFPB Litigation for, among other reasons, lack ofjurisdiction and failure to state a claim upon which
relief can be granted. We have defended, and intend to continue to defend, ourselves vigorously against the allegations made in the complaint.
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On Februaiy 27, 2014, the New Mexico Attorney Genernl filed a complaint against us in the Disttict Court of New Mexico under the following caption:

State ofNew Mexico, ex rel. Ga,y K King, Attorney General v. 11T Educational Services, Inc., et al. (the "New Mexico Litigation"). On April 4 , 20 14 , we
removed the New Mexico Litigation to the U.S. District Court for the District o f New Mexico. The comp laint alleges, among other things, that we engaged in
a pattern and pract ice of exploiting New Mexico consumers by using decepti ve, unfair, unconscionable and unlawful business practices in the marketing ,
sale, provis ion and financing of education goods and services in violation of New Mexico's Unfair Practices Act. In particular, the complaint contains
allegations that:
we misrepresented matters related to our nursing education prog ram, including, without limitation, its programmatic accreditation status,
the transfernb ility o f credits earned in the program and the cuniculum of the program;
we misrepresented the tenns of the financial aid available to students and the cost of our programs;
we engaged in unfair or deceptive trade practices;
we failed to issue refunds; and
our fonn e nrollment agreemen t contained unenforceable and unconscionable prov isions.
The complaint seeks:
an order declaring portions of our enrollment agreement illusory , unconscionable and une nforceable;
preliminary and pennanent inj unctive relief;
disgorgement of unjust enrichment amounts;
unspecified civil penalty amounts;
restitution; and
reasonable costs, includ ing investigative costs .
We have defended , and intend to continue to defend, ourselves vigorously against the allegations made in the complaint.
On December I 7, 20 13, a complaint was filed ag ainst us in a purported c lass action in the Superior Co urt of the State of California for the County
of Los Angeles under the following caption: La Sondra Gallien, an individual, James Rayonez, an individual, Giovann i Chi/in, an individual, on behalfof
themselves and on behalfofall persons similarly situated v. /IT Educational Services, Inc., et al. (the "Gallien Litigation"). The p laintiffs filed an amended
complaint on February 13, 2014. The a mended complaint a lleges, among other things, that under California law, we:
failed to pay wages owed;
failed to pay overtime compensation;
failed to provide meal and rest periods;
failed to provide itemized employee wage state ments;
engaged in unlawfitl business practices; and
are liable for c ivi l penalties under the Californ ia Priva te Attorney General Act.
The purported class includes recruiting representatives employed by us during the period of December 17, 2009 through December 17, 2013. The amended
complaint seeks:
compensatory damages, inc luding lost wages and other losses;
genernl damages;
pay for missed meal and rest periods;
restitution;
liquidated damages;
statutory pe nalties;
interest;
attorneys' fees, cost and expenses;
civi l and statutory penalties;
injunctive relief; and
such other and further relief as the court may dee m equitab le and appropriate.
We have defended, and intend to cont inue to defend, ourselves vigorously against the allegat ions made in the amended compla in t.
There can be no assurance that the ultimate outcome of the Leveski Litigation, Securities Litigation, Banes Litigation, Tarapara Litigation, Jindal
L itig ation , Wil fred L itigation , Notten karnpe r Litigation, CFPB Li tigation, New Mex ico Lit igation, Gallien Litigation or other act ions (inc luding other
actions under federal or state securities laws) wi ll not have a material adverse e ffect on our financial condition, results of operations or cash flows.
Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014
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The current officers named in the Securi ties Litigation, Banes Litigation, Tarapara Litigation, Jindal Litigation, W ilfred Litigation and Nottenkamper
Litigation include Daniel M . Fitz patrick and Kevin M. Modany.
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Certain of our current and forn1er officers and Directors are or may become a party in the actions described above and/or are or may become subject to
govemment investigations. Our By-laws and Restated Cert ificate oflncorporation obligate us to indemnify our officers and Directors to the fullest extent
pennitted by Delaware law, provided that their conduct complied with certain requirements. We are ob ligated to advance defense costs to our officers and
Directors, subject to the individual's obligation to repay such amount ifit is ultimately determined that the individual was not entitled to indemnification. In
addition, our indemnity ob ligation can, under certain circumstances, include indemnifiab le judgments, penalties, fines and amounts paid in settlement in
connection with those actions and investigations.

Government lllvestigatiollS. We are subj ect to in vestigations and claims of non-compliance with regulatory standards and other actions brought by
regulatory agencies. Some of the more significant pending investigations, claims and actions are desc1ibed below. If the results of any investigations, claims
and/or act ions are unfavorable to us, we may be required to pay money damages or be subject to fines, penalties, injunctions, operational limitations, loss of
eligibility to participate in federal or state financial aid programs, debannents, additional oversight and reporting, or other civil and c1iminal sanctions. Those
sanct ions cou ld have a material adverse effect on our financial condition, results of operations and cash flows.
On October 30, 20 12, we received a C ivil Investigative Demand ("CID") from the Massachusetts Office of the Attorney General ("MAG"). The MAG's
C ID provides that the MAG is investigating allegations that we may have violated Massachusetts General Laws, Chapter 93A, Section 2(a) by "engaging in
unfair or deceptive practices in connection with marketing and advertising job placement and student outcomes, the recrnitment of students, and the
financing of education." The M AG's CID contains broad requests for production of documents related to our students in Massachusetts, including the
financial aid available to those students, our recrnitment of those students, the career services that we offer to those students, our marketing and adve1tising,
the retention and graduation rates of those students and many other aspects of our business. We are cooperatin g with the MAG in its investigation, and we
have provided documentation, communications and other information to the MAG in response to the C ID. We believe that our acts and practices relating to
our students in Massachusetts are lawful. There can be no assurance, however, that the ultimate outcome of the MAG investigation will not have a material
adverse effect on our financial condition, results of operations and/or cash flows.

In January, Febrnaiy, Ap1i I and May 2014, we received subpoenas and/or CIDs from the Attorneys General of Arkansas, Arizona, Colo rado,
Connecticut, Hawaii, Idaho, Iowa, Kentucky, Missouri, Nebraska, North Caroli na, Oregon, Pennsylvania, Tennessee and Washington under the authority o f
each state's consumer protection statutes. The Attorney General of the Conunonwealth of Kentucky has infom1ed us that it will serve as the point of contact
forthe multistate group to respond to questions relating to the subpoenas and CI.Os. The subpoenas and CLDs contain broad requests for information and the
production of documents related to our students and practices, including marketing and advertising, recrnitment, financial aid, academic advising, career
services, admissions, programs, licensure exam pass rates, accreditation, student retention, graduation rates and job placement rates, as well as many other
aspects ofour business. We believe that several other companies in the prop rietary postseconda1y education sector have received similar subpoenas and
CIDs. We are cooperating with the Attorneys General of the states involved. There can be no assurance, however, that the ultimate outcome of the state
Attorneys General investigation will not have a material adverse effect on our financ ia l condit ion, resu lts of operations and/or cash flows.
On Febrnaiy 8, 2013, we received the first of many subpoenas from the SEC. In a letter accompanying each of the subpoenas, the SEC states that it is
conducting an investigation ofus. The SEC's subpoenas requested the product ion of documents and communications that, among other th ings, relate to our
actions and accounting associated with:
agreements that we entered into with the 2009 Entity to create the 2009 Loan Program, including, without limitation, the 2009 RSA;
agreements that we entered into to create the PEAKS Program;
certain account ing-related documents associated with the 2009 Loan Program, the PEAKS Program and internal student financing; and
our board of directors-related mate rials associated with the 2009 Loan Program, the PEAKS Program and internal student financing.
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We have provided the infom1ation req uested, including testimony of senior employees . On August 7, 2014, we received a " We lls Notice" from the Staff of the
SEC notifying us that the Staffhad made a p re liminary determination to recommend that the SEC file an e nforceme nt action against us. According to the
Staff, the enforcement action would allege v iolations of Sections l 0(b), l3(a) and l 3(b)(2) of the Exchange Act and Rules l 0b-5, l2b-20, I 3a-l, 13a-1 1, I 3al 3 and I 3a-l 5 under the Exchange Act. The proposed action re lates primari ly to certain disclosures and accounting surrounding the two loa n programs noted
above. The SEC's notice said that the Staff's recommendation may:
involve a civil injunctive action, public administrative proceeding and/or cease-and-desist proceeding against us; and
seek remed ies that inc lude an injunct ion, a cease-and-desist order and monetary relief, including civil monetary penalties.
A Wells Notice is neither a fonnal allegation nor a finding of wrongdoing. Instead, it is a preliminary detennination by the Staff to recommend that the
SEC file a civ il enforcement action or administrative proceeding against the recipient. Under the SEC's procedures, a rec ipient ofa Wells Notice has an
oppo1t un ity to respond in the form ofa Wells submission that seeks to persuade the SEC th at such an action should not be brought. Accordingly, we made a
submission to the Staff in response to the We lls Notice setting forth why the factua l record does not support the enforcement action reco mmended by the Staff
and that any perceived shortcomings were made in good faith . Although we intend to defend ourselves vigorously should the SEC authorize any legal action
that does not co mport with our view of the facts, we cannot predict the outcome of any legal action or whether the matters wi ll result in any selllement. We
cannot assure you that the ultimate outcome of the SEC investigation, any legal action by the SEC or any settlement will not have a mate1ial adverse effect
on our financial condition, results ofoperations and/or cash flows.

Lease Commitmellts. We lease our non-owned facil ities under operating lease agreements. A majority of the operating leases contain renewal options
that can be exercised after the initia l lease tem1. Renewal options are generally for periods of one to five years. All operating leases will expire over the next
IO years and we expect that:
most of those leases will be renewed or rep laced by other leases in the nonnal course of business;
we may purchase the faci li ties represented by those leases; or
we may purchase or build other replacement facilities.
There are no material restrictio ns imposed by the lease agreements, and we have not e ntered into any significant guarantees related to the leases. We are
required to make additiona l payments under the operating lease tenns for taxes, insurance and other operating expenses incurred during the operating lease
period.
Rent expense under our operating leases was:
S53,2 l 2 in the year ended December 3 1, 2013;
$50,8 I 7 in the year ended December 3 I , 20 I 2 ; and
$47,833 in the year ended December 3 1, 2011.
Future minimum renta l payments required under our operating leases that have in itial or remaining non-cancel ab le lease tenns in excess of one year as of
December 3 1, 2013 are as follows:
2014
2015
2016
2017
2018
2019 and thereafter

$ 44,7 14
38,582
27,939
19,084
13,282
12,446
$156,04 7

Future minimum rental payments re lated to eq uipment leases are not sig nificant.

G11ara11tees. We en tered into the PEAKS Guarantee in connection with the PEAKS Program and the 2 009 RSA in connection with the 2 009 Loan
Program. Under the PEAKS Guarantee, we g uarantee payment of the princ ipal and interest owed on the PEAKS Senior Debt, the administrati ve fees and
expenses of the PEAKS Trnst and a minimum requi red Asset/Liab ility Ratio. T he PEAKS Guarantee contains, among other things, representations and
warran ties and events o f default that we be li eve are customary for g uarantees of th is type. In addition , under the PEAKS Program, so me or all of the holders of
the PEAKS Senior Debt could require us to purchase their PEAKS Senior Debt, if the law is changed to red uce the maximum allowab le percentage of o ur
annual revenue derived from Title IV Program funds from 90% to 75% or less. At this ti me, we believe that the likelihood of such a change in the law is
remote. Our g uarantee and purchase obligat ions under the PEAKS Program remain in effect unt il the PEAKS Senio r Debt and the PEAKS Trnst 's fees and
expenses are paid in full. At such time, we will be entitled to repayment of the amount of any payments we made under the PEAKS Guarantee (which do not
include Payments on Behal fof Borrowers) to the extent that funds are remaining in the PEAKS Trust. As o f December 3 1, 20 12, the amount of payments that
we had previously made under the PEAKS Guarantee and that we expected to recover was $12,342. We recorded this amount, net of an accrned discount of
$5,674, in Other assets o n our Consolidated Balance Sheet as if December 3 I , 20 I 2.
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We concluded that we were required to consolidate the PEAKS Trust in our consolidated financial statements beginning on February 28, 20 13. See
Note IO - Variable Interest Entities, for a further discussion of the Consol idation . As a resul t, the assets and liabilities of the PEAKS Trust have been included
on, and all intercompany transactions have been eliminated from, our Consolidated Balance Sheet as of December 3 1, 2013. While we no longer record a
contingent liability for the PEAKS Guarantee on our Consolidated Balance Sheet beginning on February 28, 20 13, our obligations under the PEAKS
Guarantee remain in effect.
We entered into the 2009 RSA in connection ,vith the 2009 Loan Program. Under the 2009 RSA, we guarantee the repayment of the principal amount
(inc luding capitalized origination fees) and accrued interest payable on any private education loans that are charged off above a certain percentage of the
private education loans made under the 2009 Loan Program, based on the annual dollar volume. The total initial principal amount of private education loans
that the 2009 Entity purchased under the 2009 Loan Program was approx imately $141,000. No new private education loans were o r will be originated under
the 2009 Loan Program after December 3 1, 20 11 , but immaterial amounts related to loans originated prior to that date were disbursed by the lender through
June 2012. Our obligations under the 2009 RSA will remai n in effect, until all private education loans made under the 2009 Loan Program a re paid in fi.tll or
cha rged off. The standard repayment tem1 for a private education loan made under the 2009 Loan Program is ten years, with repayment generally beginning
six months after a student graduates or three months after a student ,vithdraws or is terminated from his or her program of study.
Under the 2009 RSA, we have the right to elect to make Discharge Payments with respect to private education loans made under the 2009 Loan
Program that have been charged off. The effect ofa making a Discharge Payment related to a private education loan is to reduce the aggregate amount that we
may have to pay under our guarantee o bligations with respect to that loan. We have claimed as an offset against the Revolving Note amounts that would
have the effect of discharg ing our obligations with respect to certain charged ol:T loans under the 2009 RSA. In addition, i n the three months ended
December 3 1, 2013, we made Discharge Payments to the 2009 Entity . We may continue to make Discharge Payments in fi.tture periods, ifwe believe that
doing so would be economically beneficial to us. Making Discharge Payments may resul t in us paying amounts to the 2009 Entity in advance of when a
guarantee payment would be due, which would negatively impact our liqu idity in a p articular period, but may resu lt in us paying a lesser amount than we
otherwise would have been required to pay under our guarantee ob ligation in future pe1iods under the 2009 RSA. See Note IO- Variable Interest Entities, for
a further discussion of Discharge Payments.
We are not a ble to estimate the undiscounted maximum potential amount of future payments that we could be required to make under the 2009 RSA,
because those payments wi II be affected by:
the timing of futu re d efaults;
tbe use, timing and length of forbearances granted to borrowers;
of the use, timing and length of deferral periods;
changes in the interest rate on the loans made under the 2009 Loan Program, since those loans are based on the prime rate plus a margin;
and
the fact that those loans will consist ofa large numberofloans of indiv idually immaterial amounts.
We believe that it is probable that we will make additional payments under the 2009 RSA. The following table sets forth the estimated amount of
Regular Payments and Discharge Payments that we expect to pay and the estimated amount ofrecoveries from charged-off loans that we expect to be paid to
us by the 2009 Entity i n the peri ods ind icated:

Year

20 14
20 15
20 16
20 17
20 18 and later

Estimated
Regular
Payments

Estimated
Discharge
Payments

Estimated
Total
Payments

$ 9,009

$

$

14,251
16,060
16,333
0
$55,653

0
0
0
0
75,194
$75,194

9,009
14,25 1
16,060
16,333
75,194
$130,847

E.<timated
Reco veries

$ (1,01 I)
(1,200)
(I ,200)
(1,200)
(300)
$ (4,911)

We believe that the vast majority of the $75,194 of estimated payments projected to be paid after 2017 will b e made by us i n 2018. The estimated
fi.tture payment amounts and timi ng related to the 2009 RSA assume, among other factors, that we do not make any Discharge Payments until 2018 and do
make Discharge Payments to the fullest extent

F-5I

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00016990

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review002904

Table of Contents

possible in 2018 and later years. If we do not make the Discharge Payments as assumed in 2018 and later years, we estimate that we would make
approximately $97,400 of Regular Payments in 2018 through 2027. Of this amount, approximately $15,100 to $16,400 would be paid annually in each of
2018 through 2022, and approx imately $16,600, in the aggregate, would be paid in 2023 through 2027.
The amounts of the estimated Regular Payments and the estimated recoveries were discounted at a risk-free rate of interest in detennining our
contingent liability for the 2009 RSA. The total amount of the discount as of December 3 1, 20 13 was approximately $9,015.
The estimated fi.nure payment amounts, the estimated timing of those payments and the estimated amount of recoveries with respect to the RSAs
discussed above and elsewhere in this Annual Report on Fonn I 0-K are only estimates, are based on numerous assumptions and are subject to change. As
with any estimate, as facts and circumstances change, the estimated amounts and timing could change. We made a number of assumptions in preparing the
estimates, which assumptions may not be coITect. The assump tions included, among other things, the following:
the repayment pe1fonuance of the private education loans made under the 2009 Loan Program or PEAKS Program, as applicable;
the timing and rate at which those private education loans will be paid;
the changes in the variable interest rates applicable to those private education loans and, with respect to the PEAKS Program, the PEAKS
Senior Debt;
the amounts and timing of collections in the future on those private education loans that have been charged off;
the fees and expenses associated with servicing those private education loans; and
our ab ility to utilize the availab le options for payment o f our obligations under the 2009 RSA.
Pursuant to the 2009 RSA, we are required to maintain collateral to secure our guarantee obligation in an amount equal to a percentage of the
outstanding balance of the private education loans disbursed to our students under the 2009 Loan Program. As of December 31, 20 I 3 and December 31,
2012, the total collateral maintained in a rest1icted bank account was approximately $8,600. This amount was included in Other assets on our Consolidated
Balance Sheets as of each of those dates. The 2009 RSA a lso requ ires that we comply with certain covenants, including that we maintain certain financial
ratios which are measured on a qua1terly basis and deliver compliance certificates on a quarterly basis setting forth the status of our compliance with those
financia l ratios. If we are not in compliance with those covenants at the end of each fiscal quarter, we are required to increase the amount of collateral
maintained in the restricted bank account to a predetennined amount, until the end of a succeeding quarter at which we are in compliance with those
covenants. The predeteITnined amount is based on the percentage of the aggregate principal balance of the private education loans made u nder the 2009
Loan Program that exceeds a certain percentage as of the end of each fiscal quarter. We were not in comp liance with those covenants as of December 31,
20 13 .
As a consequence of the restatement of our unaudited condensed consolidated financial statements in our Quarterly Reports on Form I 0-Q for the fiscal
quarters ended March 31, 2013, June 30, 2013 and September 30, 20 13, certain quarterly compliance certificates that we were required to deliver to the 2009
Entity under the 2009 RSA were inaccurate. Those inaccuracies did not affect our compliance with the financial ratio covenants in the 2009 RSA as of
March 31, 2013. We were not, however, in comp liance with the financial ratio covenants in the 2009 RSA as of June 30, 2013 and subsequent measurement
dates. Further, due to our failure to timely fi le our Annual Report on Form I 0 -K for the fiscal year ended December 3 I, 2013 and our Quarterly Reports on
Fonn I 0-Q for the fiscal quarters ended March 3 1, 2014 and June 30, 2014, we did not time ly deliver the requi red compliance certificates under the 2009
RSA with respect to those periods. As a result of ou r noncompliance with the financial ratio covenants as of June 30, 20 13 and subsequent measurement
dates, the amount ofcollateral required to be mainta ined in the restricted bank account has been increased by approximately $2,600. We intend to make in
October 2014 a deposit in that amount to the restricted bank account to be held as additional collateral under the 2009 RSA.
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The following table sets forth the approximate aggregate amount ofguarnntee payments, Discharge Payments and Payments on BehalfofBorrowers
that were made related to the PEAKS Program and 2009 RSA and the amount of recoveries from charged-off loans paid to us by the 2009 Entity, in the
periods indicated:

February 28,
2013(1)(2)

March I ,
2013
Through
December 3 1,
2013(1)(2)

Total Year
E-nded
December 3 1,
201 3

Yea r Ended
December 3 1,
2012

$

$

$

$

January 1,

2013
Thro ug h

Type of Payment (Receipt)

Guarantee:
PEAKS Progrnm
2009 RSA Regular Payments
2009 RSA Discharge Payments
Payments o n BehalfofBorrowers
2009 RSA-Recoveries from Charged-Off Loans
Total
( I)

(2)

$

854
0
0
532
0
1,386

$

1,559
0
0
10,967
0
12,526

$

2,4 13
1,79 1
912
11,4 99
{I 03)
16,5 12

$

12,342
1,990
0
2,762
(234)
16,860

We have provided separate columns showing the payment amounts prior to and after the Consolidation, becau se all tran sactions with the PEAKS Tnast
were eliminated from our consolidated financial statements after the Consolidation. Cash payments were, however, made by us throughout the periods
indicated, including the pe riods after the Consol idat ion.
The 2009 RSA payments are made to, and recoveries are received from, the 2009 Entity. The 2009 Entity was no t consolidated in our conso lidated
financial statements and, therefore, separate disclosure of amounts paid or received before and after the Febnaary 28, 2013 date of Consolidation is not
app licable.

In the fiscal year ended December 3 1, 2013, we also offset $9,09 1 owed by us under the 2009 RSA against amounts owed to us by the 2009 Entity under the
Revolving Note, instead of making additional paymen ts in that amount. Approximately $6,786 of the amount that we claimed as an offset ag ainst the
Revolving Note in the fiscal year ended December 31, 2013 represented Discharge Payments. We recorded all of the amounts claimed as offsets in Other
current liabilities on our Conso lidated Balance Sheet as of December 3 1, 20 13. In the year ended December 3 1, 20 13, the 2009 Entity did not remit to us
$574 of recoveries from charged-off loans that were owed to us. We recorded al l of the amounts owed to us from the 2009 Entity for recoveries from chargedoffloans in Prepaid expe nses and other current assets on our Consolidated Balance Sheet as of December 31, 20 13.

In the first quarter of2013, we notified the 2009 Entity that:
we had determined that the 2009 Entity was in default of its obligations to us under the loan an d securi ty agreement pursuant to which
the Revolv ing Note was issued (the "2009 Loan Ag reement");
as a result of that default, all amounts under the Revolving Note were immediately due and payable; and
we would not make payments under the 2009 RSA until we received credit for the full amount due us under the Revolv ing Note, based
on the provisions of the 2009 Loan Agreement and the 2009 RSA that allow us to set off amounts owed by us under the 2009 RSA
against amounts owed to us by the 2009 Entity under the Revolv ing Note.
At that time, the outstanding amount of the Revolving Note due to us was ap proximately $8,200, representing principal and accnaed interest. In response to
our notificat ion, the 2009 Entity:
denied that it had defaulted under the 2009 Loan Agreement and, therefore, our ability to accelerate the payment of the Revolving Note;
and
refused our demand to immediately pay the Revolv ing Note in fu ll.
As a consequence, over the period from Febnaary 20 13 thro ugh August 2013, we offset our then current payment obl igations under the 2009 RSA and the
amount of Discharge Payments we elected to make during that period against a ll of the 2009 Entity 's obligations owed to us under the Revolv ing Note (the
"Offset").
We understand that the 2009 Entity 's position is that the Offset was improper, because:
it has not defau lted under the 2009 Loan Agreement; and
even if it had defaulted under the 2009 Loan Agreement, the assets o f the 2009 Entity aga inst wh ich we could offset or exercise our other
remedies, were limited.
We forth er understand the 2009 Entity's position to be that, because the Offset was improper, we are in default under the 2009 RSA. In April 20 13, the 2009
Entity notified us that it had taken control of the resllicted account containing the cash collateral that we deposited to secure our obliga tions under the 2009
RSA (the "Collateral"). At that time, the amount of funds in that account was approximately $8,600. To our kn owledge, the 2009 Entity has taken no forth er
action related to the Collateral. We believe that our good faith exercise of our right of offset provid ed for in the 2009 Loan Agreement and the 2009 RSA
d oes not constitute an event of default under the 2009 RSA, and that the 2009 Entity's seizure of control of the restricted account containing the Collateral
constitutes an additional default by the 2009 Entity. We cannot assure you, however, that the Offset will ult imately be determined to have been proper. In the
event ofa d efault by us under the 2009 RSA related to the Offset, we may be required to pay to the 2009 Entity approximately $8,600, representing the
amount of the Offset, net of approximately $500 of recoveries from charged-off loans that are owed, but have not been paid , to us. If the 2009 Entity instead
were to withdraw Collateral in that amount from the restricted bank account, we would be req uired to deposit that amount of cash in the account to maintain
the requ ired level of Collateral. Any such payment or deposit would reduce the amount ofour contingent liability related to the 2009 RSA.
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At the end of each reporting period, we assess whether we should recognize a contingent liability related to our guarantee obligations under the 2009
RSA (and, priorto February 28, 20 13, the PEAKS Guarantee) and, ifso, in what amou nt. As with any assessment, as facts and circumstances change, the
recorded liability could change, and has c hanged, significantly . In order to make this assessment, we made certain assumptions with respect to the
performance of the private education loans made un der the 2009 Loan Program (and, prior to Febmary 28, 2013, the PEAKS Program) over the life of those
loans. The life of a private education loan made under the 2009 Loan Program or PEAKS Program may be in excess often years from the date of
disbursement. Therefore, our assessment was based on assumptions for periods in excess often years, and those assumptions included, among other things,
the following:
the repayment pe1fonnance of the private education loans made under the 2009 Loan Program (and, p1ior to Febrnary 28, 2013, the
PEAKS Program);
the timing and rate at which those private education loans will be paid;
the changes in the variable interest rates applicable to those private education loans (and, prior to February 28, 2013, the PEAKS Senior
Debt);
the amounts and timing of collections in the future on those p1ivate education loans that have defaulted;
prior to Febmary 28, 2013, the fees and expenses associated with servicing the PEAKS Tmst Student Loans; and
our ab ility to utilize the available options for payment ofour obligations under the 2009 RSA.
We consulted with third-party consumer credit consulting finns in aniving at our assumptions. The assumptions have changed, and may continue to change,
s ignificantly over time as actua l results become known. Our recorded liability fo r our guarantee obligations under the 2009 RSA (and, p rior to Febmary 28,
20 13, the PEAKS Guarantee) was included in Other current liabi liti es and Other liabilities on our Conso lidated Balance Sheets.

17.

Risks and Uncertainties

Many of the amounts of assets, liabil ities, revenues and expenses reported in our consoli dated financial statements are based o n estimates and
assumptions that affect the amounts reported. We are subject to risks and uncertainties that cou ld affect amounts reported in our consolidated financial
statements in future periods. Our future perfonnance, results ofoperations, financia l condition, cash flows, liquid ity, capital resources, ab ility to meet our
obligations and ability to comply with covenants, metrics and regulatory requirements are subject to s ignificant risks and uncertainties that could cause
actual results to be materially different from our estimated results, inc luding, but not limited to, the following:
The Consolidation of the PEAKS Tmst and other factors, among other things:
have resulted in violations by us of covenants under the Amended Credit Agreement. We have obtained waivers and amendments
relating to those violations;
have negatively impacted our compliance with:
the ED's financial responsibility measurements, primari ly our institutions' composite score; and
ou r compl iance with the financial requirements of certain state education and professional licensing authorities ("SAs"); and
have negatively impacted the financial metrics to which we are subject under the PEAKS Program and 2009 RSA.
See Note 13 - Debt and Note 16 - Commitments and Contingencies for additional information.
We believe that we will be required to conso lidate the 2009 Entity into o ur consolidated financial statements in the foreseeable future, which
could impact our comp liance with:
covenants under the Amended C redit Agreement;
the ED's financ ial responsib ility measurements, primari ly our institutions' composite score;
the financial requirements of certain SAs; and
the financial metrics to whic h we are subject under the PEAKS Program and 2009 RSA.
See Note I 0 - Variable Ln terest Entities for additiona l infonnat ion.
Our institutions' fa ilure to submit the ir audited consolidated financial statements and Comp liance Audits to the ED by th e due date resu lted in
sanctions imposed by the ED on our institutions that include, among other things, our institutions having to post a letter of credit, being placed
on he ightened cash mon itoring ("HCM") and being provisionally cert ified. We have arranged for the letter of credit and have implemented
procedu res to address HCM, wh ich requirements are not expected to s ignificantly impact the timing ofreceipt of student financial aid funds. See
Note 13 - Debt for additional information.
We are required to submit the ED Letter of Credit on or before November 4, 2014. The tenn oftbe letter of credit is for a period that ends on
November 4 , 20 19. With respect to any letter of credit issued under the Amend ed Credit Agreement, we are requ ired to provid e cash collateral in
an amount equal to I 09% of the face amount of the ED Letter of Credit and I 03% of the face amount of all other letters of credit. Based on
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the required amount of the ED Letter of Credit and other letters of credit outstanding as of the date of this fili ng, the amount of the cash collaternl
that we will have to provide is approximately $89,300. Such collaternl may be provided from available funds. See Note 13 - Debt for additional
infonnation.
We are subject to various claims and contingencies, inc luding those related lo litigation, government investigations, business transactions,
guarantee ammgements and employee-related matters, among o thers. With regard to these matters, we cannot provide an estimate of the possible
losses, or rnnge of possible losses, in excess of the amounts, if any, accrued. See the subsections entitled "Litigation" and "Government
Invest igations" in Note 16 - Commitments and Contingencies, for a further discussion of certain lit igation and government investigations to
which we are subj ect.

The signi 6cant guarnntee obligations that we have under the PEAKS Guarantee and 2009 RSA. Based on various assumptions, including the
historical and projected perfonnance and collection of the PEAKS Trust Student Loans, we believe that we will make payments under the PEAKS
Guarantee of approximately $163,966 in 20 14 and app rox imately $9,165 in 20 15. Ln addition, based upon various assumptions, including the
historical and projected perfom1ance and collections of the private education loans under the 2009 Loan Progrnm, we believe that we will make
payments under the 2009 RSA of approximately $9,009 in 2014 and $14,25 1 in 2015. See Note 13 - Debt and Note 16- Commitments and
Contingencies for a further discussion of the RSAs, estimated payment amounts and contingent liabi lities.
As of December 3 1, 20 13, the outstanding boITowings under the Amended Credit Agreement totaled $50,000 and were classified as a cumnt
liability , because we believe it is probable that we will not be in comp liance with certa in covenants underthe Amended Cred it Agreement during
the 12 months following December 3 1, 20 13 . Ifwe are not in compliance with one or more covenants and are unable to obtain a waiver of our
noncompliance or an amendment to the Amen ded Credit Agreement that would allow us to be in compl iance with those covenants or otherwise
not be in default under the Amended Credit Agreement, the lenders would have various remedies, including:

the lending commitments under the Amended Credit Agreement may be tenninated;
our ab ility to request the issuance ofletters of credit and to obtain amendments, extensions or renewals ofletters of credit a lready issued
under the Amended Credit Agreement may be ten11inated; and
all then outstanding boITowings and other amounts owed under the Amended Credit Agreement may be declared immediately due and
payable.

In the event that we or our subsidiary guarantor do not pay in full, upon d emand , all of our outstanding boITowings and other amounts owed
under the Amended Credit Agreement or we, o r our subsidiary guarnntor, do not provi de, upon demand, the cash collateral for our letter of credit
obligations, the lenders would be entitled to recourse against the collateral security, inc luding the Mortgaged Property, that we and our
subsidiary guarantor have provided, in order to obtain payment of amounts we owe or are required to p rov ide as cash collateral.
We incurred a net loss in th e year December 3 1, 20 13 and we had negative work ing capital as of December 31, 20 13, primarily due to the impact
of the Consolidation and the loss that we recorded related to our guarantee o bligations under the 2009 RSA
Based on our current projections, we believe that cash generated from operations will be sufficient for us to satisfy our RSA payments, letters of credit
cash collateralization, working capital, loan repayment and capital expenditure requirements over the 12-month period following the date that this Annual
Report on Form I 0-K was filed with the SEC. We also believe that any reduction in cash and cash equivalents that may result from their use to make
payments under the RSAs, provide cash collateral for letters of credit, construct fac ilities or repay loans will not have a material adverse effect on our
expansion plans, planned capital expenditures, abil ity to meet any applicable regulatory financial responsibility standards or abil ity to conduct normal
operations over the 12-month period following the date that this Annual Report on Fonn I 0-K was filed with the SEC. Accordingly, our consolidated
financial statements contained in this Annual Report on Forni I 0-K were p repared on the basis that we will continue to operate as a going concern. However,
there can be no assurance that the ultimate outcome of these events individually or in the aggregate will not have a material adverse effect on our financial
condition, results ofoperations or cash flows.
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SCHE DULE II
ITT EDUCAT IONAL SERVICES, INC.
V ALVATION AND Q UALIFYING ACCOUNTS
FOR THE T HREE YEARS ENDED DECEMBER 31, 2013
(Amounts in thousa nds)

of Per iod

Charged
to
Expenses

$ 15,663
$ 9, 175
$ 7,526

$67,640
$56,8 18
$35,655

Balance at
Beginning

Description

Allowance for Doubtfi.tl Accounts:

Year Ended December 3 1, 2013
Year Ended December 3 I, 20 12
Year Ended December 3 1, 2011

Ba lance
Write-

offs
----

($74,129)
($50,330)
($34,006)

at End of
Period
$ 9,174
$ 15,663
$ 9,175

F- 56

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00016995

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review002909

Table of Contents

ITT EDUCATIONAL SERVICES, I C.
QUART ERLY FINANCIA L RESULTS
FOR 20 13 AND20 12
(Amounts in thous ands, except per share data)
(Unaudited)
Three Months Ended
June 30
Se(!t, 30

Ma rch 3 1

2013 ( 1)
Revenue
Cost of educational services
Student services and admi nistrative expenses
Legal and other investigation costs
Loss related to loan program guarantees
Provision for PEAKS T rust student loan losses
Ope rati ng income (loss)
(Loss) o n consolidation of PEAKS Trust
Interest income
Interest (expense)
Income (loss) before provision for income taxes
Provision (benefit) for income taxes
Net income (loss)

$260,459
123,54 I
98,335
213
0
4,319
34,05 I
0
25
(7,369)
26,707
6,503
$ 20,204

$259,6 17
120,204
96,182
2,089
4 ,826
16,382
19,934
0
16
(7,190)
12,760
3,336
$ 9,424

$267,173
I 18,432
IO I ,303
3,12 1
82,335
8,648
(46,666)
0
33
(7, I44)
(53,777)
(I 4,396)
$ (39,38 1)

$1,072,3 11
486,353
39 7,54 1
6,923
90,964
29,349
61,18 1
(73,248)
108
(25,277)
(37,236)
(10,2 12)
$ (27,024)

($
($

$

$
$

($
($

($
($

$ 339,209
134,94 1
10 1,3 I 9
0
0
3,054
99,895
68 1
(547)
100,029
39,384
$ 60,645

$328,06 I
140,067
I 05,895
0
873
3,906
77,320
502
(1,254)
76,568
30,627
$ 45,941

Earn ings (loss) per share:
Basic
Diluted

$
$

$

(2)

(3)

Year

$ 285,062
124,176
101,72 1
1,500
3,803
0
53,862
(73,248)
34
(3,574)
(22,926)
(5,655)
$ (17,27 1)

Eam ings (loss) per share:
Basic
Diluted
201 2 (2)
Revenue
Cost of educational services
Student services and administrative expenses
Asset impainnent
Legal and other investigation costs
Loss related to loan program guarantees
Operating income (loss)
Interest income
.Interest (expense)
Income (loss) before provisio n for income taxes
Provision (benefi t) for income taxes
Net income (loss)

( I)

Dec. 31 (3)

0.74)
0.74)

2.39
2.37

$

$

0.8 6
0.86

1.96
I.95

0.40
0.40

1.68)
1.68)

1.1 5)
1.15)

$3 13,79 1
133,948
104 ,647
0
0
5,095
70,10 1
125
(I ,02 1)
69,205
26,747
$ 42,458

$ 305,572
129,394
88,995
I 5,166
0
88,970
(I 6,953)
40
(90 I)
(I 7,8 14)
(7,740)
($ I 0,074)

$ 1,286,633
538,350
400,856
15,166
873
IOI ,025
230,363
I ,348
(3,723)
227,988
89,0 18
$ I 38,970

$
$

($
($

$
$

1.82
1.8 I

0.44)
0.44)

5.82
5.79

The amounts shown for the fiscal quarters ended March 3 1, 2013, June 30, 2013 and September 30, 20 13 are the restated amounts, as repo1ted in the
amended Quarterly Reports on Form I 0-Q (i.e., Form IOQ/ As) fo r the fiscal quarters ended March 3 1, 20 13, June 30, 20 13 and September 30, 20 13, as
filed with the SEC.
The amounts shown for the fiscal quarters ended March 3 1, 2012, June 30, 2012, September 30, 20 12 and Decembe r 31, 20 12 are the rev ised
amo unts, as repo1ted in the amended Quarterly Reports on Fonn I 0-Q (i.e., Fonn I OQ/As) for the fiscal quarters ended March 31, 20 13, June 30, 20 13
and September 30, 2013, as fi led with the SEC.
We revised our Consolidated Statement ofincome for the three mo nths e nded December 3 1, 20 12 to reflect i111111ate1ial corrections for: (i) the
recognition of revenue with respect to students who withdrew from a progrnm of study, which reduced revenue by $5,47 1 and student services and
administrative expenses by $5,57 I; (ii) losses related to the 2009 RSA, which increased both reven ue and loss related to loan progra m guarantees by
$ I0,200; and (iii) a contingent loss related to the 2009 RSA, which increased loss related to loan program guarantees by $1,084.
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SIGNATURES
Pursuant to the requirements of Section 13 or l 5(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its
behalf by the undersigned, thereunto duly autho1ized.
ITT Educational Services, Inc .
By: /s/ Kevin M. Modany
Kevin M. Modany

Dated: October I 5, 20 I 4

Chief Executive Officer
Pursuant to the requirements of the Securities Exchange Act of 1934, this repo1t has been signed below by the following persons on behalf of the
registrant and in the capacities and on the dates indicated.
Title

Date

/s/ Kevin M. Modany
Kevin M . Modany

Chief Executi ve Officer(Principal Executive Officer)

October 15, 2014

/s/ Danie l M. Fitzpatrick
Daniel M. Fitzpatrick

Execut ive Vice President and ChiefFinancial Officer (Principal
Financial Officer and Principal Accounting Officer)

October 15, 2014

/s/ John F. Cozzi
John F. Cozzi

Director

October 15, 2014

/s/ John E. Dean
John E. Dean

Execut ive Chai1ma11 and Directo r

October I 5, 2014

/s/ James D. Fowler, Jr.
James D. Fowler, Jr.

Director

October 15, 2014

/s/ Joanna T. Lau
Joanna T. Lau

Director

October 15, 2014

/s/ Thomas I. Morgan
Thomas I. Morgan

Director

October I 5, 2014

/s/ Samuel L. Odle
Samuel L. Od le

Director

October 15, 2014

/s/ Vin Weber
Vin Weber

Director

October 15, 2014

/s/ John A. Yena
John A. Yena

Director

October 15, 2014
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INDEX TO EXHIBITS
Incorporated br Reference From
Exhibit
Description

No.

Form

Exhibit

Filin~ Date

3 .1

Restated Certificate oflncorporation, as Amended to Date

10-Q*

3 .1

7/29/05

3 .2

Restated By-Laws, as Amended to Date

8-K*

3 .2

7/22/ 11

10.1 **

1997 ITT Educational Services, Inc. Incentive Stock Plan

10-Q*

10.8

8/ 8/97

10.2**

First Amendment to the 1997 ITT Educational Services, Inc. Incentive Stock Plan

10-Q*

I 0.38

7/17/03

10.3**

Second Amendment to 1997 ITT Educational Services, Inc. Incentive Stock Plan

10-Q*

10 .58

10/26/06

10.4**

1999 Outside Directors Stock Option Plan

S-8***

4.3

8/10/99

10.5**

First Amendment to the 1999 Outside Directors Stock Option Plan

10-Q*

10.37

7/ 17/03

10.6**

Second Amendment to the 1999 Outside Directors Stock Option Plan

10-Q*

I 0.42

4/27/04

10.7**

Third Amendment to the 1999 Outside Directors Stock Option Plan

8-K*

10.47

1/28/05

10.8**

2006 ITT Educational Services, Inc. Equity Compensation Plan

8-K*

10.55

5/10/06

10.9**

First Amendment to 2006 ITT Educational Services, Inc. Equ ity Compensation Plan

10-Q*

10 .57

10/26/06

10.10**

Second Amendment to 2006 ITT Educational Services, Inc. Equity Compensation Plan

10-Q*

10.61

7/26/07

10.1 I**

Third Amendment to 2006 ITT Educational Services, Inc. Equity Compensation Plan

10-K*

10.32

2/ 18/ 11

10.12**

Fou1th Amendment to 2006 ITT Educational Services, Inc. Equity Compensation Plan

10-K*

10.12

2/24/ 12

10.13**

ITT Educational Services, Inc. Amended and Restated 2006 Equity Compensation Plan

8-K*

10.1

5/7/13

10.14**

Fonn ofNonqualified Stock Op tion Award Agreement under the 2006 ITT Educational
Services, Inc. Equity Compensation Plan (for use prior to November 24, 20 I 0)

10-Q*

10.53

5/ 1/06

Filed
Herewith
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Incorporated by Reference From
Exhibit
No.

Description

Form

Exhibit

fi lin~ Date

10.15**

Fonn ofNonqualified Stock Option Award Agreement under the 2006 !TI Educationa l
Services, Inc. Equity Compensation Plan (for use November 24 , 20 IO - Januaty 23, 2012)

10-K*

10.35

2/ 18/11

10. 16**

Fonn ofNonqualified Stock Option Award Agreement under the 2006 ITT Educationa l
Services, Inc. Equity Compensation Plan (for use after Janua1y 23, 2012)

10-K*

10.1 5

2/24/12

10.17**

Fonn ofNonqualified Stock Option Award Agreement under the ITT Educational Services,
lnc. Amended and Restated 2006 Equity Compensation Plan

8-K*

10 .2

5/7/ 13

10. 18**

Fonn of Restricted Stock Un it Award Agreement under the 2006 ITT Educational Services,
Inc. Equity Compensation Plan (for use prior to Januaiy 17,20 1 l )

10-Q*

10.59

7/26/07

10.19**

Fonn of Restricted Stock Un it Award Agreement under the 2006 ITT Educational Services,
Inc. Equity Compensation Plan (for use Januaiy 17, 20 I I - Januaiy 23, 20 12)

10-K*

10.33

2/ 18/1 l

I 0 .20**

Fonn of Restricted Stock Un it Award Agreement under the 2006 ITT Educational Services,
Inc. Equity Compensation Plan (for use after Januaiy 23, 20 12)

I 0-K*

10. 18

2/24/12

10.21 **

Fonn of Restricted Stock Un it Award Agreement under the ITT Educational Services, Inc.
Amended and Resta ted 2006 Equity Compensation Plan

8-K*

10 .3

5/7/13

F iled
Herewith

X

10.22**

Fonn of Amendment to Ce1tain Restricted Stock Unit Award Agreements

10.23**

Fonn of Restricted Stock Award Agreement under the 2006 !TI Educational Services, Inc.
Equity Compensation Plan (for use after November 24, 20 I 0)

10-K*

10.34

2/18/1 1

I 0.24**

Fonn of Restricted Stock Award Agreement under the ITT Educational Services, Inc.
Amended and Restated 2006 Equity Compensation Plan

8-K*

10.4

5/7/13
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Exhibit
No.

Filed
Description

Form

Exh ibit

f ilin~ Date

I0.25**

Restated ES! 40 I (k) Plan

10-K*

10.20

2/24/12

10-Q*

IO.I

7/26/13

10.26**

First Amendment ofESI 40 I (k) Plan

10.27**

Second Amendment ofESI 401 (k) Plan

I0.28**

ES! Excess Savings Plan - 2008 Restatement

10-K*

10.15

2/21 /08

I0.29**

Restated ES! Pension Plan

10-K*

10.22

2/24/12

10.30**

First Amendment ofESI Pension Plan

10-Q*

IO.I

7/27112

10.31 **

ES! Excess Pension Plan - 2008 Restatement

10-K*

10.19

2/21 /08

I0.32**

First Amendment to ES! Excess Pension Plan - 2008 Restatement

10-Q*

10.23

7/24/08

Herewit h

X

I0.33**

ES! Executive Deferred Bonus Compensation Plan - 2008 Restatement

10-K*

10.22

2/21 /08

10.34**

ES! Non-Emp loyee Directors Deferred Compensation Plan - 2008 Restatement

10-K*

10.2 1

2/21 /08

10.35**

ITT Educational Services, Inc. Senior Executive Severance Plan

10-Q*

10.26

I 0/25/ 07

I0.36**

First Amendment to the !IT Educational Se1vices, Inc. Senior Executive Severance Plan

10-K*

10.28

2/24/12

I0.37**

Summary of Certain Director and Executive Compensation

10.38

Trade Name and Seivice Mark License Agreement between IIT/ESI and !IT Sheraton
Corporation

10-Q*

10.11

7/27/98

10.39

First Amendment to Trade Name and Service Mark License Agreement between ITT/ESI and
ITT Sheraton Corporation

10-K*

10.18

2/ 19/99

10.40

Second Amendment to Trade Name and Service Mark License Agreement between ITT/ES!
and ITT Manufacturing Enterprises, Inc. (assignee of ITT Sheraton Corporation)

10-Q*

10.24

I 0/31/ 00

10.41

Credit Agreement, dated as of March 2 1, 2012, among ITT Educational Services, Inc., the
lenders party thereto, JPMorgan Chase Bank, N.A. as administrative agent, Bank of America,
N.A., as syndication agent and Wells Fargo, N.A., as documentation agent

8-K*

10.1

3/27/12

X
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Filed

Exhibit
No.

Description

Form

Ex hibit

Filing Date

Herewit h

10.42

First Amendment to Credit Agreement, dated as of March 31, 2014, by and among ITT
Educational Services, Inc., the lenders party thereto, and JPMorgan Chase Bank, N.A. as
administrative agent

8-K•

I 0.1

4/4/14

10.43

Second Amendment to Credit Agreement, dated as of May 29, 2014, by and among ITT
Educational Services, lnc., the lenders party thereto, and JPMorgan Chase Bank, N.A. as
administrative agent

8-K•

IO. I

6/4/14

10.44

Third Amendment to Credit Agreement, Consent and Waiver, dated as of June 30, 20 14, by
and among ITT Educationa l Services, Inc., the len ders party thereto, and JPMorgan Chase
Bank, N.A. as administrative agent

8-K*

IO. I

7/2/14

10.45

Fourth Amendment to Cred it Agreement, Consent and Waiver, dated as of July 30, 2014, by
and among !TI Educationa l Services, Inc., the lenders party thereto, and JPMorgan Chase
Bank, N.A. as admini strative agent

8-K*

IO. I

8/ 1/14

10.46

Fifth Amendment to Credit Agreement and Consent, dated as of September 15, 20 14, by and
among !TI Educationa l Services, Inc., the lenders party thereto, and JPMorgan Chase Bank,
N.A. as administrat ive agent

8-K*

IO. I

9/19/ 14

10.47

Guarantee Agreemen t, dated as of Januaty 20, 20 I 0, between ITT Educational Services, Inc.
and Deutsche Bank Trust Company Americas, as indenture trnstee and collateral agent

X

10.48

Amended and Restated Inden ture and Credit Agreement, dated as of December 31, 20 I 0, by
and among PEAKS Tntst 2009- 1, Deutsche Bank Tn1st Company Ame ricas, as indenture
trustee and collateral agent and Deutsche Bank National Trnst Company, as lender trustee

X

S-5
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10.49

Subordinated Note Purchase Agreement, dated as of January 20, 20 I 0, between ITT
Educational Services, Inc. and PEAKS Tmst 2009-1

X

10.50

Agreement for Servicing Private Student Loans, dated as of December I 0 , 2011, by and among
PEAKS Trust 2009- 1, Deutsche Bank Trust Company Ame1icas, as indenture trustee and
collateral agent, ITT Educational Se rvices , lnc. and First Associates Loan Servic ing , LLC

X

10.51

Purchase Obligation Agreement, dated as of January 20,2010, by and among ITT Educationa l
Services, Inc., Deutsche Bank Trust Company Americas, as indenture tmstee and collateral
agent, and the senior creditors signatory thereto

X

10.52

Le tte r Agree men t, dated as of March 17, 20 14, between ITT Educational Services, Inc.,
Deutsche Bank Trust Company Americas, as indenture trustee and collateral agent, and the
holders of the senior debt signatory thereto

10.53

Risk Sharing Agreement, dated as of February 20, 2009, between !TI Educational Services,
Inc. and Student CU Connect CUSO, LLC, with the First Amendment, Second Amendment and
Third Amendment thereto

X

10.54

Financing Progmm Agreement, dated as of February 20, 2009, between !TI Educationa l
Services, lnc. and Student CU Connect CUSO, LLC, with the First Amendment, Second
Amendment and Third Amendment thereto

X

8-K•

10.1
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10.55

Loan and Security Agreement, dated as ofMay 18, 2009, between ITT Educational
Services, Inc. and Student CU Connect CUSO, LLC, with the First Amendment, Second
Amendment and Third Amendment thereto

X

10.56

Agreement for Servic ing Private Student Loans, dated as of May 18, 20 12, by and
between First Associates Loan Servicing, LLC and Student CU Connect CUSO, LLC

X

I 0 .57**

Letter Agreement, dated August 4 , 20 14 , by and between ITT Educational Services, Inc.
and Kev in M. Modany

8-K*

10. 1

8/5/14

I 0.58**

Letter Agreement, dated August 4 , 2014, by and between ITT Educational Services, Inc.
and John E. Dean

8-K*

10 .2

8/5/14

21

Subsidiari es

X

23

Consent of Independ ent Registered Public Accounting Firm

X

31.1

Ch ief Executive Officer's Certi tication Pursuant to Rule I 3a- l 4 (aY I 5d-1 4(a) of the
Securities Exchange Act of 1934

X

31.2

ChiefFinancial Officer's Certification Pursuant to Rule 13a-14(aY I 5d-14(a) of the
Securities Exchange Act of 1934

X

32.1

Chief Executive Officer's Certification Pursuant to 18 U.S.C. Section 1350

X

32.2

ChiefFinancial Officer's Certification Pursuant to 18 U.S.C. Section 1350

X

The following materials from ITT Educational Services, Inc. 's Annual Report on
Form I 0-K for the year ended December 3 I,2013, formatted in XBRL (eXtensible
Business Reporting Language): (i) Consolidated Balance Sheets; (ii) Consolidated
Statements oflncome; (iii) Consolidated Statements of Comprehensive Income; (iv)
Consolida ted Statements of Cash Flows; (v) Consol idated Sta tements of Shareholders'
Equ ity; (v i) Notes to Consol idated Financial Statements; and (v ii) Financial Statement
Schedule II

X

10 1

*

**
***

SEC Fi le No. 00 1-1 31 4 4
The ind icated exh ib it is a management contract, compensato1y p lan or anrangement required to be filed by Item 60 I of Regulation S-K.
Registration No . 333-84871
S-7
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EXHIBIT 10.22
ITT EDUCATIONAL SERVICES, INC.
AMENDED AND RESTATED 2006 EQUITY COMPENSATION PLAN
Amendment to Restricted Stock. Unit Award Agreements

This Amendment to Restricted Stock Unit Award Agreements (this "Amendment"), effective as of January 20, 2014, is by and between ITT Educational
Services, Inc. (the "Company") and _ _ _ _ ("Grantee").

The Company and Grantee are parties to the foll owing Restricted Stock Unit Award Agreements:
A.

2006 ITT Educational Services, Inc. Equity Compensation Plan Restricted Stock Unit Award Agreement, dated as of the 17th day of May, 20 1 l,
relating to 1,412 Restricted Stock Units granted by the Company to Grantee (the "2011 Award Agreement");

B.

2006 ITT Educationa l Services, Inc. Equity Compensation Plan Restricted Stock Un it Award Agreement, dated as of the 22nd day of May, 20 12,
relating to 1,722 Restricted Stock Units granted by the Company to Grantee (the "2012 Award Agreement); and

C.

ITT Educational Services, l.nc. Amended and Restated 2006 Equity Compensation Plan Restricted Stock Unit Award Agreement, dated as of the
21 s, day of May, 20 13, relating to 3,598 Restricted Stock Units granted by the Company to Grantee (the "2013 Award Agreement").

The 20 11 Award Agreement, the 2012 Award Agreement and the 2013 Award Agreement are refeued to collectively herein as the "Award Agreements."
The Company and the Grantee desire to amend the Award Agreements to provide for a modification of the treatment of the Restricted Stock Units
granted under the Award Agreements upon a certain type oftennination of service with the Company.
In consideration of the forego ing, the provisions set forth herein, and other good and valuabl e consideration, the receipt and sufficiency of wh ich are
hereby acknowledged, the Company and the Grantee agree as follows:
Paragraph 6 ofeach of the Award Agreements is hereby de leted in its e ntirety and replaced with the following :

I.

6.

Tennination of Service.

(a) Upon tennination of the Gran tee's servi ce due to death or Disabi li ty, the Period of Restriction with respect to the
Restricted Stock Units will lapse
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immediately, and the Restricted Stock Units will b e settled immediately thereafter and paid immediately thereafter in the fonn specified in
paragraph 4 of this Agreement.
(b) Upon termination of the Grantee's service due to the expiration of the last tern, that the Grantee is permitted to serve pursuant to any
then-effective tenn or age limitation contained in any Company guideline, policy, principle or other corporate document that results in the
Grantee not being able to be nominated to a new tern, of service on the Company's Board of Directors, the Period of Restriction with respect to
the Restricted Stock Units will lapse immediately, and the Restricted Stock Units will be settled immediately thereafter and paid immediately
thereafter in the fom, specified in paragraph 4 of this Agreement.
(c) Upon tennination of the Grantee's service for any reason other than the reasons desc1ibed in this paragraph 6(a) or 6(b), the Grantee
will forfeit immediately after the tennination of service all of his or her Restricted Stock Units that are unvested as of the date of tennination of
emp loyment or se1vice.
2.

Except as specifically amended in this Amendment, all provisions of the Award Agreements shall remain unchanged and in full force and

effect.
The Company and the Grantee have executed this Amendment as of the date first above written .

[GRANTEE SIGNATURE)
Print Name:
ITT EDUCATIONAL SERVICES, INC.
By:
Print Name:
Title:

-2 -
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EXHIBIT 10.27
SECOND AMENDMENT OF ESI 40 I (k} PLAN

This Second Amendment ofESI 40 I (k) Plan (the "Plan") is adopted by ITT Educational Se1vices, Inc. (the "Employer").

Background

A. Effective January I, 20 12, the Employer amended and completely restated the Plan.
B. The Plan was amended by a First Amendment.
C. The Employer now wishes to amend the Plan further.

Amendment

Effective August I , 2013, the Plan is amended by adding a new Article XIX to read as follows:

ARTICLE XIX
ACQUISITION OF CABLE HOLDLNGS, LLC
(DOING BUSINESS AS BENCHMARK LEARNING)
Notwithstanding any other provision of the Plan, solely with respect to individuals who were employed by Cable Holdings, LLC ("Benchmark") on
July 3 I, 20 13 and by ES! on August I, 20 13, the following rules apply:
(a)

For the pu1pose of detennining an Employee's membership, se1vice with Benchmark prior to August I , 2013 will be considered in detennining
his Continuous Service under Section 3 .1.

(b)

For the pu1pose of detennining a Member's nonforfeitable percentage in his Company Match ing Contribution Account, service with Benchmark
prior to August I, 2013 will be considered Service under Section 5.4 .

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00017006

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review002920

This Second Amendment of ES! 40 I (k) Plan (2012 Restatement) is executed this .l.l!.lh day of December.20 13 .

ITT EDUCATIONAL SERVICES, INC.
By: Angela K. Knowlton
(Signature)

Angela K. Knowlton
(Printed)
Senior Vice President, Controller and Treasurer
(Title)
ATTEST:

Jenny Yonce
(Signature)
Jenny Yonce
(Printed)
Manager, Benefits & HRIS
(Title)
-2-

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00017007

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review002921

Exhibit 10.37
Descriptio n oflTT Educational Serv ices, lnc.'s Exec utive and Director Compensation
2014 Executive Salaries
On January 20, 20 14, the Compensation Committee of our Board of Directors authorized a salary increase for our named executive officers effective
Febn,ary I 0, 2014. The named execut ive officers are those executive officers ofours who will be included as such in the Proxy Statement for our 2014
Annual Meeting of Shareholders. The fo llowing table sets forth the 2014 base sa lary information for each of our named executive officers as of February I 0,
20 14.
Named Executive Officer

2014 Salary
$ 824,076
$ 412,000
$ 319,4 11
$ 285,094
$ 266,880

Kevin M. Modany
Dan ie l M. Fitzpatrick
Eugene W. Feichtner*
June M. McConnack
Glenn E. Tanner

* On August 4, 2014, Mr. Feichtner was appointed our President and Chief Operating Officer. In connection with that appointment, M r. Feichtner's annual
base salary will increase to $400,000, effective as of the date in 20 15 that other employees at the Company's headquarters receive compensation
adj ustments.

2013 Short-Term Compensation Payments
On January 20, 2014, the Compensation Committee reviewed the results of the eight 2013 management o bjectives (the "2013 Management
Objectives" ) under the short-term compensation element of executive compensat ion previously establ ished by the Compensation Committee. Based on its
detenni nation of the extent to which each of the 20 13 Management Objectives was accomplished by ournamed executive officers in 20 I 3, the
Compensation Committee approved the payment of a short-tern, compensation amount in cash to each of our named executive officers, as follows:

Named Executive Officer

20 13 Short-Term
Compensation Amount

Kevin M. Modany
Dan ie l M. Fitzpatrick
Eugene W. Feichtner
June M . McConnack
Glenn E. Tanner

$
$
$
$
$

1,000,093
325,000
232,581
207,593
194,330

2014 Short-Term Compensation
On March I, 2014, the Compensation Committee established a short-tern, compensation element for our execu tive officers that will be payable in earl y
2015, if ce1tain management objectives (the "20 14 Management Objectives") are accomplished during 2014. The 2014 Management Objectives and the ir
respective weightings are as follows:
M_anagement Objective

I.

2.
3.
4.

5.

6.
7.
8.

Obtain requisite state and accrediting commission authorizations for corporate training, continuing education and/or test
preparation programs.
Design and implement an operational optimization plan to increase ITT/ESI's operat ional efficiencies for the corporation.
Obtain requisite federa l, state and accredit ing commission authorizations for additional health science, techno logy and/or
engineering programs at the ITT Technical Institutes at both the associate degree and diploma levels.
Improve the 2014 ITT Technical Institute quarterly student evaluation average score.
Revise and begin teaching the six ident ified high volume, high-impact program courses at the majority of ITT Technical
Institute campuses.
Acquire a train ing company to support strategic initiatives associated with The Cente r for Professional Development.
Obtain requisite federa l, state and accrediting commission authorizations for a dua l high school diploma and associate degree
program at an ITT Technical Institute.
Obtain requisite federal, state and accrediting commission authorizations for additional nursing programs at the ITT
Technical Institutes at both the associate and bachelor degree levels.
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The detem1ination of the extent to which the 2014 Management Objectives are accomplished by our executive officers will be made by the
Compensation Committee in early 2015. The Committee intends to assign one to five po ints to each 20 14 Management Objective, based on the extent to
which the Conunittee deteffilines the objective was accomplished. The number of points assigned to each 2014 Management Obj ective will be multiplied by
the weight associated with that 20 14 Management Objective, result ing in a weighted number of points for that 2014 Management Objective. The weighted
number of points for a ll of the 20 14 Management Object ives will be added together, resu lting in a total number of weigh ted points. The following table sets
forth the maximum short-tenn compensation percentage that is associated with the total number of weighted points that are assigned to the 20 14
Management Objectives by the Compensation Committee:
Maximum Short-Term
Compensation Percentage

Total Weighted Points

4.76-5.00
4.51-4.75
4 .26-4.50
4 .01-4.25
3.76-4.00
3 .51-3.75
3 .26-3.50
3 .01 -3.25
2 .76-3.00
2.51-2.75
2.26-2.50
2.01 -2.25
1.76-2.00
1.51 -1.75
1.26-1.50
1.00-1.25

200.0%
187.5%
175.0%
162.5%
150.0%
137.5%
125.0%
1 12.5%
100.0%
87.5%
75.0%
62.5%
50.0%
41 .7%
33.3%
25.0%

To deteffiline the maximnm short-teffil compensation amount that an executive officer may receive, the maximum short-teffil compensation percentage
(detennined as described above) wi ll be mul tiplied by a standard sho1t-tenn compensation percentage of annualized base salary as of December 31, 20 14,
ranging from 32% to I 00%, with the percentage depending on the officer's position , and the result will be multiplied by the officer's annualiz ed base salary.
The following table sets forth the 2014 standard short-tem1 compensation percentage of annualized base salary as of December 3 1, 2014 for each of the
named exec utive officers:
20 14 Standard ShortTerm Compensation
Percentage of
Annualized Base Salary

Named Executive O fficer

Kevin M. Modany
Dan ie l M. Fitzpatrick
Eugene W. Feichtner
June M. McConnack
Glenn E. Tanner
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An executive officer's actual short-tem1 compensation payment, however, may be more or less than the officer's potential short-tem1 compensation as
calculated as described above. An executive officer's actua l short-tem1 compensation amount will be based on the Compensation Committee's discretionary
assessment of the officer's individual cont1ib ution toward accomplishing each 2014 Management Objective. Any 20 I 4 short-tenn compensation payment
wi ll be made in cash. The Compensation Committee may, in its sole discretion, modify the tenns of the short-tern, compensation element at any time before it
is paid.

2014 Executive Pe rguisites
On January 20, 20 14, the Compensation Committee of our Board of Directors also approved the following executive perquisites in 2014 for our named
executive officers:
for Mr. Modany, the use ofa company car;
for Mr. Modany, an allowance to be used for tax return preparation and financial planning ofup to 2% of annualized base salary as of
February I 0, 20 14;
for Messrs. Fitzpatrick, Feichtner and Tanner and Ms. McConnack, an allowance to be used for tax return preparation and financial
planning of u p to I% of ann ualized base salary as of Feb111ary I 0, 2014; and
for each of th e Named Executive Officers:
t ickets to sporting, theater and other events;
enhanced disabil ity benefits; and
an annual physical examination.
The aggregate incremental cost to us in 2014 for providing all oftbe 2014 perquisites desc1i bed above is not expected to exceed $150,000.

2014 Director Compe nsation
The compensation for non-employee Directors on our Board of Directors in 2014 consists of:
an annual retainer of $75,000 payable in one install ment on January I, 2014, at the election of each non-employee Director, in cash or
shares of our common stock in increments of25% each;
no separate meeting fees;
a grant under the ITT Educational Services, Inc. Amended and Restated 2006 Equity Compensation Plan of restricted stock units
("RSUs") with a time-based peliod ofrestriction that:
has a value of$ IOO,OOO, plus tbe value assoc iated with any fractional RSU necessary to cause the gran t to be for a whole number
ofRSUs, pursuant to which the value is determined based on the closing market price ofa share of our common stock on the
effective date of the grant;
is effective on the third business day following the date as of which we become current in our filings with the Securities and
Exchange Commission;
has a time-based period of restriction ofone year; and
is settled on the first business day following the last day of the pe riod of restriction by the delivery ofone share ofourcommon
stock for each RSU in the grant.
We also reimburse Directors for reasonable, out-of-pocket travel expense related to attend ing our Board of Directors and its committee meetings and other
business of the Board.
On August 4, 2014, John E. Dean was appointed our Execut ive Chainnan and became an employee of ours. In connection with his appo intment
as Executive Chainnan, we entered into a letter agreement with Mr. Dean which
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provides for an annual base salary ofS575,000 and a grant ofRSUs on August 4, 2014 that had a value of$1,000,000, based on the closing p1ice of our
common stock on the date of grant, which resulted in a grant of 129,534 RSUs to Mr. Dean on that date. The RSUs will vest, subject to Mr. Dean's continued
service as Executive Chaim1an o r as a member of the Board, on the first anniversary of the grant date or, if earlier, upon his tennination of emp loyment due to
death or disability. Mr. Dean will receive no other compensation for his service as Executive Chairman, but will continue to vest i n the equity-based awards
granted to him in connection with his service as a non-emp loyee Director.
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EXHIBIT 10.47

Execution Version

GUARANTEE AGREEMENT
T HIS GUARANTEE AGREEMENT is made as of Jan uary 20, 20 IO (th is "Agreement"), between ITT Educational Services, Inc., a Delaware
corporation (the "Guarantor") and Deutsche Bank Trnst Company Americas, as indenture trustee and collateral agent (the "Secured Party") under the
indenture and credit agreement dated as of January 20, 20 IO (as amended, supp lemented, restated or otherwise modi Cied from time to time in accordance with
the tenns thereof, the "Indenture and Credit Agreement") among PEAKS Trust 2009-1 (the " Trust"), Deutsche Bank National Trust Company, as the lender
trnstee (the " Lender Trnstee"), and the Secured Paity.

RECITALS
A. The Guarantor offers certain programs of educat ion through schools that it owns and operates.

B. Many students attending the Guarantor's schoo ls need private student loans to finance their ed ucation costs to the extent such costs are not fully
covered by other sources.
C. The Trust has been established pursuant to a Trnst Agreement dated as of December 23, 2009 (as amended, supplemented, restated or otherwise
modified from time to time, the " Trnst Agreement"), between Access Group, Inc., as depositor (the "Dep ositor"), and Deutsche Bank Trust Company
Delaware, as owner trustee (in such capacity, the "Owner Trustee" ), for the purpose of purchasing and hold ing loans made to students attending the
Guarantor's schools (the "Student Loans").
D. The Trust Agreement and the Indenture and Credit Agreement provide for senior asset-backed notes to be issued by the Trust (the "Senior Notes")
and for a su bordinate variable fonding note to be issued by the Trust (the "Subordinated Note" ) to provide funds to purchase and hold Student Loans. The
Senior Notes wi ll be purchased by certa in purchasers (the "Note Purch"sers") pursuant to the terms of a note purchase ag reement dated as of January 20, 20 I 0
(the "Senior Notes Note Purchase Ag reement") between the Trnst and the Note Purchasers and acknowledged by the Secured Party.
E. The Trnst Agreement and the Indenture and Credit Agreement also provi de for the tem1s of a loan (the " Lo"n" and together with the Senior Notes,
the "Senior Credit") to p rovide funds to purchase and hold Student Loans, wh ich Loan will be made by a lender (the " Lender" and together with the Note
Purchasers, the "Senior Creditors") to the Trust pursuant to a loan agreement (the "Lo"" Agreement") dated as of January 20, 20 IO among the Trnst, the
Secured Party and the Lend er.
F. The proceeds of the Senior Notes and the Loan will be used to (a) purchase the Student Loans, (b) fund a reserve account (the "Reserve A ccount")
held by the Secured Party and (c) pay certain fees of the Trust. Amounts on deposit in the Reserve Account will only be avai lable to pay certain amounts that
are due and owing with resp ect to the Senior Credit and certa in fees of the Trust as set forth in the Indenture and Credit Agreemen t.
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G. As a condition to the issuance of the Senior Notes and the extension of the Loan, the Indenture and Credit Agreement requires that the Guarantor
guarantee the payment, on the terms set forth herein, of the Guaranteed Payments.
H. Capitalized tenns used but not defined herein (including in the preamble and the recitals hereto) shall have the meanings assigned to such te1ms in
the Indenture and Credit Agreement.

AGREEMENTS
I. The Guarantor hereby (a) uncond itionally and irrevocab ly guarantees to the Secured Party the fit II and prompt payment when due from time to
time of: (i) all Ordinary Administrative Expenses payable on any Payment Date, (ii) all interest payable on the Senior Credit on any Payment Date or at the
maturity of the Senior Credit (including as a result of the acceleration of the maturity of the Senior Credit following an event of defaul t under the Indenture
and C redit Agreement), (iii) principal due and payable on the Senior Credit at the maturity of the Senior Credit (including as a result of the acceleration of the
maturity of the Senior Credit following an event of default under the lndent11re and Credi t Agreement), (iv) any Ca ll Premium due upon a prepayment in full
of the Sen ior Credit, (v) on any Payment Date after the Payment Date in February 20 12 , the Arranging Agent Fee for such Payment Date, (vi) on any Payment
Date related to a Monthly Measurement Date on which the Asset/Liability Test is not satisfied (x) an amount sufficient to reduce the Outstanding Amount of
the Senior Credit to an amount that would satisfy the Asset/Liabil ity Test if the AssetfLiabi lity Test were calcu lated giving effect to such reduction, an d
(y) any Call Premium that is payable upon a payment of principal on the Senior Credit in the amount set forth in c lause (x), and (vii) to the extent not
otherwise covered pursuant to clauses (i) -{v i) above, any principal and interest payable on the Senior Credit when due and any Call Premium due upon a
prepayment in fit II of the Senior Credit (the obligations ident ified in c lauses (i), (ii), (iii), (iv), (v), (vi) and (vii) being referred to herein as the " Gua ra111eed
Payments"); (b) agrees to pay all costs, expenses and reasonable attorneys' fees incurred by the Secured Party in enforcing this Agreement; and (c) agrees to
pay to the Secured Party the amount of any payments made to the Secured Party on account ofthe Guaranteed Payments wh ich are recovered from the
Secured Party or the Senior Credi tors by a trnstee, receiver, creditor or other party pursuant to app licable law. The Guaranto r shall not be required to make any
payments in respect of any Guaranteed Payments as set forth here in unless Available Funds and amounts on deposit i n the Reserve Account available to
make any such Guaranteed Payments on the related Payment Date are insufficient to pay any such Guaranteed Payments.
2 . To the extent that, as of the Monthly Measurement Date for a Payment Date, there are not suflicient Available Funds and amounts on deposit
in the Reserve Account available to pay any Guaranteed Payments on the related Payment Date, the Secured Party shall demand payment of any such
Guaranteed Payments from the Guarantor by delive1y ofa demand for payment in substantially the form of Exhibit A to this Agreement (the "Payment
De111a11d''). The Guarantor shall, by 4:00 p.m., New York City time, on the Business Day immediately
-2-
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preceding the related Payment Date (or, if the Payment Demand is not delivered by the Secured Paity on or p1ior to the Business Day immed iately following
the re lated Monthly Measurement Date, then by 4: 00 p.m., New York City time, on the third Business Day following delivery of the Payment Demand), make
payment of the amount demanded in immediately avai lable Ii.Inds to the account of the Secured Party identified in such Payment Demand. Payment of any
other amounts described in Section I shall be made prompt ly upon demand for payment thereof in writing from the Secured Party, which shall refer to this
Agreement and identify the amount required to be paid in reasonable detail.
3 . This is a guarantee of payment, and not of collection. Th e Secured Party shall not be obligated to: (a) take any steps whatsoever to collect
from, orto fi le any claim of any kind against, the Trust or any other person or entity liable for payment of any Guaranteed Payments; or (b) take any steps
whatsoeverto protect, accept, obtain, enforce, take possession of, perfect its interest in, foreclose or realize on collateral or security, if any, for the payment of
the Guaranteed Payments (except for Available Funds and amounts on deposit in the Reserve Account held under the Indenture and Credit Agreement and
available for such payment in accordance with the tenns thereof); or (c) in any other respect exerc ise any diligence whatever in collecting or attempting to
col lect an y amount due under the Sen io r Credit or the Indenture and Cred it Agreement by any means.
4. The Guarantor's liability for payment of the Guaranteed Payments in the manner provided in this Agreement shall be absolute and
uncond itional; the Guarantor unconditionally and irrevocably waives each and every defense wh ich, under principles of guarantee or suretyship law, would
otherwise operate to impair or diminish such liabil ity; and nothing whatever except actual full indefeasible payment to the Secured Party of the Guaranteed
Payments shall operate to discharge the Guarantor's liability hereunder. The Guarantor guarantees that, to the fullest extent p ermitted by law, the Guaranteed
Payments will be paid strictly in accordance with the terms of this Agreement, regard less of any law, regulation or order now or hereafter in effect in any
jurisdiction affecting any of such tenns orthe rights of the Secured Party with respect thereto .
Without limiting the general ity of the foregoing, the Secured Party shall have the right , wh ich may (subject to th e spec ific consent rights of the
Senior Creditors and other limitations provided in the Indenture and Credit Agreement), be exercised from time to time without dimin ishing or impairing the
liability of the Guarantor in any respect, and without not ice of any kind to the Guarantor, to: (a) extend any additional cred it to the Trust; (b) accept any
collateral, security or guarantee for any Guaranteed Payments; (c) accept partial payment of Guaranteed Payments by the Guarantor; (d) determine what, if
anyth ing, shall at any time be done with respect to any collateral or securi ty; subordinate, sell, transfer, surrender, release or otherwise dispose of all or any of
such collateral or security; and purchase or otherwise acquire any such col lateral or security at foreclosure or oth erwise; and (e) with or without consideration
grant, penni t or enter into any waiver, amendment, extension, modification, refinancing, indulgence, compromise, settlement, subordination, discharge or
release of: (i) payment of any Guaranteed Payment by the Guarantor or any obligations of the Guarantor under any agreement relating to the Guaranteed
Payments, (i i) any obligations of any other person or enti ty liable for payment of the Guaranteed Payments, and any agreement of such person re lating to such
obligations, and (i ii) any collateral or security or agreement relating to collateral or security for any of the foregoing.
-3-
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5. Except as set fotth in Section 2 hereof with respect to delivery of the Payment Demand and other demands for payment, the Guarantor hereby
unconditionally waives (a) presentment, notice of dishonor, protest, demand for payment and all notices of any kind, including without limitat ion, notice of:
(i) acceptance hereof, ( ii) creation of the Senior Credit, (iii) nonpayment, nonpe1fonnance or other default on any Guaranteed Payments, and (iv) any action
taken to collect upon or en force any Guaranteed Payments; (b) any set offs or counterclaims against the Secured Party wh ich would otherwise impair the
Secured Party's rights against the Guarantor hereunder; and (c) any other action, event or condition to the enforcement of this Agreement or the perfonnance
by the Guarantor of its obligations hereunder.
6. The Guarantor hereby unconditionally wa ives any sub rogation to the rights of the Secured Party, the Senior Creditors, payees of Ordinary
Administrative Expenses or the Arranging Agent against the Trust and any other claim against the Trust which a ri ses as a result of payments made by the
Guarantor pursuant to this Agreement, and agrees that its so le right to receive reimbursement from the Trust for any such payments shall be the right to
receive reimbursement of Guaranteed Payments pa id by the Guarantor (without interest on any such amount) as provided in the Inden tu re and Credit
Agreement. To the exten t the Guarantor has or acquires any other claims against the Trust, the Guarantor agrees that the Guaran teed Payments shall be prior
to any such claims, whether or not the Trust becomes insolvent, and the Guarantor shall and does expressly subordinate any such claims to any claim that the
Secured Party may now or he reafter have against the Trust in respect of the Guaranteed Payments.
7. The Guarantor has made an independent investigation and evaluation of the financial cond ition of the Trust and the v alue of any collateral,
and has not relied (and will not rely) on any infom1ation or evaluation provided by the Certificateholder, the Secured Party, the Owner Trustee, or any other
person regarding such condition or value. The Guarantor has reviewed the Indenture and Credit Agreement, the Loan Agreement, the Senior Notes Note
Purchase Agreement and the fonns of the Senior Notes and the Loan Note and understands the nature of the Guaranteed Payments, including that any
payment by the Guarantor of amounts demanded for payment of any Guaranteed Payment pursuant to Section 2 he reof received after 4:00 p .m., New York
City time, on the Business Day immediately preceding the re lated Payment Date (or, if the Payment Demand is not delivered by the Secured Party on or prior
to the Business Day immediately following the related Monthly Measurement Date, then by 4:00 p.m., New York City time, on the thi rd Business Day
following delivery of the Payment Demand) will be considered to be a failure of the Guarantor to make a Guaranteed Paymen t when due.
8. The Guarantor represents and warrants that:
(a) The Guarantor is a corporation duly organized, validly existing and in good stand ing under the laws of the State of Delaware and has the
power and all licenses necessary to own its assets and to transact the business in which it is engaged and is duly qualified and in good standing under the
laws of each jurisdic tion where the ownership of assets o r the transaction of such business requires such qual ification .
-4-
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(b) The Guarantor has the power, authority and legal right to make, deliver and perfom1 this Agreement and any other Basic Document to which
it is a party and a ll of the transactions contemplated hereby and thereby, and has taken all necessary action to authorize the execution, delivery and
performance of this Agreement and any other Basic Document to which it is a party. This Agreement and any other Basic Documents to which the Guarantor
is a party constitute the legal, valid and binding obl igations of the Guarantor, enforceable against it in accordance with each of their respect ive terms, except
as such enforcement may be limited by bankmptcy, insolvency or other similar laws affecting c reditors' rights generally and court decisions with respect
thereto and subject to the app licability of general principles of equity. No consent of any other party and no consent, license, approval or authorization of, or
registration or declarat ion wi th, any govemmental authority, bureau or agency is required in connection with the execution, de livery or perfonnance by the
Guarantor of this Agreement or any other Basic Document to which it is a party or the validity or enforceability of this Agreement or any such Basic
Document, other than such as have been met or ob tained.
(c) The execut ion, delivery and perfonnance of this Agreement by the Guarantor and all other agreements and instmments executed and
del ivered by the Guarantor or to be executed and delivered by the Guarantor in connection with the issuance and sale of the Senior Notes and the borrowing
under the Loan will not violate any provision of any existing law or regulation or any order or decree of any court, regulatory body or administrative agency
or the certificate of incorporation or bylaws of the Guarantor or any other Basic Document to which the Guarantor is a party, or violate any contract or other
agreement to wh ich the Guarantor is a party or by wh ich the Guarantor or any property or assets of the Guarantor may be bound, except to the extent such
violation could not reasonably be expected to have a mate1ial adverse effect on the a bility of the Guarantor to perfo1m its o bligations under this Agreement
or any other Basic Document to which the Guarantor is a party.
(d) No litigation or administrative proceeding of or before any court, tribuna l or governmenta l body is presently pending or, to the knowledge of
the Guarantor, threatened against the Guarantor or any properties of Guarantor or with respect to this Agreement, which, if adversely determined, cou ld have a
material effect on the ability of the Guarantor to perfonn its obligations under this Agreement or any other Basic Document to which the Guarantor is a party.
(e) No injunction, writ, restraining order or other order of any nature against the Guarantor adversely affects the Guarantor's perfom1ance of its
obligations under this Agreement or any other Basic Document to wh ich the Guarantor is a party .
(f) The Guaran tor is sol vent and a ble to meet its debts as they become due, the fa ir market value of its assets exceeds the aggregate amount of its
debts and liab ilities, and the consummation of the transactions contempla ted hereby will not cause the foregoing statements to become untme.

(g) The ob ligations of the Guaran tor under this Agreement are not junior, and will not be junior, in priority of payment or in any other respect to
any unsecured indebtedness of the Guarantor.
(h) The Guarantor understands that it is the Trust's intention that the Senior Credit and the Subordinated Note be treated as deb t for federal
income tax purposes, and agrees to so treat the Sen ior Credit and the Subordinated Note as debt instmments and to take no action inconsistent therewith.
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(i) The Guarantor maintains a corporate policy that the Guarantor shall advise students attending schools owned and operated by the Guarantor
to consider all federal student aid that is available.
9. The Guarantor hereby covenants that it will maintain, during the tem1 of the Loan Purchase Agreement, its corporate policy that the Guarantor
shall advise students attending schools owned and operated by the Guarantor to consider all federal student aid that is available.
I 0. The Guarantor hereby covenants tha t it will not arrange, directly or indirectly, for the prepayment of any Student Loan except as expressly
permitted in the Basic Documents.

11. The Guarantor agrees: (i) to review each Monthly Report prior to its delivery by the Secured Patt y to the Creditors pursuant to
Secti on 4. 13(b) of the Indent11re and Credit Agreement, as long as the Guarantor receives the applicab le Monthly Report at least three Business Days prior to
the date that the Secured Party del ivers that Monthly Report to the Senior Creditors; and (ii) that, if the Guarantor is required to make a payment pursuant to
the tenns of clause (vi) of Section I of this Agreement and that payment is material to the Guarantor, the Guarantor will disclose that payment in a cu1rent
report on Fonn 8-K with the SEC. Notwithstandi ng the foregoing: (a) no third party, includ ing, without limitation, the Senior Creditors, can or shall rely in
any way on the Guarantor's agreement to review each Month ly Report (I) to absolve any such third party or Senior Cred ito r from its ob ligations in respect of
federal or state securities laws or regulations o r (2) fo r any reason or purpose that has the effect of transferring to the Guarantor any potential or actual
responsi bility, obl igation or liability of the th ird party under the Securities Act ; and (b) the Guarantor neither has nor assumes, whether now or in the future,
any responsib ility, obl igation or liability whatsoever that directly or indirectly relates to or arises from any of the Senior Creditors' compliance with any of
the federa l or state securit ies laws or regulations.
12. The Guarantor shall provide to the Administrator and the Secured Party a certificate of an authorized officer of the Guarantor in the fo1m of
Exhibit B hereto (the "Quarterly Report") on the second Business Day following the date on which the Guarantor files its Form I 0-Q or Form I 0-K, as
applicable, with the Securities and Exchange Commission (the "SEC') for each such fiscal quarter or fisca l year, as applicable, which Quarterly Repott shall
set forth the financial and operating infom1ation referred to therein as of the end of the immediate ly preced ing fiscal quarter of the Guarantor. The Guarantor
shall also provide to the Secured Party such other infonnation regarding the financial condition of the Guarantor as the Secured Party may reasonably request
from time to time.

13. This Agreement s hall inure to the benefit of the Secured Party on behalf of the Senior Creditors, the p ayees of Ordinary Administrative
Expenses, the An-anging Agent and their pem1 itted successors and assigns and shall be binding upon the Guarantor and the Guarantor's successors and
assigns.
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I 4. This is a continuing guarantee and shall continue in effect until the Guaranteed Payments shall be paid in full and such payments are not
subject to any right of recovery , at wh ich time this Agreement shall terminate and be ofno further force and effect. The liability of the Guarantor hereunder
shall be primary, absolute and unconditional und er a ll circumstances. This Agreement will continue to be effective if the Guarantor merges or consolidates
with or into another entity, loses i ts separate legal identity or ceases to exist.
15. No invalidity , irregularity, voidability, voidness or unenforceability of, o r default under, t he Indenture and Credi t Agreement, or any other
Basic Document or any other agreement or instmment relat ing thereto, or of all or an y part of the Guaranteed Payments o r of an y security therefor shall affect,
impair or be a defense to the obligat ions of the Guarantor under this Agreement.
16. No act, omission or delay by the Secured Party shall constitute a waiver of its rights and remedies he reunder or otherwise. No single or partial
waiver by the Secured Party of any default hereunder or right or remedy which it may have shall operate as a waiver of any other default, right or remedy or of
the same default, right or remedy on a future occasion.
17. This Agreement and the Indenture and Credit Agreement constitute the e ntire agreement between the Secured Party and the Guarantor with
respect to t he subject matter hereof, superseding all previous communications and negotiations, and no represen tation, understanding, promise or condition
concerning the subject matter hereof shall be bindi ng upon the Secured Party un less expressed herein or therein.

18. No amendment or waiver of any provision of th is Agreement and no consent to any departure by the Guarantor therefrom shall in any event
be effective unless the same shall be in writing and s igned by the Secured Party, subject to the specific consent rights of the Senior Cred irors and other
limitations provided in the Inden ture and Credit Agreement, and then such waiverorconsent shall be e ffecti ve on ly in the spec ifi c instance and for the
specific purpose for which it is given.
19. The Guarantor may not deleg ate any of its obligations or duties under this Agreement without the prior written consent of the Secured Party.
20. This Agreement s hall be governed by the laws of the State ofNew York without regard to the conflicts oflaw principles thereof(other than
Sections 5-140 I and 5-1402 of the New York Genera l Ob ligations Law).
21. The Guarantor her e by consents to the non-exclusive jurisdiction of any state o r federal court situated in the City of New York, New
York, and waives any objection based on lac k of perso nal jurisdiction, improper venue or for1111111011 co11ve11iem, with rega rd to any actions, claims,
disputes or proceedings r e lating to this Agre eme nt, or any document delivered here under or in co nnection h er e,,itb, or any transaction arising from or
connected to any of the foregoing. Nothing herein shall affect the Secured Party's right to serve process in any mannerpennitted by law, or limit the Secured
Party's 1i g ht to bring proceedings against the Guarantor or its prope1ty or assets in the competent courts of any o ther ju1isd iction or j urisdict ions.
-7-
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22. The Guarantor here by waives any and all right to trial by jury in any actio n or proceeding relating to this Agreement, or a ny doc ument
delivered here under or in connection herewith, or any transaction arising from or connected to any of the foregoing. The Gnaranto r represents that this
waiver is kno"ing ly, willingly and voluntarily given.
23. All notices, Quarterly Reports, Payment Demands, other requests for payment and other communications un der this Agreement shall be in
writing (including in e lectronic fonnat), and sent to the address set forth below, or to such other address as the recipient shall have designated to the other
party by written notice:
If intended for the Guarantor:

ITT Educat ional Services, Lnc.
13000 North Meridian Street
Cannel, IN 46032
e-mail: dfitzpatrick@ittesi.com
Attention: Chief financial Officer
Telephone: (31 7) 706-9200
Facsimile: (3 17) 706-9254

If intended for the Secured Patty:
Deutsche Bank Tmst Company Americas
c/ o Deutsche Bank National Trust Company
I00 Plaza One
Jersey City, NJ 07311-390 1
Attent ion: Susan Barstock
Telephone: (20 I ) 593-842 1
Facsimile : (2 12) 553-2458
Email: susan.barstock@d b.com

If intended for the Administrator:
Access Group, Inc.
P.O. Box 7430
5500 Brandywine Parkway
Wilmington, Delaware 19803
Attent ion: Vice President-Portfolio Management
Telephone: (302) 4 77-407 1
Facsimile: (303)477-4032
Email: pquigley@accessgroup.org
[Remainder of Page l11tentio11ally Blank]
-8-
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IN WITNESS WHEREOF, the Guarantor and the Secured Party have caused this Agreement to b e executed and delivered by its duly authorized
officer as of the date set forth above.
ITT EDUCATIONAL SERVICES, INC.
By
Isl Kevin M. Modany
Name Kevin M . Modany
Title Chaim1an and CEO
DE UTSCHE BANK TRUST COMPANY AMERICAS, as
Secured Party
By: Deutsche Bank National Trust Company
By
Isl Susan Barstock
Name Susan Barstock
Title Vice President
By
Isl Mark DiGiacomo
Name Mark DiGiacomo
Title Assistant Vice President
-9-
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EXHIBIT A
to
Guarantee Agreement
Fom, of Payment Demand

Payment De mand
ITT Educational Services, lnc.
13000 N. Meridian Street
Cannel, IN 46032
Attention: Chief Financial Officer
Deutsche Bank Trust Company Americas, as indent11 re trustee and co llateral agent (the "Secured Party") under the indenture and Cred it
Agreement, dated as of January 20, 20 IO (the " llldet1t11re a11d Credit Agree111e11t" ), among PEAKS Trust 2009-1 , as the issuer, Deutsche Bank Nationa l Trust
Company, as the lender trustee, and the Secured Party, hereby demands payment under that certain Guarantee Agreement dated as of January 20, 20 I 0
between ITT Educational Services, Inc. and the Secured Party (the " Guarantee A greement"). Capitalized tenns used in this demand and not otherwise defined
shall have the meanings assigned in the Guarantee Agreement, or if not defined in the Guarantee Agreement, in the Indenture and Credit Agreement.
Th is demand is in respect of payment of a Guaranteed Payment due o n - - - ~ 20_ (the " Specified Paymellf Date"). The following tabl e sets
forth the amount of Guaranteed Paymen ts due on the Specified Payment Date, the amount of Available Funds an d amounts on deposit in the Reserve Account
under the Inde nture and Credit Agreement available for payment of such Guaranteed Payments on the Specified Payment Date and the amount of the related
shortfall (such shortfall, the "Required Payment").
A,·a ilablc Funds and
amounts on deposit in the
Amount of Guaranteed
Payment Due

Gua rantccd Pay ments
I.

all Ordinary Administrative Expenses payable on the Sp ecified Payment Date

11.

all interest payable on the Senior Credit on the Specified Payment D-ate or at the
mat111ity of the Senior Credit (including as a result of the acceleration ofthe
maturity of the Senior Credit following an event of default under the Indenture and
Credit Agreement),

RcscrYc Account a va ilable
for payment of such
Gua rantced Payments

Required Payment

ii i. principal due and payable on the Senior Cred it at the maturity o f the Senior Credi t
(includ ing as a result o f the acceleration of t he maturity of the Senior Credit
following an event of default under the Indenture and Credit Agreement),
A-I
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iv.

any Call Premium due upon a prepayment in full of the Senior Credit,

v.

on any Specified Payment Date after the Payment Date in February 20 12, the
Ananging Agent Fee for such Payment Date

v1.

on any Specified Payment Date related to a Monthly Measurement Date on which
the Asset/ Liab ility Test is not satisfied, (x) an amount sufficient to reduce the
Outstand ing Amount of t he Senior Credit to an amount that would satisfy the
Asset/Liabi lity Test if the Asset/Liability Test were calculated giving effect to such
reduction, and (y) any Call Premium that is payable upon a payment of principal
on the Senior Credit in the amount set fo1th in clause (x)

vii. to the extent not otherwise covered pursuant to clauses (i) - (vi) above, any
principal and interest payable on the Sen ior Credi t when due and any Call
Premium due upon a prepaymen t in full of the Senior Credit

Tota l:
You have agreed in the Guarantee Agreement to pay an amount equal to the Required Payment set forth above. Please make payment of the
Required Payment in inunediately available funds to the account identified below no later than 4 :00 p.m., New Yo rk City time, o n - - - ~ 20~ wh ich
is the Business Day immed iately preceding the Specified Payment Date (or, if this Payment Demand was not delivered on or prior to the Business Day
immediately following t he related Month ly Measurement Date, then by 4:00 p.m. New York City time on t he t hird Business Day following delivery of th is
Payment Demand).
[Secured Party wire transfer infonnation]
As provided in Section 7 of the Guarantee Agreement, payment received after 4:00 p.m., New York City time, on - - -~ 20_ , which is the
Business Day immediately precedi ng the Specified Payment Date (or, i fthis Payment Demand was not del ivered by the Secured Party on or prior to the
Business Day immediately following the related Monthly Measurement Date, then by 4:00 p.m., New York City time, on the th ird Business Day following
del ivery of this Payment Demand) wi ll be considered to be a fail ure of the Guarantor to make a Guaranteed Payment when due.
Ve1y tnily yours,
DEUTSCHE BANK TRUST COMPANY AMERICAS, as
tmstee
By
Its
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EXHIBITB
to
Guarantee Agreement
Fonn of Quarterly Report
Quarterly Report.

Deutsche Bank Trust Company Americas,
as Indenture Trnstee and Collateral Agent
c/o Deutsche Bank National Trust Company
I 00 Plaza One
Jersey City, NJ 07311-3901
Attention: Susan Barstock
Access Group, Inc.
P.O. Box 7430
5500 Brandywine Parkway
Wilm ington, Delaware 19803
Attention: Vice Presiden t-Portfolio Management
This certi (icate is delivered to you pursuant to that certai n Guarantee Agreement dated as of January 20, 20 IO (the "Gu(lr(l11tee Agreeme11t") between
ITT Educational Services, Inc. and Deutsche Bank Trust Company Americas, as indenture trustee and collateral agent (the "Secured Party "). Capitalized
tenns used in this certificate and not otherwise defined shall have the meanings assigned in the Guarantee Agreemen t, or ifnot defined in the Guarantee
Agreement, in the Indenture and Credit Agreement. The undersigned, on behalf of the Guarantor, hereby certifies to the Secured Party and the Administrator
that as of the _ _ _~ 20_ Quarterly Measurement Date, the following (in each case calculated as described in the Indenture and Credit Agreement) is
true and correct in all respects:
1. The ratio of the Guarantor's Debt on such date (exclusive of the amount of Guarantees that under GAAP are not required to be recorded as a
liab ility on the Guarantor's financial statements) to its EB ITDA for the period of the four consecutive fiscal quarters ended on such date was _ _ to 1.00.
2. The ratio of the Guarantor's Debt on such date (inclusive of the amount of Guarantees that under GAAP are not required to be recorded as a
liability on the Guarantor's financial statements) to its EBITDA for the period of the four consecutive fiscal quait ers ended on such date was _ _ to 1.00.
3 . The sum of the entries "cash," "cash equivalents" and "restricted cash" (or any such substantially simi lar category that is a successorto any
such catego1y as noted on the financial statements of the Guarantor) on the balance sheet of the Guarantor, deten11ined in accordance with GAAP, plus Shott
Tenn Investments of the Guarantor, was$_ _ _ __

B-1
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4. The sum of the entries "cash," "cash equivalents," "restticted cash" and "short-tenn investments" (or any such substantially s imilar category
that is a successor to any such category as noted on the financial statemen ts of the Guarantor) on the balance sheet o f the Guarantor, determined in
acco rdance with GAAP, p lus the amount available to be drawn under a revo lving credit facility available to the Guarantor, was$_ _ _ __

5 . Schools owned and operated by the Guarantor representing LJ% of the Guarantor's revenues for the four consecutive fiscal quarters ended on
such date were ine ligib le to receive funds provided pursuant to T itle JV of the Higher Education Act of 1965, as amended.
Based on the foregoing, a Tri gger is [not] in effect with respect to the above men tioned Quarterly Measurement Date.
IN WITNESS WHEREOF, the Guarantor has caused this cert.ificate to be execu ted and delivered by its [duly authorized officer] as of the _ d ay of
- - - ~ 2 0 _.
ITT EDUCATIONAL SERVICES, I C.
By:
Title:

B-2
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EXHIBIT 10.48

AMENDED AND RESTATED INDENTURE AND CREDIT AGREEMENT

by and among
PEAKS TRUST 2009-1,
DEUTSCHE BANK TRUST COMPANY AMERICAS
as Indenture Trustee and Collateral Agent

and
DEUTSCHE BANK NATIONAL TRUST COMPANY
as Lender Trustee

Dated as of December 31, 20 l 0
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AMENDED AND RESTATED INDENTURE AND CREDIT AGREEMENT
THIS AME NDED AND RESTATED INDE NT URE AND CREDIT AG REEM ENT, dated as of December 3 1, 20 IO (as amended, supplemented,
restated or otherwise modified from time to time pursuant to the tenns hereof, this "Agreem ent"), is by and among PEAKS TRUST 2009-1, a statutory trust
duly organized and existing under the laws of the State ofDelav,are (the " Issuer''), DEUTSCHE BAN K TRUST COMPANY AME RICAS, a banking
corporation duly organized and operating under the laws of the State ofNew York, as indenture trustee (in such capacity, the "/11de11ture Tm stee") and as
collateral agent (i n such capacity, the "Collatert,I Agent" and in its capacities as lndenture Trustee and Collateral Agent, the "Secure,/ Party"), and
DEUTSCHE BANK NATIONAL TRUST COMPANY, a national banking association, as lender trustee (the "Lender Trustee"). All capitalized tenns used in
these preambles and granting c lauses shall have the same meanings assigned the reto in Article I hereof.

WITNESSETH:
WHEREAS, the Issuer has been formed as a statutory trust under the laws of the State of Delaware pursuant to the Trust Agreement, dated as of
December 23, 2009 (as amended and restated on the Closing Date, the "Trust Agreement"), between Access Group , lnc., as deposito r (the "Depositor") and
Deutsche Bank Trust Company Delaware, as owner trustee (the "Owner Trustee") and that by proper action has duly authorized the execution and del ivery of
this Agreement, which Agreement (i) provides for the issuance and payment of student loan asset-backed senior notes (the "Senior Notes") wh ich Senior
Notes wi ll be pu rchased by certain of th e Senior Creditors pursuant to the Senior Notes Note Purchase Agreeme nt and a subordinate variable funding note
(the "Subordillated Note," and together with the Senior No tes, the " Notes") (ii) sets forth the tenns and conditions and provides for the repayment of a loan
(the "L oa11" and together with the Notes, the " Credit", and together with the Senior Notes, the " Senior Credit") to be evidenced by a promissory note or notes
(the " Loa11 Notes") and to be made by the Lender that is party to that certain loan ag reement (the " Loan Agreem ent") dated as of the Closing Date among the
Issuer, the Secured Party and th e Lender; and
WHEREAS, pursuant to the Loan Agreemen t, the Lender has appointed and authorized Deutsche Bank Trust Company Americas to act as Collateral
Agent hereunder and to enter into this Agreement on behalf of the Lender and to take all action required or authorized to be taken by the Secured Party under
this Agreement on behalfofthe Lender; and
\VHEREAS, the Secured Party has agreed to accept the trusts herein created upon the temis herei n set forth; and
WHEREAS, it is hereby agreed among the Issuer, the Secured Party, the Lender Trustee and the Creditors (each Reg istered Owner of Notes evidenc ing
its consent by its execution of the related Note Purchase Agreement and the Lender evidencing its consent by its execution of the Loan Agreement) that in
the performance of any of the agreements of the Issuer herein contained, any obligation it may thereby incur for the payment of money shall not be general
debt on its part, but shall be secured by and payable solely from the Trust Estate, payable in such order of preference and priority as provided herei n;
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WHEREAS, the Issuer, the Secured Pa1ty and the Lender Trustee entered into the 01iginal Indenture and Credit Agreement dated January 20, 20 IO (the
"Origi11al Agreeme111");
WHEREAS, the Issuer, the Secured Pa1ty and the Lender Trustee, with the consent of the Guarantor and the Majority Prio1ity Class Creditors, wish to
amend and restate the Original Agreement; and
NOW, THEREFORE, each of the Issuer and the Lender Trustee, in consideration of the premises and acceptance by the Secured Party of the trusts
herein created, of the purchase and acceptance of the Notes by the Registered Owners thereof, of the making of the Loan by the Lender, of the
acknowledgement by the Secured Party of the Granting Clauses set forth herein, and for other good and valuable consideration, the receipt and sufficiency of
which are hereby acknowledged, does hereby GRANT, CONVEY, PLEDGE, TRANSFER, ASSIGN AND DELIVER to the Secured Party, for the b enefit of the
Creditors, all of the moneys, rights and properties described in the Granting Clauses A through E below (collectively, the "Trust Estate"), as follows:

GRANTING C LAUSE A
The Available Funds (other than moneys paid out or released from the lien of the Trust Estate as provided herein);

GRANTING CLAUSE B
All moneys and investments held in the Accounts created under Section

5 0 I hereof, including all proceeds thereof and all income thereon;

GRANTING CLAUSE C
The Financed Loans (other than Financed Loans released from the lien of the Trust Estate as provided herein), the related Promissory Notes, and all
obligations of the obligors and any co-obligors thereunder including all moneys accrned and paid thereunder;

GRANTING CLAUSE D
The rights of the Issuer in and to the Servicing Agreement, the Loan Purchase Agreement, and the Administration Agreement, as the same relate to the
F inanced Loans; and

GRANTING CLAUSE E
All proceeds from any property described in these Granting Clauses and any and all other property, 1ights and interests of eve1y kind or description that
from time to ti me hereafter is granted, conveyed, pledged, transferred, assigned or del ivered to the Secured Party as additiona l security hereunder.

2
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NOTWITHSTANDING ANYTHING HEREIN TO THE CONTRARY, it is understood and agreed that the rights of the Registered Owners of the
Subordinated Note with respect to the Trust Estate and the proceeds thereof shall be subordinate in all respects to the rights of the Senior Cred itors with
respect to the Trust Estate and the proceeds thereof. The Registered o,,~1er of the Subordinated Note, by entering into the Subordinated Note Note Purchase
Agreement, agrees that the Subordinated Note will be subordinate in al l respects to the Senior Credit.
TO HAVE AND TO HOLD the Trust Estate, whether now owned or held or hereafter acquired, unto the Secured Pa1ty and its successors or assigns;
IN TRUST NEVERTHELESS, upon the terms and trusts herein set forth for the equa l and proportionate benefit and security of all present and future
Senior Creditors, without preference of any Senior Credit over any other, and for enforcement of the payment of the Senior Credit in accordance with thei r
terms, and all other sums payab le hereunder or on the Senio r Credit, and fort he performance of and compliance with the obligations, covenants and
conditions of this Agreement, as if all the Senior C redit at any time Outstand ing had been executed and delivered simultaneously with the execution and
del ivery of th is Agreement;
PROVIDED, HOWEVER, that if the Issuer, its successors or assigns, shall well and tnily pay, or cause to be paid, the p rincipal of the C redit and the
interest, Ordinary Administrative Expenses and al I other amounts payable pursuant to Section 5 .03(b) hereof with respect thereto due and to become due
thereon, or provide fully for payment thereof as herein provided, at the times and in the manner mentioned in this Agreement according to the true intent and
meaning hereof, and shall make all requ ired payments into the related Account as required under Article V hereof, or shall provide, as pennitted hereby, for
the payment thereof by depositing with the Secured Party sums sufficient to pay or to provide for payment of the entire amount due and to become so due as
herein provided, then this Agreement (other than Section 7 .05 hereof) and the rights hereby granted shall cease, tem1inate and be void and the Trust Estate
shall be released to the Issuer; otheiwise, this Agreement shall be and remain in full force and effect;
NOW, THEREFORE, it is mutually covenanted and agreed as follows:

ARTICLE I
DE FrNl TIO NS AND USE O F PH RASES

Capitalized terms used herein and not othe1wise d efined shall have the meanings set forth below, un less the context clearly requires otheiwise:

"Access Group" shall mean Access Group, Inc., a Delaware nonstock corporation
"Account" shall mean each of the accounts created pursuant to Section 5 .01 hereof.
"Acquisition Acco1111t" shall mean the Account by that name created pursuant to Section 5.0 I hereof and fi.Irther d escribed in Section 5.02 hereof,
including any Subaccounts created therein.
3
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"Administration Agreement" shall mean the Administration Agreement, dated as of January 20,20 10, among the Issuer, the Administrator, the
Guarantor, the Owner Tmstee and the Secured Party, as amended, supp lemented, restated or otherwise modified from time to time pursuant to the terms
thereof.
"Atlmillistratio11 Fee" shall mean a fee payabl e to the Administrator on each Payment Date in an amount equal to the product of(i) 1/ 12, (ii) 0.20% and
(ii i) the Senior Credit Balance prior to the application of any payments on such Payment Date (or, after the Senior Credit Balance has been reduced to zero,
the Outstanding Amount oft he Subordinated Note prior to the application of any pay ments on such Paymen t Date).
"Administrator" shal l mean Access Group, in its capacity as admin istrator of the Issuer, or any successor thereto in accordance with the Administr<1tion
Agreement.

"Affiliate" shall mean, with respect to any specified Person, any other Person controlling or controlled by or under common control with such specified
Person. For the purposes of this definition , "control" when used with respect to any specified Person means the power to direct the management and policies
of such Person, directly or indirectly, whether through the ownership of voting securities, by contract or otherwise; and the tenns " controll ing" and
"co ntrolled" have mean ings correlative to the foregoing.
"Agreement" shall have the meaning set forth in the preambles hereto.
"Amendment" shall mean an amendment hereto executed pursuant to Article VIII hereof.

"A ment/me/It Consent Fee" shall mean 0.50% of the Outstanding Amount of the Senior Credit as of December 31, 2 0 I 0 .
"Arranging Agent" shall mean Deu tsche Bank AG, London Branch as arranging agent hereunder, and any successor thereto.
"Arranging Ag ent Fee" shall mean, with respect to any Payment Date, an amount equal to the product of(i) 1/12 and (ii) the Arranging Agent Fee Rate
and (ii i) 95.43% of the Senior Credit Balance prior to the app lication of payments on such Payment Date.

"Arranging Ag ent Fee Carryover Amount" shall mean, with respect to any Payment Date, an amount equal to all accrued and unpaid Arranging Agent
Fees for a l I prior Paymen t Dates.

"Arranging Agent Fee Rate" means 1.00% per annum.
"Asset/ Liability Ratio" shall mean a fraction detennined on each Monthly Measurement Date and expressed as a percentage, the numerator of which is
the sum of(a) the aggregate Outstanding Amount o f the Financed Loans (other than Defaulted Loans) pl us accrued and unpaid interest on such Financed
Loans as of the end of the related Collection Period and (b) the amounts on deposit in the Collection Account and the Reserve Account as o f the end of the
related Collection Period, and the denominator of which is the aggregate Outstanding Amount of the Senior Credit plus accmed and unpaid interest thereon
as of the end of the related Collection
4
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Period less amounts on deposit in the Acquisition Account as of the end of the related Collection Period. For the purpose of calculating the Asset/Liability
Ratio, amounts described in clause (a) of the definition of"Available Funds" and Net Refi.Inded Amounts shall be treated as received during a Collection
Period, and included in the balance of the Collection Account or the Acquisition Account, as applicab le, if they are received by the Servicer during such
Collection Period and thereafter transmitted to the Secured Party prior to the Month ly Measurement Date.

"Asset/Liability Test" shall mean a test which wil l be satisfied (i) on each Monthly Measurement Date on which no Trigger is in effect, if the
Asset/Liability Ratio is greaterthan or equal to I 05% and (ii) on each Monthly Measurement Date on wh ich a Trigger is in effect, i fthe Asset/Liability Ratio
is g reater t han or equal to 140%.
"Authorized Represe11fl1tii•e" shall mean the Owner Trustee, the Admi nistrator or any Person duly authorized by the Trust Agreement to act on the
Issuer's behalf.

"Aw,ilab/e F1111ds" shal l mean, with respect to a Payment Date, the following amounts rece ived to the extent not previously distributed: (a) all
collections received with respect to the Financed Loans, other than Net Refhnded Amounts; (b) all interest ea med or gain rea lized from the investment of
amounts in the Collect ion Account, the Reserve Account and the Acquisition Account; (c) on each Payment Date on and after the earl ier of(i) the Payment
Date in July 2011 or (ii) the first Payment Date immediately following the end of the Transfer Period, any amounts remaining on deposit in the Acquisition
Accoun t in excess of the sum of(l) those amounts required for the purchase of additional Participation Interests wi th respect to Partially Disbursed Student
Loans and (2) amounts required for t he purchase of Elig ible Loans t hat are scheduled to be disbursed, or Participation Interests for wh ich the first scheduled
disbursement is, p1ior to July 3 1, 2011, including with respect to the amounts described in clauses (I) and (2), all associated Syndication Agent Fees and
Originating Lender Premiums; (d) all amounts received from t he Ori ginating Lender pursuant to a repurchase of Financed Loans pursuant to Section 15 of the
Loan Purchase Agreement, and (e) on the Payment Date in January 2013, amounts transferred from the Reserve Account.
" Base Filla11ced Loan Balance" shall mean the amount of the proceeds ofa Financed Loan (or with respect to a Participation Interest, the related
Eligible Loan) disbursed to or for the account of the Guarantor to be credited to the account of a student in payment of a portion of such student's cost of
education, less any payments, refi.Inds, c redits or cancellations in respect the reof.

"Basic Doc11111e11ts" shall mean this Agreement, the T mst Agreement, the Servicing Agreement, the Admin istration Agreemen t, t he Loan Purchase
Agreement, th e Guarantee Agreement , the Senior Notes Note Purchase Agreement, the Subordinated Note Note Purchase Agreement, the Loan Agreement, the
Purchase Obligation Agreement, the Lender Tmstee Agreement, the Senior Notes, the Subordi nated Note and the Loan Notes.
" Business Day" shall mean any day other than a Saturday, a Sunday, a holiday or any other day on wh ich banks located in New York, New York or the
cities in which the Principal Offices of the Secured Pan y or Administrator are located, are authorized or pe1mitted by law, regulation or executive order to
close.
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"Call Premium" shall mean (i) on any Payment Date on or prior to the Payment Date in January 2011, 3.00% of the Principal Payment Amount for such
Payment Date, (ii) on any Payment Date on and after the Payment Date in February 20 I I and on or prior to the Payment Date in January 20 12, 2.00% of the
Principal Payment Amount for such Payment Date and (ii i) on any Payment Date on and after the Payment Date in February 2012 and on or prior to the
Payment Date in January 2013, 1.00% of the Pri nc ipal Payment A.mount for such Payment Date.
"Cel'lijirnteho/der" shall mean Access Group or any transferee as provided in the Trust Agreement.
"Certificate ofTrust" shall mean the certificate filed with the Secretary of State of the State of Delaware establishing the Issuer under De laware law.
"Closing Date" shall mean January 20, 20 I 0.

" Code" shall mean the Internal Revenue Code of 1986, as amended from time to time. Each reference to a section of the Code herein shall be deemed
to inc lude the United States Treasury Regulations, including applicab le temporary and proposed regulations, relating to such section which are applicable to
the Notes or the use of the proceeds thereof. A reference to any specific section of the Code shall be deemed also to be a reference to the comparable
provisions of any enactment which supersedes or rep laces the Code thereunder from time to time.
"Collateral Agent" shall mean Deutsche Bank Trust Company Americas, a banking corporation duly organ ized and operating under the laws of the
State of New York, acting in its capacity as collateral agent under this Agreement a nd the Loan Agreement, or any successo r collateral agent designated
pursuant to this Agreement.

"Collection Account" shall mean the Account by that name created pursuant to Section 5.0 I hereof and further desc1ibed in Section 5 .03 hereof.
"Collection Period" shall mean, (i) with respect to any Payment Date other than the first Payment Date, the calendar month preceding the month in
which such Payment Date occurs (unless any Payment Date falls in the calendar month after the month in which such Payment Date would have occurred if
the 27th day of the month in which the Payment Date was scheduled to occur was a Business Day, in wh ich case the Collection Period with respect to such
Payment Date will be the second calendar month preceding the month of such Payment Date) and (ii) with respect to the first Payment Date, the period
beginning on the Closi ng Date and endin g on the last day of the second calendar month preced ing the month in which such Pay ment Date occurs.
" Credit" shall have the meaning set forth in the preambles hereto.
"Cre,/itors" shall mean the Registered Owners ofNotes and the Lender.
"Debt" shall mean (a) a ll indebtedness or other obligations of ITT ESI for bo1rnwed money or for the defe1Ted p urchase price of property or services
(excluding current accounts payable in the ordinary course of business); (b) all indebtedness orother ob ligations of any other Person for borrowed money or
for the deferred p urchase price o f property or services, to the
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extent the payment or collection of which ITT ES! has guaranteed or in respect of which ITT ES! is liable, contingently or othe,wise, including, without
limitation, liability by way of agreement to purchase, to provide fonds for payment, to supply fonds to or otherwise to invest in such other Person, or
otherwise to assure a creditor against loss, excluding however, (i) endorsements on instruments for co llection in the ordinary course of business, and (ii) the
amount of any potential liabil ity for guarantees or other payment obl igations that underGAAP are not required to be, and have not been, recorded as a
liability in ITT ESI financial statements; (c) all indebtedness or other obligations of!TT ESI for borrowed money o r for the defell"ed purchase price of property
or services to the exten t the same are secured by (o r for wh ich the holder of such indebtedness has an ex isting right, contingent or otherwise, to be secured by)
any mortgage, deed oftrnst, pledge, lien, security interest or other charge or encumbrance upon or in property (inclu ding, without li mitation, accounts)
owned by ITT ES!, whether or not ITT ES! has assumed or become liable for the payment of such indebtedness or obligations, and (d) capitalized lease
obligations o f ITT ES!; provided, however, that "Debt" shall not include amounts in respect of tuition that is shown as deferred revenue on ITT ESI's
financia l statements.
"Defaulted Loa11" shall mean a Financed Loan with respect to which (a) any requ ired payment has become more than 180 days del inquent (without
regard to whether such payment was later made) or (b) the Servicer has received notice that the borrower is deceased.
"Depositor" shall mean Access Group, and its successors and assigns pursuant to the terrns of the Trust Agreement.

"E BJTDA" shall mean, for ITT ESI for any period, net income for such period plus (a) without duplication and to the extent deducted in detenuining
net income for such period, the sum of (i) interest expense for such period, (ii) income tax expense for such period, (iii) all amounts attributable to
depreciation and amo1tization expense for such period, (iv) any extmordinary charges for such pe1iod and (v) any other non cash charges for such period (but
excluding any non-cash charge in respect ofan item that was included in net income in a prior period), minus (b) without duplication and to the extent
included in net income, any extraordinary gains and any non-cash items of income for such period, all calculated for ITT ES[ on a consolidated basis in
accordance with GAAP.

"Eligible l11stit11tio11" shall mean an institution of higher education operated by ITT ESL
"E ligible Loa 11" shall mean a student loan that is originated in accordance with the Program Gu idelines.
"E ligible Loa/IS Acq11il·itio 11 Certificate" shall mean a certificate of the Administmtor in su bstantially the fom1 attached as Exhibit A hereto.
"ER/SA " shall mean the Employee Retirement Income Security Act of I 974 , as amended .

"Eve11t ofBa11k ruptcy " shall mean (a) the Issuer or the Guamntor shall have commenced a voluntary case or other proceeding seeking liquidation,
reorganization or other relief with respect to itself or its debts under any bankruptcy, insolvency or other similar law now or hereafter in effect or seeking the
ap pointment ofa trustee, receiver, liquidator, custodian or other
7
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similar official of it or any substantial part of its propelty, or shall have made a general assignment for the benefit of creditors, or shall have declared a
moratorium with respect to its debts or shall have failed generally to pay its debts as they become due, or shall have taken any action to authorize any of the
foregoing; or (b) an invo luntary case or other p roceeding shall have been co nm1enced against the Issuer or the Guarantor seeking liquidation, reorganization
or other relief with respect to it or its debts under any bankruptcy, insolvency or other simi lar law now or hereafter in effect or seeking the appointment of a
tmstee, receiver, liqu idator, custodian or other similar official ofit or any substantial part of its p roperty provided such action or proceeding is not dismissed
within 60 days.

"Event ofDefault" shall have the meaning specified in Article VI hereof

"Fi,u,/ M11t11rity D11te" shall mean (i) with respect to the Senior Credit, the Payment Date in January 2020 and (i i) with respect to the Subordinated
Note, the Payment Date in March 2026.

"Fi111mcetl l o1111" shall mean an Eligible Loan or Partic ipation Interest sold to the Issue r pursuant to the Loan Purchase Agreement.
"Ffa-ca/ Year" shall mean the fiscal year of the Issuer, wh ich shall be the same as the fiscal year of the Depositor (initially April I to March 3 1) as
established from time to time .
"GAAP" shall mean generally accep ted accounting princip les as in effect from time to time in the United States.

"Gross Refunded A111ou11t" shall mean, with respect to any Refunded Financed Loan, the port ion of the Base Financed Loan Balance of such Refi.mded
Financed Loan that is be ing refunded or credited to the bo1TOwer's account in accordance with the Program Guidelines.
"Guarantee" shall mean any ob ligation, contingent or otherwise, of the Guarantor guaranteeing or having the economic effect of guaranteeing any
indebtedness or other obligation of any other Person (the " primary obligor") in any manner, whether directly or indirectly, and including any obligation of
the Guarantor, d irect or indi rect, (a) to purchase or pay (or advance or suppl y funds for the purchase or payment o f) such in debtedness or other obligation or
to purchase (or to advance or supply funds for the purchase of) any security for the payment thereof, (b) to purchase or lease property, securities or services for
the purpose of assuring the owner of suc h indebtedness or other obligation of the payment the reof or (c) to maintain working capital, equity capi tal or any
other financial statement condition or liquid ity of the p rimary obligor so as to enable the primary obligor to pay such indebtedness or other obligation;
provided, that the tenn " Guarantee" shall not include endorsements for collection or deposit in the ordinary course of business.

"Guarantee Ag ree111e111" shall mean the Guarantee Agreement dated as of January 20, 20 IO between the Guarantor and the Secured Party, as amended,
supplemented, restated o r otherwise modified from time to time pursuan t to the tenns thereof.
"Guaranteed Payme nts" shall have the meaning ascribed to such tenn in the Guarantee Agreement.
8
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"G11arantor" shall mean ITT ESL
" Higher Education Act" shall mean the Higher Educat ion Act of 1965, as amended.
" f1lde11t11re Trustee" shall mean Deutsche Bank Trust Company Americas, a banking corporation duly o rganized and operating under the laws of the
State of New York, acting in its capacity as indenture tmstee under this Agreement, or any successor trustee designated pursuant to this Agreement.
" f1litial Lotm B1lla11ce" means $75,000,000.
"Initial Senior Credit Balance" means the sum of the Ini tial Senior Notes Balance and the Initial Loan Balance.
" f1litial Senior Notes Baltmce" means $225 ,000,000.
"h,itial Subordinated Note Balance" means $0.
"/merest A ccrual Period" shall mean, with respect to the Senior Credit, (i) with respect to the first Payment Date, the period commencing on and
including the Closing Date and ending on and including the day immediately preceding such Payment Date and (ii) with respect to each Payment Date
thereafter, the period beginning on and includin g the Payment Date immediately p receding such Payment Date and ending on and includi ng the day
immediately preceding such Payment Date.
" f1lterest Rate" sh all mean, with respect to the Senior Credit and any Interest Accmal Period, a per annum rate equal to the LIBOR Rate plus 5.50%.
"lnvestme11t Company Act" shall mean the Investment Company Act of 1940, as amended.
"lllvestment Securities" shall mean:
(a) direct obligations of, or obligations on which the timely payment of the principal of and interest on which are unconditionally and fully
guaranteed by, the Un ited States of America;
(b) interest-bearing time or demand deposits, certificates of deposit or othe r s imilar banki ng arrangements with a maturity of one month or less
with any bank, trust company, national banking association or other deposito1y institution, including those of the Secured Party, provided that, at the
time of deposit or purchase such depository institution has commercial paper wh ich is rated "A- I+" by S&P and "P-1 " by Moody 's; and
(c) shares ofa money market fund rated at least " AAAm" or"AAAm -G" b y S&P and "Aaa" by Moody 's, incl uding funds for which the Secured
Party or an Affiliate thereof acts as investment advisor or provides other similar services for a fee.
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"Issuer'' shall mean PEAKS Trust 2009-1, a statutory trust organized and existing under the laws of the State of Delaware, and any successor thereto.

"Issuer Order" shall mean a written order signed in the name of the Issuer by an Authorized Representative and de livered to the Secured Party.
"ITT ESf' sh al l mean ITT Educational Services, Lnc., a Delaware corporation.

"Lender" shall mean Wells Fargo Bank, N.A together with its successors and pennitted assigns.
"Lender Trustee Agreement" shall mean the lender tn,stee agreement dated as oft he Closing Date between the Issuer and the Lender Trustee.
"Lender Trustee" shall have the meaning set forth in the preambles hereto.
"LIBOR B11silless Day" shall mean any day on which banks in London and New York City are open for the transaction of international business.

"LIBOR Rate" shall mean, for any Interest Accrual Pe1iod, a rate per annum equal to the rate per annum at which United States dollar deposits having a
maturity of one month are offered to prime banks in the London interbank market wh ich appears on Reuters Page LIBORO I as of approx imate ly 11 :00 a.m.,
London time, on the second LIBOR Business Day preceding the first day of such Interest Accrual Period. If such rate does not appear on Reuters Page
LIBOR0 I, the rate shall be detem1ined on the basis of the rate at wh ich deposits in United States dollars having a maturity of one month are offered to prime
banks in the London interoank market by four major banks in the interbank market selected by the Secured Pa1ty and in a principal amount ofnot less than
U.S. $1,000,000 and that is representative for a single transaction in such market al such time. The Secured Party shall request the principal London office of
each of such banks to provide a quotation of its rate . !fat least two quotations are provided, the "LlBOR Rate" shall be the arithmetic mean (rounded
upwards, ifnecessary, to the nearest one-hundredth of one percent) of such offered rates. lffewer than two quotations are provided, the "LIBOR Rate" shall be
the arithmetic mean (rounded upwards, if necessary, to the nearest one-hundredth ofone percent) of the rates quoted at approximately 11 :00 a.m., New York
City time, on such date by three major banks in New York, New York selected by the Secured Pan y for loans in United States dollars to leading European
banks having a maturi ty ofone month , and i n a principal amount of not less than U.S. $ 1,000,000; provided, however, that i fthe banks selected as aforesaid
are not quoting as mentioned in this sentence, the "LIBOR Rate" in effect for such Interest Accrual Period shall be the LIBOR Rate in effect for the
immediately p receding Interest Accrual Pe riod. Notwithstand ing the foregoing, in no event shall the LfBOR Rate be less than 2 . 00%. For the avoidance of
doubt, with respect to the Interest Accrual Period preceding the January 20 11 Payment Date, the LIB OR Rate shall be 2.00% beginning on December 3 1,
2 010.
"Lie11" shall mean a security interest, lien, charge, pledge, equity, mon gage or encumbrance of any kind .
" Loan" shall have the meaning set fonh in the preambles hereto.

"Loa11 Agreeme11t" shall have the meaning set forth in the preambles hereto.
10
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"Loan Notei' shall have the meaning g iven to such tenn in Section 2.0 I (c) hereof
" Loan Purchase Agreeme11t" shall mean the Private Education Loan Origination and Sale Agreement dated as of the Closing Date among Access
Group, as 01iginating agent, the Originating Lender, the Issuer, the Lender Trustee, the Secured Party and the Guarantor, as amended, supplemented, restated
or otherwise modified from time to time pursuant to the terms thereof
"Majority Priority Class Cre ditors" shall mean, on any date of detennination, P,iority Class Cred itors that (i) represent more than 50% of the aggregate
Outstanding Amount of the Priority Class Credit and (ii) include each Priority Class Creditor th at holds 25% or more of the aggregate Outstanding Amount of
the Priority Class Credit.

"Maturity" when used with respect to any Note or the Loan, shall mean the date on which the principal thereof becomes due and payable as therein or
herein provided, whether at its Final Maturity Date, by earlier prepayment or purchase, or by declaration of acceleration.
"Maximum Subordinated Note Bala11ce" shall mean, with respect to the Subordinated Note, $95,937,703.
"Mo11th(v J11terest Amo1111t" shall mean, with respect to the Senior Credit and any Payment Date, the sum of(i) interest accrued on the Outstanding
Amount of the Senior Credit as of the first day of the related Interest Accmal Period (after giving effect to payments made on such date) during the related
Interest Accrnal Period at the Interest Rate and (ii) any Monthly Interest Amount unpaid on the immediately preceding Payment Date, with interest thereon at
the Interest Rate for the current Payment Date. Interest on the Senior Credit in respect of any Payment Date wi ll accn,e during the related Interest Accrual
Period on the basis of a year consisting of360 days and the actual number of days in such Interest Accmal Period.
" Mo11tl,/y Measureme11t Date" shall mean, with respect to a Payment Date, the fifth Business Day preceding such Payment Date.
"Mo11tlt(v R eport" shall have the meaning ascribed to such tem1 in Section 4.13 (b) hereof.

"Moody's" shall mean Moody's Investors Service, Inc., its successors and assigns.

"Net Refunded A11101111t" shall mean, with respect to any Refunded Financed Loan, the product of(i) 72% and (ii) the related Gross Refunded Amount.
"Note Purchase Agreeme11t" shall mean the Senior Notes Note Purchase Agreement or the Subordinated Note Note Purchase Agreement, as applicable.
"Notei' shall mean the Senior Notes and the Subordinated Note.
"Officer's Certificate" shall mean (i) in the case of the Issuer, a cettificate signed by any Authorized Representative of the Issuer and delivered to the
Secured Party, and (ii) in the case of the Depositor, the Administrator or th e Servicer, a certi ftcate signed by any authorized officer of the Depositor, the
Administrator or the Servicer, as applicable.
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"Opinion o/Comrsel" shall mean one or more written opinions of counsel who may, except as otherwise expressly provided in this Agreement, be
employees of or counsel to the Owner Trustee, the lssuer, the Admin istrator, the Servicer, the Lender Trustee, the Guarantor or an Affiliate of any of the
foregoing and who shall be reasonably satisfactory to the Secured Pa1ty, and which opinion or opinions shall be addressed to the Secured Party and shall be
in form and substance satisfactory to the Secured Party.
"Ordin"ry A ,lmiitistr" tive Expenses" shall mean, in respect of each Interest Accrual Pe1iod, (i) the Secured Paity Fee, (ii) the Owner Trustee Fee,
(ii i) the Administration Fee, and (iv) the Servicing Fee.
"Orig in"t ing Lender" shall mean Libeny Bank, N.A.
"Orig in(l/i11g Lender Premium" shall mean a premium payable by the Issuer to the Originating Lender for its sale of the Financed Loans in the amount
of 1.05% of the Base Financed Loan Balance of each Financed Loan.
"Outsta11di11g" shall mean, (i) when used in connection with the Senior Credit, (a) a Senior Note that has been executed and delivered pursuant to this
Agreement and which, at such date of detennination, remains unpaid as to principal or interest and (b) the Loan under the Loan Agreement if, at such date of
determination, the Loan remains unpaid as to principal or interest and (ii) when used in connection with the Subordinated Note, the Subordinated Note that
has been executed and delivered pursuant to this Agreement to the extent the Su bordinated Note, at such date of detem1ination, remains unpaid as to
principal, in each case excluding any Notes that have been replaced by a new Note pursuant to Sections 2 .03 or 2.04 hereof or any Credit with respect to
which provision has been made for payment as described in the Basic Documents.

"011tsu111di11g Amount" shal I mean (i) with respect to the Financed Loans and any date of detennination , the aggregate principal amount of the
Financed Loans outstanding at such date of detennination, (ii) ,vith respect to the Senior Credit and any Payment Date and on each day during an Interest
Acc1ual Period, the excess of(a) the Initial Senior Credit Balance over (b) the aggregate of amoun ts actually paid as principal to the holders of the Senior
Credit and (iii)) with respect to the Subordinated Note, the excess of (a) the aggregate amoun t of Subordinated Note Advances over (b) the sum of (i) the
aggregate of amounts actually paid as principal to the ho lder of the Subordinated Note pursuant to Section 5.03(b) or pursuant to the second to last paragraph
of Section 5.02 and (ii) 28% of the Gross Refonded Amoun t with respect to any Refi.mded Financed Loan.

"Owner Trustee" shall mean Deutsche Bank Trust Company Delaware, a Delaware banking corporation, so lely in its capacity as the owner trustee of
the Issuer under the Trust Agreement.
"Owner Trustee Fee" shall mean a fee payable to the Owner Trustee on each Payment Date in an amount equal to the product of(i) I/ 12, (ii) 0.0 I% and
(ii i) the Senior Cred it Balance prior to the application of any payments on such Payment Date (or, after the Senior Credit Balance has been reduced to zero,
the Outstanding Amount of the Subordinated Note prior to the application of any payments on such Payment Date).
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"Partially Disbursed Student Loan" shall have the meaning ascribed to such tenn in the Loan Purchase Agreement.
"Part icipatio11 Interests" shall have the meaning ascribed to such tenn in the Loan Purchase Agreement.
"Pay me11t Date" shall mean the 27th day of each calendar month (or, in the even t such 27th day is not a Busin ess Day, the next succeed ing Business
Day). The in itial Pay ment Date shall be March I, 20 I 0.

" Pay me11t Date Cenific"te" shall mean a certificate of the Admin istrator, substantially in the fom1 of Exhibit C hereto, delivered to the Secured Party
pursuant to Section 4 . 13 hereof.

" Perso11" shal l mean an in dividual , corporation, partnership, joint ven1,1re , assoc iation, joint stock company , trust, estate, limited liabi lity company,
unincorporated organization or government or agency or political subdiv ision thereof.
"Plt111" shall have the meaning set forth in Section 2.03 hereto.
"Principal Pay m ent A1110 1111t" shall mean, (i) on any Payment Date on or prior to the Payment Date in January 2011 , the product o f(a) 97.08737864%
and (b) all Avai Iable Funds remai ning after payment of amounts in clauses (i) through (iv) of Section 5 .03(b), (ii) on any Payment Date on and after the
Payment Date in February 20 I I and on or prior to the Payment Date in January 20 12 , the product of(a) 98.0392 1569% and (b) all Available Funds remaining
after payment of amounts in clauses (i) through (iv) of Section 5 .03<b). (iii) on any Payment Date on and after the Paymen t Date in February 2 012 and on or
prior to the Payment Date in January 2013, the product of (a) 99.00990099% and (b) all Available Funds remaining after payment of amounts in c lau ses
(i) through (iv) of Section 5.03(b). and (iv) on any Payment Date on and after the Payment Date in Feb ruary 20 13, a ll Ava ilable Funds remaining after
payment of amounts in clauses (i) through (i v) of Section 5 03(b\. in each case, until the Outstand ing Amount of the Senior Credit has been reduced to zero .

"Principal Office" shall mean the designated office of the party indicated, as set forth in Section 9.0 I hereof or elsewhere in this Agreement.
" Priority Class Credit" shall mean, (i) on any date on which the Outstanding Amount of the Senior Credit is greater than zero, the Senior Credit, and
(ii) after the date on which the aggregate Outstanding Amount of the Senior Credit is reduced to zero, the Subordinated Note .
" Priority Class Creditors" shall mean, (i) on any date on which the Outstanding Amount of the Senior Cred it is greater than zero, the Senior Creditors,
acting as a single class, pro rata, with identical rights and remedies, and (ii) after the date on which the aggregate Outstanding Amount of the Senior Cred it is
reduced to zero, the Registered Owner of the Subordi nated Note.
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"Program Guitfe fiites" shall mean the Program Guidelines attached to the Loan Purchase Agreement setting forth the requirements, documents and
other informat ion relating to the Financed Loans purchased thereunder, as amended as provided in the Loan Purchase Agreement.
"Promiswry Note" shall mean the electronic record of the application and loan agreement evidencing a Financed Loan.

" PTCE" shall have the meaning set forth in Section 2.03 hereto.
" Purclwse Amouflf" shall mean with respect to any Financed Loan an amount equal to the Outstan ding Amount of such Financed Loan, p lus accrued
interest thereon to the date of payment.
" Purclwse Ob/ig{ltio11 Agree111e11t" shall mean the purchase obligation agreement dated as of January 20, 20 IO among the Guarantor, the Secured Party
and the in itial Senior Cred itors.
" Purclwse Price" shall mean, with respect to any Financed Loan, an amount equal to I O 1.05% of the Base Financed Loan Balance of such Financed
Loan, plus accrued and unpaid interest thereon s ince its origination.
" Q11{1rterly Measuremeflf Date" sh al l mean the last day of each fiscal quarter of the Guarantor.
" Q11{1rterly Report" shall mean a quarterly report of the Guarantor in substantially the fom1 attached as Exhib it B to the Guarantee Agreement.
" Reconl Dt,te" shall mean, with respect to any Payment Date, the last Business Day of the month immediately preceding the calendar month in wh ich
the Payment Date occurs.
" Rejimtletl Fina11ce,t Loa11" shall mean any Financed Loan for which all or a portion of the Base Financed Loan Balance has been refunded or
cancelled in accordance with the Program Guide lines.
"Register" shall have the mean ing set forth in Section 2.03.
"Registered Oiv11er" shall mean, with respect to any Note, the Person in whose name such Note is registered in the registration books of the Reg istrar.
"Registr{lr" shall have the meaning set forth in Section 2.03 and shall initially be Deutsche Bank Tmst Company Americas, as Secured Patty.
"Reserve Acco1111t" shall mean the Account by that name created pursuant to Section 5 .0 I hereof and further described in Section 5 .04 hereof.

" Reserve Acco1111t Deposif' shall mean $36,000,000.
14
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"Responsible Officer" shall mean when used with respect to the Secured Pa1ty any officer within the corporate trust department of the Secured Party
(including any v ice president, assistant vice president, treasurer, assistant treasurer, trust officer or any other officer of the Secured Party) (a) who customarily
perfonns functions simi lar to those perfonned by the persons who at the time shall be such officers, respectively, or to whom any corporate trust matter is
referred because of such person's knowl edge of and famil iarity with the particular subject and (b) who shall have di rect responsibility fo r the administration
of this Agreement.
"Reuters Page l/BOR01" shall mean the display page so designated on the Reuters Money 3000 Service (o r such other page as may replace that page
on that service or such other service as may be nominated by the British Bankers' Association for the pmpose of disp laying London interbank offered rates
for U.S. dollar deposits).

"S&P'' shall mean Standard & Poor's Ratings Group, a Div ision of The McGraw-Hill Companies, Inc., and its successors and assigns.
"Secured Party" shall have the meaning set forth in the preambles hereto.
"Sernred Party Fee" shall mean a fee payable to the Secured Party on each Payment Date in an amount equal to the p roduct of(i) 1/12, (ii) 0 .04% and
(ii i) the Senior Credit Balance prior to the application of any payments on such Payment Date (or, after the Senior Credit Balance has been reduced to zero,
the Outstanding Amount of the Subordinated Note prior to the application of any payments on such Payment Date).
"Securities Act" shall mean the Securities Act of 1933, as amended.
"Sernritiel· Legend" shall mean the following legend: "THIS NOTE HAS NOT BEEN AND WILL NOT BE REGISTERED UNDER THE SECURITIES
ACT OF 1933, AS AMENDED (THE "SECURITIES ACT" ), OR REGISTERED OR QUALIFlED UNDER ANY STATE SECURIT[ES OR BLUE SKY LAW OF
ANY STATE. THE HOLDER HEREOF, BY PURCHASING THIS NOTE IN ACCORDANCE 'WITH THE NOTE PURCHASE AGREEMENT, AGREES THAT
THIS NOTE MAY BE REOFFERED, RESOLD, PLEDGED OR OTHER WISE TR ANSFERR ED ONLY IN COM PLLANCE WlTH THE SECURITIES ACT AND
OTHER APPLICABLE LAWS AND ONLY PURSUANT TO AN EXEMPTION AVAILABLE UNDER THE SECURITIES ACT AND IN ACCORDANCE WITH
ANY APPLICABLE STATE SECURITIES LAWS. BY ITS PURCHASE OF THIS NOTE IN ACCORDANCE WITH THE NOTE PURCHASE AGREEMENT,
THE PURCHASER SHALL REPRESENT THAT IT IS (I) AN "ACCREDITED INVESTOR" AS THAT TERM IS DEFINED UNDER RULE 50 I (a)(!), (2), (3) or
(7) OF REGULATION D PROM UL GATED UNDER THE SECURITIES ACT OR (II) A "QUALIFIED INSTITUTIONAL BUYER" AS THAT TERM IS
DEFINED IN RULE 144A PROMULGATED UNDER THE SECUR!TfES ACT."
"Senior Credit" shall have the meaning set forth in the preambles hereto.
"Senior Credit Balance" shall mean, with respect to any date of determination, the sum of the Outstanding Amount of the Senior Notes and the
Outstanding Amount of the Loan with respect to such date ofdetennination.
"Senior Creditors" shall mean the Registered Owners of Senior Notes and the Lender.
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"Se11ior Notes" shall have the meaning set forth in the preambles hereto.
"Se11ior Notes Note Purchase Agreeme11t" shall mean the note purchase agreement, dated as of January 20, 20 I 0 , between the Issuer and each in itial
Registered Owner of Senior Notes and acknowledged by the Secured Pa1ty, p ursuant to which such Registered Owner purchased its Senior Notes, as amended,
supplemented, restated or otherwise modified from time to time pursuant to the tenns thereof.
"Se11ior Purchase Price" shall mean, with respect to any Financed Loan, an amount equal to the sum of(i) 72.00% of the Base Financed Loan Balance,
(ii) the related Orig inating Lender Premium and (ii i) all accrued and unpaid interest on such Financed Loan since origination.
"Servicer" shall mean Access Group and any other additional servicer or successor servicer se lected by the Issuer.
" Servici11g and Collectio11s Ad11isor" shall mean Moehn Management Inc. and any successor thereto selected by the Issuer.

"Servici11g Agreeme11t" shal I mean the Agreement fo r Servicing Pri vate Student Loans, dated as of January 20, 20 I 0, among the Issuer, the Secured
Party, the Guarantor and Access Group, as Servicer.
"Servici11g Fee" sha ll mean the "Basic Servicing Fee" set forth in the Servicing Agreement.

"Short Term /11vestme11ts" shall mean:
(a) direct obligations of, orobligations on which the timely payment of the principal of and interest on which are unconditionally and fully
guaranteed by, the United States of America with a maturity of one year or less;
(b) interest-bearing time or demand deposits, certificates of deposit or othe r similar banking arrangements with a maturity of one year or less with
any bank, trust company, national banking association or other depository institution, including those of the Secured Party, provided that, at the time
of deposit or purchase such d epository institution has commercial paper which is rated " A-I +" by S&P and "P-1" by Moody's; and
(c) shares ofa money market fund rated at least "AAAm" or"AAAm-G" by S&P and "Aaa" by Moody's, including funds for which the Secured
Party or an Affiliate thereof acts as investment advisor or provides other simi lar services for a fee.
"Similar Law" shall have the meaning set forth in Section 2 .03 hereto.
"S11bacco1mt" shall mean any subaccount which may be created and established within any Account estab lished pursuant to th is Agreement.
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"Subordinated Note" shall have the meaning set forth in the preambles hereto.
" Subordinated Note Adv1111ce" shall mean an advance of moneys by the Registered Owner oft he Subordinated Note pursuant to Section 2 .0 I hereof
and evidenced by the Subordinated Note.
" Subordinated Note Funding Date" shall mean each date on which a Subordinated Note Advance is made under the Subordinated Note Note Purchase
Agreement.
" Subordinated Note Note Purchase Agreement" shall mean the note purchase agreement, dated as of January 20, 20 I 0, between the lssuer and ITT ES!
and acknowledged by the Secured Party, pursuant to which ITT ES! agrees to make Subordinated Note Advances, as amended, supplemented, restated or
otherwise modified from time to time pursuant to the terms thereof.
"Subordinated Purchase Price" shall mean, with respect to any Financed Loan, an amount equal to the excess of the Purchase Price for such Financed
Loan over the Senior Purchase Price for such Financed Loan.
"Supplement" shall mean an agreement supplemental hereto executed pursuant to Alticle VIII hereof.

" Syndicfllion Agent" shall mean Deutsche Bank Securities Inc., a Delaware corporation, as syndication agent hereunder, and any successor thereto .
"Syndication Agent Agreement" shall mean the Syndication Agent Agreemen t dated as of January 20, 20 I O among the Syndication Agen t, the Issuer
and the Guarantor.
"Syndication Agent Fee" shall mean an amount equal to 4.00% of the Base Financed Loan Balance of each Student Loan (or Partiall y Disbursed
Student Loan) purchased (or Participation Interest purchased) by the Issuer.
" Transfer Period" shall mean the period beginn ing on the C losing Date an d end ing on the date on which all Eligible Loan s originated or approved by
the Originating Lender in accordance with the Program Guidelines, prior to its receipt of notice of the occurrence ofan Event of Default underthis
Agreement, have been purchased by the Issuer.
" Trigger" shall mean, with respect to any Payment Date, the occurrence of any of the following as of any prior Quarterly Measurement Date (which has
not been cured as ofa subsequent Quarterly Measurement Date), in each case as repo1ted by the Guarantor in the related Quaiterly Report delivered pursuant
to the Guarantee Agreement and calculated for the Guarantor and its majority owned subsidiaries on a conso lidated basis (except, with respect to the third
and fou1th bulleted c lauses below, to the extent any such maj o1ity owned su bs idiary is subject to any restriction that limits such subsidiary's ability to
dividend or distribute to the Guarantor any (i) funds contained in the entries "cash," "cash equivalents," "restricted cash" and "short-tenn investments" (or
any such substantially similar category that is a successor to any such category as no ted on the financial statements of the Guarantor) on the balance sheet of
the Guarantor or (ii) Short Term Ln vestments of the Guarantor):
the ratio of the Guarantor's Debt on such date (exclusive of the amount of Guarantees that under GAAP are not required to be recorded as a liability on
the Guarantor's financial statements) to its EBITDA for the period of the four consecuti ve fiscal quarters ended on such date is greater than 2.50: 1.00;
or
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the ratio of the Guarantor's Debt on such date (inclusive of the amount of Guarantees that under GAAP are not requ ired to be recorded as a liability on
the Guarantor's financial statements) to its EB ITDA for the period of the four consecutive fiscal quarters ended on such date is greater than 3 .50: 1.00;
or
the sum of the entries "cash," "cash equivalents" and "restricted cash" (or any such substantia lly similar category that is a successor to any such
category as noted on the financial statements of the Guarantor) on the balance sheet of the Guarantor, detennined in accordance with GAAP, p lus Short
Ten11 Investments of the Guarantor, is less than $ I 00,000,000; or
the sum of the entries "cash," "cash equivalents," "restricted cash" and "short-tenn investments" (or any such substan tia lly s imilar category that is a
successor to any such category as noted on the financial statements of the Guarantor) on the balance sheet of the Guarantor, detennined in accordance
with GAAP, p lus the amount available to be d rawn under a revo lving credit fac il ity available to the Guarantor is less than $200,000,000.
schools owned and operated by the Guarantor representing more than 25% of the Guarantor's revenues for the four consecutive fiscal quarters ended on
such date are ine ligible to recei ve funds provi ded pursuant to Title IV of the Higher Educat ion Act.

"Trust Agreement" shall have the meaning set forth in the preambles hereto.
"Trust Estate" shall mean the property described as such in the Granting Clauses hereto.
"Voting Party" shall mean, (i) for so long as (a) no Trigger has occurred and is continuing and (b) no default has occutred and is continuing under the
Guarantee Agreement, the Guarantor, and (ii) in all other cases, th e Majority Priority Class Creditors.
Words impo1ting the masculine gender include the feminine and neuter genders, and words importing the feminine gender include the masculine and
neuter genders. Words importing persons include finns, assoc iations and corporations. Words importing the singular number include the plural number and
v ice versa. Additional tenns are defined in the body of th is Agreement.
Except as othetwise expressly provided herein, all te1111s ofan accounting or financia l nature shall be constmed in accordance with GAAP, as in effect
from time to time; provided that, if!TT ESI notifies the Secured Party that ITT ESI requests an amendment to any provision hereof that relates to computation
of a Trigger to eliminate the effect of any change occurring after the date hereof in GAAP or in the application thereof on the operation of such provision,
regardless of whether any such notice is g iven before o r after such change in GAAP or in the
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application thereof, then such provision shall be interpreted on the basis ofGMP as in effect and applied immediately before such change shall have become
effective until such notice shall have been withdrawn or such provision amended in accordance herewith.

ARTI CLE II
CREDIT DETAILS Al'ID FORM OF NOTES; SUBORDINATED NOTE ADVANCES
Section 2.01. Credit Details. No Credit may be issued under th is Agreement except in accordance with the provisions of this Article. The Senior Notes,
together with the Secured Party's certificate of authentication, shall be issued on the Closing Date in substantially the fonn set forth in Exhibit B-1 hereto
with an aggregate initial principal amount equal to the Initia l Senior Notes Balance and the Subordinated Note shall be issued on the Closing Date in
substantially the form set forth in Exhib it B-2 hereto. The Loan Notes shall be issued on the Closing Date in substantially the form set forth in Exhibit 8-3
hereto with an aggregate ini tial p1incipal amount equal to the Initial Loan Balance. The Notes and the Loan Notes shall be issued in definitive fo1m,
typewritten, printed, lithographed or engraved or produced by any combinat ion of these methods (with or without steel engraved borders), all as determined
by the Autho1ized Representatives executing the Notes and the Loan Notes, as evidenced by their execution of the Notes and the Loan Notes.
(a) Senior Notes. Each Senior Note issued pursuant to this Agreement shall bear interest during each Interest Accmal Period at a per annum rate equal to
the Interest Rate. The Outstanding Amount of each Senior Note shall be reflected by a notation on the Register, and such notation shal l be adj usted from time
to time by the Reg istrar to reflect decreases i n the Outstanding Amount thereof resulting from any principal payments thereon made pursuant to Section 5 03.
On each Payment Date, each Senior Note shall be entitled to payment of Call Premium, if any, payable on such Payment Date. No Senior Note may be
transferred in a denomi nation of less than $100,000.

(b) Subordinated Note. T he Subordinated Note issued pursuant to this Agreement shall not bear interest. The Outstanding A.mount of the Subord inated
Note on each Subordinated Note Funding Date shall be reflected by a notation on the Register, and such notat ion shall be adj usted from time to time by the
Registrar to reflect (i) increases in the Outstanding Amount thereof resulting from Subordinated Note Advances being made to the Issuer and (ii) decreases
resulting from any principal payments thereon made pursuant to Section 5.03(b) and the second to last paragraph of Section 5.02 and from reduc tions in the
Outstanding Amount of the Subordinated Note equal to 28% of the Gross Refunded Amount of each Refunded Financed Loan. The Subordinated Note shall
be issued as a single note representing the entire Outstanding Amount and Maximum Subordinated Note Balance of the Subordinated Note. Subordinated
Note Advances shall be made as set forth in Section 2.3 of the Subordinated Note No te Purchase Agreement. Notwithstanding anything to the contrary
contained herein, in no event may the Subordinated Note or any po1tion of the Outstanding Amount thereof or any obligation to make Subordinated Note
Advances thereunder be transferred pri or to the expiration of the Transfer Period. No Subordinated Note may be transferred in a denomination of less than
$ 5,000,000.
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(c) Loan. Pursuant to the Loan Agreement, the Lender will make the Loan to the Issuer on the tem1s and conditions of this Agreement in an amount
equal to the Initial Loan Amount. The Loan shall bear interest during each Interest Accmal Period at a per annum rate equal to the Interest Rate. The
Outstanding Amount of the Loan shall be reflected by a notation on the Register, and such notation shall be adjusted from time to time by the Registrar to
reflect decreases in the Outstanding A.mount thereof resulting from an y principal payments thereon made pursuant to Section 5 03. On each Payment Date,
the Lender shall be entitled to payment of Call Premium, if any, payable on such Payment Date . The Loan shall be evidenced by one or more Loan Notes of
the Issuer to the Len der substantially in the fom1 of Exhibit B-3 hereto, dated the Closing Date and otherwise duly completed.

Sectio n 2.02. Execution, Authentication and Delive ry o f the Notes. The Notes shall be executed in the name and on behalfofthe Issuer by the manual
signature of an Authorized Representative. The Notes may be manually signed or attested on behalf of the lssuer by any person who, at the date of such act,
shall hold the proper office or position, notwithstanding that at the date of authentication, issuance or delivery, such person may have ceased to hold such
office or position.
Each Note shall be dated the date of its authentication. A Note shall not be entitled to any benefit under this Indenture or be valid or obligatory for any
purpose, unless there appears on such Note a ce1tificate of authentication substantially in the fonn provided for in Section 2.05 hereof.

Sectio n 2.03. Register; Registratio n and Transfer o f the Credit; Persons Treated as Registered Owners. The Registrar shall keep a register (the
"Register") in which, subject to such reasonable regulations as it may prescribe, the Issuer shall provide for the registration of Credit, the registration of
transfers of Credit and the notation of changes in the Outstanding Amount of Credit. The Secured Party sha ll be the init ia l "Registrar", which Reg istrar shal l
act so lely for purposes of this Section 2.03 as the agent of the Issuer. Upon any resignation of any Registrar, the Issuer shall promptly appoint a successor.
Notwithstanding such appointment and with the prior v.mtten consent of the Issuer, the Secured Party is hereby authorized to make any arrangements with
other institutions which it deems necessary or desirable in order that such institu tions may perfonn the duties of transfer agent or Registrar for the Cred it.
Subject to the restrictions set forth here in and in the Loan Agreement, the Le nder may at any time sell or assig n all or any port ion of its interest in the
Loan and its rights and the obligations due to it as a Lender pursuant to the tenns and conditions of this Agreement and the Loan Agreement. In connection
with an y such sale or assignment, the Len der shall assign and convey all o r a portion of the Loan in accordance with the terrns an d cond itions of this
Agreement and the Loan Agreement; provided that the Lend er may not sell or assign all or any portion of its interest in the Loan in increments of less than
$ 1,000,000. Upon such a sale or assignment and the recordation of such transfer in the Register, the purchaser shall be treated as a Lender for purposes of this
Agreement. The Lender may at any time grant participations in all or pa rt of its interest in the Loan and its rights and the ob ligations due to it under this
Agreement and the Loan Agreement in accordance with the tenns of this Agreement and the Loan Agreement.
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Upon surrender for transfer of a Note or a Loan Note at the Principal Office of the Registrar, duly endorsed for transfer or accompanied by an assignment
duly executed by the Registered Owner or the Lender, as applicable, or its attorney duly authorized in writ ing, and subject to the transfer restrictions of
Section 2 .09 hereof, within ten Business Days thereafter, (i) the Issuer shall execute and the Secured Party shall authenticate and deliver in the name of the
transferee or transferees, one or more new and fully registered Notes or Loan Notes with the same interest rate, Outstanding A.mount and Final Maturity Date,
as applicab le and (ii) the Registrar shall register such transfer in the Register. Each such new Note or Loan Notes shall be payable to such transferee as such
transferee may request and shall be substantially in the forrn of the Note or Loan Note attached as Exhibit B-1, Exhib it B-2 or Exhibit B-3, as applicable.
Each such new Senior Note and Loan Note shall be dated and bear interest from the date to which interest shall have been pai d on the surrendered Senior
Note or Loan Note or dated the date of the surrendered Senior Note or Loan Note if no interest shall have been paid thereon .
The person in whose name a Note or Loan Note shall be registered in the Register shall be deemed and regarded as the absolute owner thereof or Lender
with respect thereto, as app licable, for all pu1poses, and payment of either principal of or interest on such Note or with respect to the applicab le p ortion of the
Loan shall be made only to or upon the written orderofthe Registered Owner or Lender thereof or its legal representative but such registration may be
changed as hereinabove provided. All such payments shall be valid and effectual to satisfy and discharge the liability upon such Note or the Loan to the
extent of the sum or sums paid .
By execution of the related Note Purchase Agreement, whether upon origina l issuance or subsequent transfer, each holder of a Note acknowledges the
restrictions on the transfer o f a Note set forth in the Securities Legend and agrees that it will transferthe Note only as provided herein. By execution of the
Loan Agreement or an assignmen t and assumption executed in connection therewith, each Lender acknowledges the restrictions on the transfer or assignment
of the Loan set forth in the Loan Agreement and agrees that it will transfer or assign the Loan only as provided in the Loan Agreement.
No transfer ofa Note shall be made unless such transfer is exempt from the registration requirements of the Securities Act and any applicable state
securities laws. None of the Issuer, the Secured Party, the Guarantor or the Depositor intends or is ob ligated to register or qua Ii fy any of the Notes or the Loan
under the Securities Act or any state securities laws.
The Secured Party shall have no obligation or duty to moni tor, detem1ine or inquire as to compliance with any restrictions on transfer imposed under
this Agreement or the Loan Agreement or under applicab le law with respect to any transfer of any interest in a Note or the Loan other than to require delivery
of such ce1tificates and other d ocumentation or evidence as are expressly required by, and to do so if and when expressly required by the terms of, this
Agreement or the Loan Agreement, as applicable.
Each initial Registered Owner of a Note and each transferee ofa Note shall represent and warrant that such Note may not be acquired by an employee
benefit plan or other retirement arrangement subject Section 406 of ER ISA or Section 4975 of the Code or by any federal, state, local, non-U.S. or other plan
which is subj ect to substantially similar law ("Similar Law"), (collectively, a "Plan") or a Person acting on behalf of any such Plan or a Person using the
assets
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of any such Plan, unless the acquisition, holding and disposition of the Note will not give rise to a non-exempt prohibited transaction under Section 406 of
ERISA or Section 4975 of the Code because it will sat isfy the requirements forexempt ive reliefunder Prohibited Transaction Class Exempt ion ("PTCE') 8414, PTCE 90-1, PTCE 91-38, PTCE 95-60, PTCE 96-23 or the statuto1y exemption for non fiduciary service providers under Section 408(b)( 17) of ERISA or
Section 4975(d)(20) of the Code or anothe r applicable admin istrative or statutory exemption and in the case of a Plan subj ect to Similar Law, will not result
in a non-exempt violation of such substantially similar law.
Each Registered Owner of a Subord inated Note and each transferee of a Subordinated Note shall rep resent and warrant that it is either (i) a United States
Person within the meaning of Section 770 I (a)(30) of the Code and is not a partnership or grantor tmst under Section 770 I (a)(30) of the Code or that it is an S
Corporation within the meaning of Section 1361 oft he Code or (ii) a nominee for another holder that satisfies the requirements of clause (i).
The Secured Party shall require the payment by any Creditor requesting the exchange or transfer of a No te of any tax or other governmental charge
required to be paid with respect to such exchange or transfer. The applicant for any such transfer or exchange may be required to pay all taxes and
governmental charges in connection with such transfer or exchange, o ther than exchanges pursuant to Section 2 .04 hereof.
Section 2.04. Lost, Sto len, Destroyed and Mutilated Notes. Upon receipt by the Secured Party of evidence satisfactory to it of the ownersh ip of and the
loss, theft, destmction or mutilation of a Note or Loan Note and, in the case of a lost, stolen or destroyed Note or Loan Note, of indemnity satisfactory to it,
and upon surrender and cancellation of the Note or Loan Note, if mutilated, (a) within ten Business Days thereafter, the Issuer shall execute, and the Secured
Party shall authenticate and deliver, a replacement Note or Loan Note of the same interest rate , Outstanding Amount, Maximum Outstanding Amount and
Final Maturity Date, as applicab le, in lieu of such lost, stolen, destroyed or mutilated Note or Loan Note or (b) with respect to the Senior Notes and Loan
Notes, if such lost, stolen, destroyed or mutilated Senior Note or Loan Note shall have matured or with in 15 days shall be d ue and payable, in lieu of
executing and delivering a new Senior Note or Loan Note as aforesaid, the Issuer may pay the Senior Note or related Lender when so due or payable. Any
such new Note or Loan Note shall bear a numbernot contemporaneously outstanding. The applicant for any such new Note or Loan Note may be req uired to
pay all taxes and governmental charges and all expenses and charges of the Issuer and of the Secured Party in connection with the issuance of the No te or
Loan Note. The Notes and the Loan shall be held and owned upon the express condit ion that, to the exten t permitted by law, the foregoing cond itions are
exclusive with respect to the replacement and payment of mutilated, destroyed, lost or stolen Notes and Loan Notes, negotiable instruments o r other
securities.
Section 2.05. Secured Party's Certificate of Authentication. The Secured Party's certificate of authentication upon the Notes and the Loan Notes shall
be substantially in the fom1 attached to the fo1m of the Notes and the Loan Notes attached as Exhibit B-1 Exhibit B-2 and Exhibit B-3 hereto. No Note or
Loan Note shall be secured hereby or entit led to the benefit hereof, or shall be valid or ob ligatory for any purpose, unless a certificate of authentication,
substantially in such fonn, has been duly executed by the Secured Party; and such certificate of
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the Secured Party upon a Note or Loan Note shall be conclusive evidence and the only competent evidence that such Note or Loan Note has been
authenticated and delivered hereunder. The Secured Party's certificate of authentication shall be deemed to have been duly executed by it if manually signed
by a Responsible Officer or signatory of the Secured Party, but it shal l not be necessary that the same person sign the certificate of authentication on each
Note or Loan Note issued hereu nder.

Section 2.06. Ca ncell ation and Destruction of Notes and Loan Notes by the Secured Party . Whenever a Note or Loan Note shall be delivered to the
Secured Party for the cance llation thereof pursuant to th is Agreement, upon payment of the principal amount an d interest represented thereby, or for transfer
pursuant to Section 2.03 hereof or replacement pursuant to Section 2 .04 hereof, such Note or Loan No te shall be promptly cancelled and shall be d isposed of
in a manner determined by the Secured Party or shal l be returned to the Issuer upon the Issuer's request.
Sectio n 2.07. Pay me nt of Principal and Interest o n Senior Credit; Mandatory Prepay ment.
(a) Interest on the Senior Credit shall be payable on each Payment Date as speci6ed in Section 5 .03{b}(i ii)fa) hereof, subject to Section 4 0 I
hereof. Amounts paid or duly provided for by the Issuer on each Payment Date shall be paid to the Persons in whose name the Senior Notes and the
Loan Notes are registered on the related Record Date by wire transfer in immediately available funds to the account designated by the Registered
Owner of such Senior Note or by the Lender with respect to such Loan Notes, as applicable, except for the fina l installment ofprincipal payable with
respect to a Senior Note or the Loan on a Payment Date or at Maturity which shall be payable as provided below. The amount of interest distributab le
to the Senior Creditors wi ll be calcu lated by applying the Interest Rate fort he lnterest Accma l Period to the Outstanding Amount of the Senio r Credit
as of the first day of the related Interest Accma l Pe1iod (after giving effect to payments made on such date) and multip lying that product by the actual
number of days in the lnterest Accmal Period divided by 360.
(b) The principal of each Senior Note and the Loan shall be payable on each Payment Date as provided in Section 5 .03(b)(v)(i) hereof. The ent ire
unpaid p rincipal amount of each such Sen io r No te and the Loan shall be due and payab le, if not previously paid, on its Final Maturity Date or on the
date on which an Event of Default shall have occurred and be continuing if the Secured Party or the Majority Pri ority Class C reditors shall have
declared the Senio r Credit to be immed iately due and payable in the manner provided in Section 6.08 hereof. The Secured Paity shall notify the Person
in whose name a Senio r Note is registered or the Len der with respect to a Loan Note at the close of business on the Record Date preceding the Payment
Date on which the Issuer expects that the final installment of principal of and interest on the Senior Credit will be paid . Such notice shall be delivered
pursuant to Section 9.01 hereof prior to such final Payment Date and shall specify the p lace where the Senior Notes and the Loan Notes shall be
surrendered for cancellation; provided, however, Senior Cred itors are not required to surrender their Senior Notes or Loan Notes in order to receive such
final payment at Maturity but shall not be entitled to any further payments on their Senior Credit once such Senior Credit has been paid in full.
23

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00017052

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review002966

(c) lfthe Asset/Liab ility Ratio computed by the Administrator on any Monthly Measurement Date (i) on which no Trigger is in effect, is less than
105%, the Senior Credit shall be subject to mandatory prepayment on the related Payment Date to the extent necessary to cause the Asset/ Liability
Ratio to be equa l to I 05% (computed on such Monthly Measurement Date but after giving effect to such prepayment as if such prepayment had
occurred during the related Collection Period)and (i i) on which a Trigger is in effect, is less than 140%, the Senior Credit shall be subject to mandatory
prepayment on the related Payment Date to the extent necessary to cause the Asset/Liabi lity Ratio to be equal to 140% (computed on such Monthly
Measurement Date but after giving effect to such prepayment as if such prepayment had occurred during the re lated Co llection Period).
(d) In the circumstances described in Section 5.03{cl. amounts received from the Guarantor with respect to payments of principal of and interest
on the Senior Credit shall be applied as provided in Section 5.03(c).
(e) All payments and prepayments of principal of and interest on the Senior Credit shall be made in lawful money of the United States of
America.

Section 2.08. Payme nt o f the Subordinated Note.
(a) The Subordinated Note shall not be entitled to any payments in respect of interest. Amounts paid or duly provided for by the Issuer on the
Subordinated Note on a Payment Date on which a payment ofptincipal on the Subordinated Note is du e shall be paid to the Person in whose name the
Subordinated Note is registered on the related Record Date by wire transfer in immediately available funds to the account designated by the Registered
Owner ofthe Subordinated Note, except for the final installment of princ ipal payable with respect to the Subordinated Note on a Payment Date or at
Maturity which shall be payable as provided below.
(b) The ptincipal of the Subordinated Note shall be payable on each Payment Date (i) as provided in Section 5.03{b){ix) hereof from Available
Funds, if any, remaining after Availab le Funds are applied as provided in Section 5.03{b)(i)-(vii i) and (ii) pursuant to the second to last paragraph of
Section 5.02. The ent ire unpaid principal amount of the Subordinated Note shall be due and payable, if not previously paid, at Maturi ty. The Secured
Party shall notify the Person i n whose name the Subordinated Note is registered at the close of business on the Record Date preceding the Payment
Date on which the Issuer expects that the final installment of principal of the Subordinated Note will be paid. Such notice shall be delivered pursuant
to Section 9.0 I hereof prior to such final Payment Date and shall spec ify the place where the Subordinated Note shall be surren dered for cancellation;
provided, however, the Registered Owner of the Subordinated Note is not required to surrender the Subordinated Note in order to receive such final
payment at Maturity.
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(c) All payments of principal of the Subordinated Note shall be made in lawful money of the United States of America.

Section 2.09. Transfer Restrictions. Each person who is o r who becomes a Registered Owner of a Note sha ll be deemed by the acceptance or
acquisition of its Note to have agreed to be bound by the provisions of this Section. The Registered Owner of each Note (other than the Guarantor as
Registered Owner of the Subordinated Note) shall qualify as (i) an institutional "accredited investor" as that term is defined under Rule 50 I (a)(i ), (2), (3) or
(7) of Regulation D promulgated under the Securities Act, or (ii) a "qualified institutional buyer" as that tennis defined in Rule 144A promu lgated under the
Securities Act. No Note may be transferred, unless the p roposed purchaser or transferee shall have del i vered to the Issuer an express agreement substantially in
the form of t he Investment Letter attached as Exhib it D-1 or Exhibit D-2 hereto, as appl icable. Each person who is or who becomes a Lender pursuant to the
execution ofan assignment and assumption agreement under the Loan Agreement and the registration of t ransfer ofa Loan Note evidencing an interest in the
Loan to such Person in accordance wi th the provisions of th is Agreement and the Loan Agreement shall be an "Eligible Assignee" as set forth in the Loan
Agreement and have agreed to the restrictions on transfer with respect to its interest in the Loan set forth in the Loan Agreement and this Agreement.
Section 2.10. Subordinated Note Advances. On the tenns and conditions set forth in the Subordinated Note Note Purchase Agreement, t he Registered
Owner of the Subordinated Note shall make Subordinated Note Advances to the Issuer for the purpose of acquiring Eligib le Loans pursuant to the te1ms and
provisions of the Loan Purchase Agreement. All such Subordinated Note Advances sha ll be evidenced by the Subordinated Note and by notations in t he
Register as p rovided in Section 2 .0 l <b).
The Secured Party shall deposit the proceeds ofeach Subordi nated Note Advance into t he Acqu isition Fund on t he Business Day of receipt. The
Outstanding Amount of the Subordinated Note shall be automatically increased by the amount of Subordinated Note Advances in respect of the
Subordinated Note as set forth in Section 2.0 I (b).

Section 2.11. Conditions to the Loan and Senior Note Purchase. The Registered Owners ofSenior Notes will purchase the Senior Notes and the
Lender wi ll make t he Loan only upon satisfaction or waiver (the purchase of the Senior Notes or the making of the Loan to constit ute conclusive evidence o f
such satisfaction or waiver) of all of the following conditions:
(a) each of the Basic Documents shall have become effective in accordance with its respective tenns and shall remain in force and effect and all
consents, waivers and app rovals necessary for the consummation of the transactions contemplated by such Basic Documents shall have been obtained
and shall be in full force and effect, and all other legal matters relating to such Basic Documents and the transactions contemplated thereby, shall be
reasonab ly satisfactory in all respects to the Senior Creditors, and each of the parties to such agreements shall have furnished to the Senior Creditors al I
documents and information that any of them or t heir counsel may reasonably request to enab le t hem to pass on such matters;
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(b) all of the tem1s, covenants, agreements and conditions of such Basic Documents required to be complied with and perfom1ed by the
respective part ies to such agreements on or prior to the Closing Date shall have been complied with and performed;
(c) each of the representations and warranties contained in this Agreement and such other Basic Documents made by each of the part ies to such
agreements shall be true and correct in all material respects as of the Closing Date as though made as of such time (except to the extent that they
expressly relate to an earlier time, then such representations and warranties shall be true and correct as of such earli er time);

(cl) the Syndication Agent, the Secured Party and the Creditors shall have received the opinions addressed to them of Bingham McCutchen LLP,
special counsel for the Issuer, dated the Closing Date as to such matters reasonab ly requested by the Syndication Agent, including that the Senior
Credit will be characterized as indebtedness for federal income tax purposes;
(e) the Syndication Agent, the Secured Party and the Creditors shal l have received the op inions addressed to them of Dorsey & Whitney
(Delaware) LLP, in its capacity as counsel to the Owner Trustee and Delaware counse l to the Issuer, dated the Closing Date and in fonn and substance
satisfactory to the Syndication Agent, the Secured Party and the Creditors;
(f) the Syndication Agent, the Secured Party and the Creditors shall have received an opinion of Dorsey & Whitney LLP, in its capacity as
counsel to the Secured Party, dated the Closing Date and in form and substance satisfactory to the Syndication Agent, the Secured Party and the
Creditors;

(g) the Syndication Agent, the Secured Party and the Creditors shall have received an opinion of Dorsey & Whitney LLP, in its capacity as
counsel to the Lender Tmstee, dated the Closing Date and in fonn and substance satisfactory to the Syndication Agent, the Secured Party and the
Creditors;
(h) the Syndication Agent, the Secured Party and the Creditors shall have received an opinion of Foley & Lardner LLP, in its capacity as counsel
to the Administrator, dated the Closing Date and in form and substance satisfactory to the Syndication Agent, the Secured Party and the Creditors;
(i) the Syndication Agent, the Secured Party and the Creditors sha ll have received an opinion of Foley & Lardner LLP, in its capacity as counsel
to the Servicer, dated the Closing Date and in fonn and substance satisfactory to the Syndication Agent, the Secured Party and the Creditors;

G) the Syndication Agent, the Secured Party and the Creditors shall have received an opinion ofcounsel to the Guarantor with respect to the
Guarantee Agreement in fo1m and substance satisfactory to the Syndicat ion Agent, the Secured Party and the Creditors;
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(k) the Syndication Agent, the Secured Party and the Creditors shall have received evidence satisfactory to each of them that, on or before the
Closing Date, UCC-1 financing statements have been or are being filed in the office of th e Secretary of State of the State of Delaware with respect to the
Issuer and the office of the Secretary of the State of New York with respect to the Lender Tiustee reflecting the grant of the security interest by the Issuer
and the Lender Tn,stee in the Trust Estate and the proceeds thereof to the Secured Party;
(1) the Syndication Agent, the Secured Party and the Creditors shall have received evidence satisfactory to each of them that, on or b efore the
Closing Date, UCC-1 financing statements have been or are being filed in the appropriate filing office reflecting the grant of the security interest
pursuan t to Section 48 of the Loan Purchase Agreement;
(m) the Syndication Agent, the Secured Party and the Creditors shall have received an Officer's Certificate of the Issuer dated the Closi ng Date in
fonn and substance satisfacto1y to the Syndication Agent, the Secured Party and the Creditors;
(n) the Syndication Agent, the Secured Party and the Creditors shall have received an Officer's Certificate of the Secured Party (substantially in
the form of Exhibit F here to) dated the Closing Date in fonn and substance satisfactory to the Syndication Agent, the Secured Patty and the Creditors;
(o) the Syndication Agent, the Secured Party and the Creditors shall have received an Officer's Certificate of the Administrator dated the Closing
Date in form and substance satisfactory to the Syndicat ion Agent, the Secured Party and the Creditors; and
(p) the Syndication Agent, the Secured Party and the Creditors shall have received an Officer's Certificate of the Servicer dated the Closing Date
in fonn and s ubstance satisfactory to the Syndication Agent, the Secured Party and the Creditors.
Sectio n 2.12 . Conditio ns to Subordinated Note Advances. Subordinated Note Advances under the Subordinated Note shall be made by the Reg istered
Owner of the Subordinated Note upon satisfaction or waiver (the purchase of the Subordinated Note to constitute conclusive evidence of such satisfaction or
waiver) of the conditions set forth in the Subordinated Note Note Purchase Agreement.

ARTICLE III
PARITY AND PRIORITY OF LIEN; OTHER OBLIGATIONS

Section 3.01. Parity and Priority o f Lien. The provisions, covenants and agreements herei n set forth to be performed by or on behalf of the Issuer shall
be for the equal benefit, protection and security of the Creditors, all of wh ich shall be of equal rank wi thout p reference, priority or distinction, except that the
Senior Credit shall be senior in preference and priority in all respects to the Subordinated Note and as expressly provided in this Agreement with respect to
payments and other priorities.
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Sectio n 3.02. Other Obligations. The Available Funds and other moneys, Financed Loans, securities, evidences of indebtedness, interests, rights and
properties pledged under th is Agreement are and will be owned by the Issuer(except that legal title to the Financed Loans will be held by the LenderTmstee,
or, with respect to any f inanced Loans that are Participation Interests, by the Originating Lender) free and clear of any Lien thereon or with respect thereto
prior to, of equal rank with or subordinate to the respective pledges created by this Agreement, except as otherwise exp ressly provided herein, and all action
on the part of the Issuer to that end has been duly and validly taken. If any Financed Loan is found to have been subj ect to a Lien at the time such Financed
Loan was acquired, the Issuer shall cause such Lien to be released. Except as otherwise provided herein, the Issuer shall not create or voluntari ly pe rmit to be
created any Lien on the Financed Loans wh ich would be on a parity with, subordinate to, or prior to the lien of this Agreement; shall not do or omit to do or
suffer to be done or omitted to be done any matter or things whatsoever whereby the lien of this Agreement or the priority of such lien for the Credit hereby
secured might or cou ld be lost or impaired; and will pay or cause to be paid or will make adequate provisions for the sa tisfaction and discharge o f all lawfu l
claims and demands which ifunpaid might by law be given precedence to or any equality with this Agreement as a Lien upon the financed Loans; provided,
however, that nothing in this Section shall require the Issuer to pay, discharge or make provision for any such Lien so long as the validity thereof shall be
contested by it in good faith, unless the Secured Party has been advised the same will endanger the security for the Credit; and provided further that any
subordinate Lien on the Tmst Estate (i.e ., subordinate to the lien securing the Senior Credit and the Subordinated Note) shal l be ent itl ed to no payment fi-om
the Trnst Estate or any portion thereof, nor may any remedy be exercised with respect to such subordinate Lien against any portion of the Trnst Estate until
all Senior Credit and the Subordinated Note have been paid or deemed paid hereunder.

ARTICL E IV
PROVISIONS APPLICABLE TO THE CREDIT;
DUTIES OF THE ISSUE R; REPRESENT ATIONS AND WARRANTIES
Section 4.01. Payme nt of Principal and Interest. The Issuer covenants that it will promptly pay, but solely from the Tmst Estate and payments
received under the Guarantee Agreement, the p rincipal of and interest and Call Premium, if any, on each and every Note and the Loan at the places, on the
dates and in the manne r specified herein and in said Notes and the Loan Notes according to the true intent and meaning thereof. The Credit shall be and is
hereby declared to be payable from and equally and ratably secured, except that the Senior Credit shall be senior in preference and priority in all respects to
the Subordinated Note, by an irrevocable first lien on an d pledge of the properties constituting the Trust Estate, subject to the application thereof as
permitted by this Agree ment, but in no event shall the Creditors have any right (i) to possession or contro l of the Promissory Notes or any other part of the
Trnst Estate, which shall be held on ly by the Servicer as custodian for the Secured Party, or another agent, bailee or custodian approved by the Majority
Priority Class Creditors or (ii) to make claims for payment under the Guarantee Agreement except as provided in Section 6. 12.
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Section 4.02. Covena nts as to Additional Conveyances. At any and all times, the Issuer will promptly duly execute, acknowledge and deliver, or will
promptly cause to be done, executed and del ivered, a ll and every such forther acts, conveyances, transfers and assurances in law as is necessary or otherwise
as the Secured Party shall reasonably require for the better conveying, transfening and pledging and con finning unto the Secured Pa1ty, all and singular, the
properties constituting the Trust Estate hereby transferred and pledged, or intended so to be transferred and pledged.
Section 4.03. Further Covenants of the Issuer.
(a) The Issuer will cause financing statements and continuation statements with respect thereto at a ll times to be filed in the offices of the
Secretary of State of the States of Delaware and New York, as necessary to perfect and maintain the security interest granted by the Issuer and the
Lender Trustee hereunder.
(b) The Issuer will duly and punctual ly keep, observe and perform each and every tenn, covenant and condition on its part to be kept, observed
and perfom1ed, contained in th is Agreement and the other agreements to which the Issuer is a party pursuant to the transactions contemplated herein,
including but not limited to the Basic Documents to which it is a party, and wil l punctually perform all duties requ ired by the Trust Agreement and the
laws of the State of Delaware .
(c) The Issuer shall operate on the basis of its Fiscal Year.
(d) The Issuer shall cause to be kept foll and proper books of records and accounts, in which foll, tru e and proper entries will be made of all
dealings, business and affairs of the Issuer which relate to the Notes and the Loan.
(e) The Issuer, upon written request of the Secured Paity, a Creditor or the Guarantor, will penuit at all reasonable times the Secured Party, each
Creditor and the Guarantor, or their agents, accountants and attorneys, to examine and inspect the property, books of account, records, reports and other
data relating to the Financed Loans, and will fomish the Secured Party, each Creditor and the Guarantor such other infom1ation as each may reasonably
request; provided, however, that the Issuer is not required to provide, or cause to be provided, to any Cred itor infommtion which is spec ific to any
Eligible Institution or the Financed Loans that is not otherwise provided in the Monthly Report. The Secured Pa1ty shall be under no duty to make any
such examination unless requested in writing to do so by the Creditors ofat least 66 1/.l% in aggregate Outstanding Amount of the Priority Class
Creditors and unless such Creditors shall have offered the Secured Party securi ty and indemn ity satisfactory to it against any costs, expenses and
liabil ities which might be incurred thereby.

(0 The Issuer covenants that electron ic copies of all electronic Promisso1y Notes shall be held and maintained pursuant to the Servic ing
Agreement.
(g) Notwithstanding anything to the contrary contained herein, except upon the occurrence and during the continuance ofan Event of Defau lt
hereunder, the Issuer hereby expressly reserves and retains the privilege to receive and, subject to the te1ms and provisions of this Agreement, to keep
or dispose of, claim, bring su its upon or otherwise exercise, enforce or realize upon its rights and interest in and to the Financed
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Loans and the proceeds and collections therefrom, and neither the Secured Party nor any Creditors shall in any manner be or be deemed to be an
indispensable party to the exercise of any such privilege, c laims or suit and the Secured Party shall be under no ob ligation whatsoever to exercise any
such privilege, c laim o r sui t.
(h) Other than indebtedness incurred under the Subordinated Note as a result of Subo rdinated Note Advances in an amount not to exceed the
Maximum Subordinated Note Balance, the Issue r shal I not incur any indeb tedness for borrowed money other than the indebtedness of the Senior Credit
issued on the Closing Date.
Sectio n 4.04. Enforcement of Serv icing Agreement and Administration Agreement. The Issuer shall:
(a) cause to be d iligently enforced, and take all reasonable steps, actions and proceedings necessary for the enforcemen t of, all terms, covenants
and condi tions of the Servicing Agreement and the Administration Agreement, including the prompt collection and payment of all amounts due the
Issuer under the Servicing Agreement, including , without li mitation, a l I principa l and interest payments that relate to any Financed Loans (and in so
doing, the Issuer will comply with the Program Guid elines to the extent that they app ly to the Financed Loans);
(b) not pem1it the release of the ob ligations of the Servicer or the Administrator under the Servicing Agreement or the Administration Agreement,
as applicable, except in conjunction with waivers, amendments or modifications pennitted by subsections (f) or (g) of this Section;
(c) at all times, to the extent pennitted by law, cause to be defended, enforced , preserved and p rotected the rights and privileges of the Issuer, the
Secured Party and the Creditors underor with respect to the Servicing Agreement and the Admi nistration Agreement;
(d) at its own expense, du ly and punctually perform and observe each of its obligat ions to the Servicer under the Servicing Agreement and the
Admin istrator under the Adm inistration Agreement in accordance with the tenns thereof;
(e) give the Secured Party prompt written notice of each material default on the part of the Servicer of its obligations under the Servicing
Agreement and on the patt of the Admin istrator of its obligations under the Administration Agreement coming to the Issuer's attention;

(f) not waive any material default by the Servicer under the Servic ing Agreement or the Administrator under the Administration Agreement
unless (i) the Voting Party consents thereto and (ii) such v,aiver will not have a material adverse effect on the Senior Creditors;
(g) not consent or agree to or pennit any amendment or modification of the "Basic Servic ing Fee" under the Servicing Agreement or the
Administration Fee un less (i) the Voting Party consents thereto and (ii) such amendment o r modification wi ll not have a material adverse effect on the
Senio r Creditors;
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(h) if the Servicing Agreement or the Administration Agreement is tenninated, secure a replacement Servicer for the Financed Loans or
Administrator for the Issuer, as applicable, on substantially similar tenns as the Servicing Agreement or the Administrat ion Agreement, respectively.
The Issuer must obtain the p1ior consent of the Voting Party to any such replacement Servicer or Administrator and the tenns of the replacement
servicing agreement or administration agreement;

(i) through the Servicing and Collections Advisor, d irect further collect ion activities on any Financed Loan that is no longer serviced under the
Servicing Agreement, other than due to being paid in Ii.ill, inc luding the selection ofa collection agency and the activities to be undertaken; and

G) if the existing agreement with the Servicing and Collections Advisor is tenninated, secure a rep lacement servicing and collections advisor for
the Financed Loans on substantially s imilar tem,s as the existing letter agreement. The Issuer must obtain the prior consent of the Voting Party to any
such replacement Servicing and Collections Advisor and the tem1s of the rep lacement agreement.
Sectio n 4.05. Enforceme nt of Guarantee Agreement; Actions under Bas ic Documents. The Secured Party sh al I:
(a) cause to be d il igently enforced, and take all reasonable steps, actions and proceedings necessary for the en forc.emen t of, all tenns, covenants
and condi tions of the Guarantee Agreement, inclu ding making demands thereunder for the prompt payment of all amounts due thereunder, as provided
in Sections 5 .03(c} hereof;
(b) not pe1mit the release of the ob ligations of the Guarantor under the Guarantee Agreement except as provided in Sections 4.09 or §.J.i;

(c) at all times, to the extent pennitted by law, cause to be defended, enforced, preserved and protected the rights and privileges of the Secured
Party under or with respect to the Guarantee Agreement;
(d) not agree to waive any material default by the Guarantor under the Guarantee Agreement except as prov ided in Section 6. 15;
(e) not consent or agree to or pennit any amendment or modification of the Guarantee Agreement except as provided in Section 4.09; and

(f) not give the not ice under Section 1.0 I (HH)(l )(a) of the Servicing Agreement unless the Guarantor has defaulted under the Guarantee
Agreement and wi ll thereafter give notice that the Guarantor is again the Voting Party if such default is cured or waived.
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Section 4.06. P rocedures for T r a nsfer of Funds. In any instance where this Agreement requires a transfer of funds or money from one Account to
another, a transfer of ownership in investments or an undivided interest therein may be made in any manner agreeable to the Issuer and the Secured Party, and
in the calculation of the amount transfeITed, interest on the investment which has or will accrne before the date the money is needed in the fund to which the
transfer is made shall not be taken into account or considered as money on hand at the time of such transfer.

Section 4.07. Appointme nt o f Agents. The Issuer shall employ and appoint all employees, agents, consultants and attorneys which it may consider
necessary.
Section 4.08. Contin ued Existence. The Issuer agrees that it wi ll do or cause to be done al l things necessary to preserve and keep in full force and effect
its existence, rights and franchises as a De laware statutory trust, except as otherwise pennitted by this Section. The Issuer further agrees that it will not (a) sell,
transferor otherwise dispose of all or substantially all of its assets (excep t with respect to sa les ofFinanced Loans as specifically provided herein);
(b) consolidate with or merge into another entity; or (c) penni t one or more other entities to consolidate with or merge into it. The preceding restrictions in
clauses (a), (b) and (c) above shall not apply to a transaction if the transferee or the surviving or resu lting entity, if other than the Issuer, by proper written
instrument for the benefit of the Secured Party, iITevocab ly and unconditionally assumes the ob ligation to perfonn and observe the agreements and
obligations o f the Issuer under this Agreement and the other Basic Documents to which the Issuer is a party and the written consent of each of the Cred itors
and the Guarantor is obtained.
!fa transfer, consolidation or merger is made as provided in this Section, the provisions of this Section shal l continue in full force and effect and no
further transfer shall be made except in compliance with the p rovisions of this Section.
Section 4.09. Amendment of G uara ntee Agreeme nt; Loa n Purchase Agreement and Prog ram Guidelines. The Issuer shall notify the Secured Party
and each Cred itor in writing of any proposed amendment to the Loan Purchase Agreement. The Secured Party shall notify the Issuer and each Creditor in
writing ofany proposed amendment to the Guarantee Agreement. Neither the Issuer nor the Secured Party shall consent to, nor shall any such amendment
become effective unless and until the Secured Party receives the written consent to such amendment from the Majority Prio rity Class Cred itors. The Secured
Party shall not consent to any amendment to the Program Guidelines that relates to (i) a c hange in the tenns of the Financed Loans that would be required to
be included in the promissory note evidencing the Financed Loans and the Program Guidelines or (ii) the underwriting criteria applicable to the student loans
originated in accordance with the Program Guidelines, in each case, without the consent of the Majority P1iority C lass Creditors.

Section 4. 10. Representations; Negative Covenants.
(a) The Issuer hereby makes the fol lowing representations and waITanties to the Secured Party , the Guarantor and the Creditors on which the
Secured Pa1ty relies in accepting the Tmst Estate and authenticating the Notes and the Loan Notes and on which the Creditors have relied in entering
in to the related Note Purchase Agreement or the Loan Agreement, as applicab le . Such representations and waITanties sha ll survive the transfer an d
assignment of the Trnst Estate to the Secured Party.
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(i) Organization and Good Standing. The Issuer is duly organized and validly existing under the laws of the State of Delaware, and has the
power to own its assets and to transact the busi ness in which it present ly engages.
(ii) D11e Qualification. The Issuer is du ly quali fied to do b usiness and is in good standing, and has obtained all materia l necessary licenses
and approvals, in all ju1isdictions where the fuilure to be so qualified, have such good standing or have such licenses or approvals wou ld have a
material adverse effect on the Issuer's business and operations or in which the actions as required b y this Agreement requi re or will require such
qualification.
(iii) Authorization. The Issuer has the power, autho1ity and legal right to create and issue the Notes, to execute, deliver and perfonn this
Agreement and to grant (together with the Lender Trustee) the Trust Estate to the Secured Party and the creat ion and issuance of the Notes and
the Loan, execution, delivery and perfom1ance of this Agreement and grant of the Trnst Estate to the Secured Party have been d uly authorized by
the Issuer by all necessary sta tutory trnst action.
(i v) Binding Obligation. This Agreement, assuming due authorization, execution and delivery by the Issuer and Secured Party, the Notes
in the hands of the Registered O\vners thereof and the Loan constitute legal, valid and binding obligat ions of the Issuer enforceable against the
Issuer in accordance with theirte1ms, except that (A) such e nforcement may be subject to bankrnptcy, insolvency, reorganization, moratorium or
other similar laws (whether statutory, regulatory or decisional) now or hereafter in effect relat ing to creditors' rights generally and (B) the remedy
of specific perfonnance and injunctive and other fonns of equitable rel ief may be subject to certain equitab le defenses and to the discretion of
the court before which any proceedi ng therefor may be brought, whether a proceeding at law or in equity.
(v) No Violation. The consummation of th e transactions contemp lated by this Agreement and the fulfi llment of the terms hereof do not
conflict with, resu lt in any b reach of any of the tenns and provisions ofor constitute (with or without notice, lapse oft.ime o r both) a default
unde r the organizational documents of the Issuer, o r any material indenture, agreement, mortgage, d eed of trust or other instrument to wh ich th e
Issuer is a party or by which it is bound, o r result in the creation or imposit ion of any lien upon any of its material properties pursuant to the
tem1s of any such indenture, agreement, mortgage, deed oftrnst or o ther instrument, other than this Agreement, nor violate any law or any order,
rnle or regulation applicab le to the Issuer of any court or of any federa l or state regulatory body, administrative agency orother governmental
instrumentality having j urisdiction over the Issuer or any of its properties.
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(vi) No Proceedings. There are no proceedings, injunctions, writs, restraining orders or investigations to which the Issuer or any of its
Affiliates is a party pending, or, to the best of its knowledge, threatened, before any court, regulatory body, administrative agency or other
tribunal or governmental instrumentality (A) assening the invalid ity of this Agreement, (B) seeking to prevent the issuance of any Notes or the
Loan or the consummation of any of the transactions contemplated by this Agreement or (C) seeking any determination or ruling that might
materially and adversely affect the perfonnance by the Issuer of its ob ligations under, or the validity o r enforceab ility of this Agreement.
(vii) Approvals. All a pprovals, authorizations, consents, orders or other actions of any person, corporation or other organization, o r of any
court, governmental agency or body or official, required on the part of the Issuer in connect ion with the execution and delivery of th is
Agreement have been taken or ob tained on or prior to the Closing Date.
(viii) Tax and Accoullling Treatment. The Issuer shall treat the transactions contemplated by the Loan Purchase Agreement as an absolute
transfer rather than as a pledge of the Financed Loans (including the Participation Interests) from the Originating Lender for federal income tax
and financial account ing purposes and the Issuer will be treated as the beneficia l owner of the Financed Loans and the owner of the Participat ion
Interests for all purposes. The Issuer intends to treat the Credit as its indebtedness or the indebtedness of the Certificateholder for federal, state,
county, local and foreign income, franchise and other tax purposes and financial account ing purposes.
(ix) Taxes. The Issuer has filed (or caused to be filed)all federal, state, county, local and foreign income, franch ise and other tax returns
required to be filed by it through the Closing Date, and has paid all taxes reflected as due thereon. There is no pending di sp ute with any taxing
authority that, if determined adversely to the Issuer, would result i n the assertion by any taxing authority of any material tax deficiency.and the
Issuer has no knowledge ofa proposed liability for any tax year to be imposed upon s uch entity's properties or assets for wh ich there is not an
adequate reserve reflected in such entity's current financial statements.
(x) legal Name. The lega l name of the Issuer is " PEAKS Trust 2009- 1" and has not changed since its inceptio n. The Issue r has no trade
names, fictitious names, assumed names or"do ing bus iness as" names under which it conducts its business and has made no filing in respect of
any such name.
(x i) Business Purpose. The Issuer will acquire the Financed Loans conveyed to it under the Loan Purchase Agreement for a bona fide
business purpose and has undertaken the transact ions contemplated herein as principal rather than as an agent of any other Person. The Issue r has
no subsidiaries, has o perated consistently with all requ irements for statu tory trusts under the laws of the State of Delaware with respect to its
ope rations and has engaged in no oth er
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business or activities other than those specified in this Agreement and the other Basic Documents and in accordance with the transactions
con templated herein and therein.
(x ii) Compliance with Laws. The Issuer is in compliance in all material respects wit h all app licable laws and regulations with respect to the
conduct of its business and has obtained and maintains all pem1its, licenses and other approvals as are necessary fo r the conduct of its operations,
including, without l imitation, the purchase, holding and col lection of the Financed Loans.
(x iii) Valid Business Reasons: No Fraudulent Transfers. The t ransactions contemplated by this Agreement are in the ordinary course of the
Issuer's business and the Issuer has valid business reasons for granting the Trust Estate p ursuant to this Agreement. At the time of each such
grant: (A) the Issuer granted the Trust Estate to the Secured Party wit hout any inten t to hinder, delay o r defraud any current or fut11re creditor of
the Issuer; (B) the Issuer was not insolvent and did not become insolvent as a result of any such grant; (C) the Issuer was not engaged and was not
about to engage in any business or transaction for which any prope1ty remaining w ith such entity was an unreasonably small capital or for which
the remaining assets o f such ent ity are unreasonabl y small in relation to the business of such entity or the t ransaction; (D) the Issuer did not
intend to incur, and did not believe and should not have reasonably believed that i t would incur, debts beyond its ab ility to pay as they become
due; and (E) the considerat ion received by the Issuer for the grant of the Trust Estate was reasonably equivalent to the value of the grant.
(xiv) No Management ofAffairs. The Issuer is not and will no t be invo lved in the day-to-day management of ITT ESI, the Administrator,
the Depositor, or any affiliate of the foregoing.
(xv) Ability to Pe,form. T here has been no material impainnent in the ab ility of the Issuer to perfonn its obligations under th is Agreement.
(xvi) Financial Condition. No material ad verse change has occtmed in the Issuer's financial status since the date of its fonnation.
(xv ii) Event ofDefault. No Event of Defau lt has occurred and no event has occurred that, with the giving of not ice, the passage of time, or
both, would become an Event of De fau lt.
(xvi ii) No Material Misstatements or Omissions. No in formation, certi ficate of an officer, statement furnished in writing or report delivered
to the Secured Party, the Administ rator, the Serv icer, the Guarantor or any Creditor by the Issuer contains any untrue statement of a mate1ial fact
or omits a material fact necessary to make such information, certificate, statemen t or report not misleading.
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(xix) Grant. It is the intention of the Issuer that the pledge herein contemplated constitutes a grant ofa security interest in the Trust Estate
to the Secured Party.
(xx) Liens. The Issuer has not caused, suffered or permitted any Lien with respect to the Trust Estate (other than the security interest created
in favor of the Secured Party) to be created.
(xxi) Transfer Not Subject to Bulk Transfer Act. No grant ofa security interest in the Financed Loans by the Issuer pursuant to this
Agreement is subject to any bulk tran sferact or any s imilar statutory p rovisions in effect in any applicable jurisdiction.
(xxii) No Transfer Taxes Due. No grant ofa security interest in the Financed Loans (including all payments due or to become due
thereunder) by the Issuer pursuant to this Agreement is subject to or will resu lt in any tax, fee or governmental charge payable by the Issuer to
any federal, state or local government.
(b) The Issuer will not:
(i) sell, trans fer, exchange or otherwise dispose of any portion of the Trust Estate or any interest th erein except as expressly pe rmitted by
this Agreement;
(ii) claim any credit on, or make any deduction from, the principal amount of any of the Credit by reason of the payment of any taxes
levied or assessed upon any po1tion of the Trust Estate;
(iii) except as otherwise provided herein, disso lve or liquidate in whole or in part, except with the prior written consent of the Secured
Party and, to the extent Credi t remains Outstand ing, approval of each Creditor;
(iv) permit the validity or effectiveness of this Agreement or any grant hereunder to be impaired, or permit the lien of this Agreement to be
amended, hypothecated, subordinated, tenninated or discharged, or pennit any Person to be released from any covenants or obligations under
this Agreement, except as may be expressly permitted hereby;
(v) except as o th envise provided herein, permit any Lien (other than the Lien of this Agreement) to be created on or extend to or otherwise
arise upon o r burden the Trust Estate or any part thereof or any interest therein or the proceeds the reof;
(vi) pennit the Lien of this Agreement on behalf of the Creditors not to constitute a valid, first-p riori ty, perfected security interest in the
Trust Estate;
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(vii) incur or assume any indebtedness or guarantee any indebtedness of any Person whether secured by the Financed Loans under this
Agreement or othetwise, except for such obligations as may be incurred by the Issuer in connection with the issuance of the Notes and the Loan
pursuant to this Agreement and unsecured trade payables that a1ise in the ordinary course of its business;
(v iii) operate such that it wou ld be consolidated with the Depositor or any other Affiliate and its separate existence disregarded in any
federal or state ban kruptcy, insolvency or other simi lar proceed ing;
(ix) act as agent of the Guarantor or allow the Guarantor to act as its agent;
(x) except as provided in the Basic Documents, all ow the Depositor or any other Affi liate to pay its expenses, guarantee its obligations, or
advance funds to it for payment of expenses; or
(x i) consent to the appointment of a conservator or receiver or liquidator in any insolvency, readjustment of debt, marshalling of assets and
liabi lities or similar p roceedings of or re lating to the Issuer or of or relating to all or substantially a ll of its property, or a decree or order of a court
or agency or supervisory authority having jurisd iction in the premises for the appointment of a conservato r or receiver or liquidator in any
insolvency, readjustment of debt, marshall ing of assets and liabilities or similar proceedings, or for the winding-up or liquidation of its affairs,
shall have been entered against the Issuer; or the Issuer shall not consent to the appointment ofa receiver, conservator or liqu idator in any
insolvency, readjustment of debt, marshalling of assets and liabilities, volun tary liquidation or similar proceedings ofor relating to the Issuer or
ofor relat ing to all or substantially all of its property; or ad mit in writ ing its inability to pay its debts generally as they become due, file a
petition to take advantage of any applicab le inso lvency, bankruptcy or reorganization statute, make an assignment for the benefit of its cred itors
or voluntari ly suspend payment of its obligations.

Section 4.11. Additio nal Covenants. So long as any Credit is Outstanding:
(a) The Issuer shall not engage in any business or activity o ther than in connection with the activi ties contemplated hereby and in the other
Basic Documents.
(b) [Reserved].

(c) The funds and other assets of the Issuer shall no t be commingled with those of any other Person.
(d) The Issuer shall not be, become or hold itselfout as being liable for the debts of any other Person.
(e) The Issuer shall not fonn, or cause to be fonn ed, any subsidiaries.
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(f) The Issuer shall act solely in its own name and through its duly authorized officers or agents in the conduct of its b usiness, and shall conduct
its business so as not to mislead others as to the ident ity of the Person with which they are concerned.

(g) The Issuer shall maintain its records and books of account and shall not commingle its records and books of account with the records and
books of account of any other Person. The books of the Issuer may be kept (subj ect to any provision contained in the statutes) inside or outside the
State of Delaware at such place or places as may be designated from time to time by the Issuer.
(h) All actions of the Issuer shall be taken by an Authorized Representative.
(i) The Issue r sh al I not amend, alter, change or repeal any provision contained in this Section wi thout the writte n consent of each Creditor and
the Guarantor with respect to such amendment, alteration, change or repeal.

G) The Issuer shall not amend its Ce1tificate ofTrnst or its Tmst Agreement without first obtaining the prior written consent of the Maj ority
Priority Class Creditors and the Guarantor.
(k) All audited financial statements of the Issuer that are consol idated with those of any Affil iate thereof will contain detailed notes clearly
stating that (i) all of the Issuer's assets are owned by the Issuer, and (ii) the Issuer is a separate entity from creditors who have received ownership and/or
security interests in the Issuer's assets.
(I) The Issuer will strictly observe legal fom1alities in its dealings with the Depositor or any Affiliate thereof, and funds or other assets of the
Issuer will not be commingled with those of the Depositor or any other Affi liate thereof. The Issuer shall not maintain joint bank accounts o r other
depository accounts to which the Depositor or any other Affiliate has independent access. None of the Issuer's funds will at any time b e pooled with
any fonds of the Depositor or any other Affiliate.

(m) Any Person that renders or otherwise fhrnishes serv ices to the Issuer will be compensated by the Issuer at market rates for such services it
renders or otherwise furnishes to the Issuer except as otherwise provided in this Agreement. The Issuer will not hold itself out to be responsible for the
debts of the Depositor or the decisions or actions respecting the daily business and affairs of the Depositor.
(n) The Issuer will comply in all material respects with all applicable federal, state and local laws and regulat ions in connection with its
acquisition of the Financed Loans.
(o) Each student loan acqu ired by the Issuer shall constitute an Eligible Loan and shall have the characteristics described in the Loan Purchase
Agreement.
(p) All filings (including, without limitation, Uni fonn Commercial Code filings) necessary in any jurisdiction to gi ve the Secured Party a first
priority perfected security interest in the Trust Estate , including the transfer of Financed Loans from the
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Originating Lender to the Lender Trustee and the Issuer pursuant to the Loan Purchase Agreement, will be made on the Closing Date and copies of the
file stamped financing statements will be delivered to the Secured Party promptly upon such filing.

Section 4.12. Providing of Notices. The Issuer, upon learning of any failure on its part to observe or pe1fonn in any material respect any covenant,
representat ion or warranty of the Issuer set forth in th is Agreement or the Basic Documents, shall prompt ly notify the Secured Party upon learning of such
failure, which shall in tum promptly notify each Creditor and the Guarantor. In addition , other than routine periodic notices or notices containing
infom1ation summarized in the reports set forth in Exhibit E hereto, any notices prov ided pursuant to this Agreement or any other Basic Document, any
waivers provided with respect to the Basic Documents, copies of any amendments to the Basic Documents and copies of any opin ions delivered in
connection with such amendments recei ved by the Secured Party from the Issuer, or provided to the Issuer by the Secured Party shall be delivered by the
Secured Party to each Creditor and the Guarantor not more than five Business Days following its receipt or issuance thereof The Secured Party shall deliver
to each Senior Creditor the Quarterly Report of the Guarantor delivered pursuant to the Guarantee Agreement within five (5) Business Days following receipt
threreof
Sectio n 4.13. Certain Reports.
(a) Not later than the Monthly Measurement Date preceding each Payment Date, the Issuer wi ll cause the Administrator to prepare and provide to
the Secured Paity (and the Secured Party shall provide each Credi tor with a copy not later than one Business Day prior to the Payment Date, which
del ivery may be by e-mail followed by, upon request ofa Creditor, a confirming copy by regular mai l (postage prepaid)), a direction in the form of
Exhibit C hereto (the "Payment Date Certificate").
(b) The Secured Paity shall provide the Cred itors with the reports set forth in Exhibit E hereto (each, a "Monthly Report") with in 15 days after
each Payment Date, wh ich de livery may be by e-mail followed by, upon request ofa Creditor, a confim1ing copy by regular mail (postage prepaid),
subject to the third sen tence of this Section 4. I 3(b). Prior to its delivery of such Monthly Report to the Creditors in accordance with the immediately
preceding sentence, the Secured Party shall con fim1 with the Guarantor that the Guarantor received such Monthly Report at least three Business Days
prior to such date. If the Guarantor does not confinn that it received such Month ly Report a t least th ree Business Days prior to such proposed delivery
date, the Secured Party shall not distribute such Month ly Report to Creditors until the date that is three Business Days following the date on which the
Guarantor received such Month ly Report. The Secured Party will rely solely upon infonnation furnished to it by the Servicer and the Adm in istrator in
connection with infom1at ion contained within the report (other than info1mation relating to the Secured Party's fees and expenses, the balances of the
Accounts and payments made by the Secured Party wit h respect to principal and interest on the Senior Credit) and the Secured Party shal l not be
responsible for the veracity of the infonnation contained within such repo1t.
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(c) On the Business Day prior to each Monthly Measurement Date, the Secured Patty shall provide the Administrator with the Outstanding
Amount of the Senior Credit as of the first day of the related Interest Accrual Period (after giv ing effect to payments on such date), t he Interest Rate for
the related Interest Accrual Period and the bal ances on deposit within the Collection Account, the Acquisition Account and the Reserve Account, each
as of such reporting date and as of the last day of the related Collect ion Period.
(d) The Secured Party may conclusively rely and accept such reports from the Issuer as fulfill ing the requirements of this Section.

Section 4. 14. Statement as to Compliance. The Issuer wi 11 deliver to the Secured Party, within 120 days after the end of each Fiscal Year, a brief
certificate from an Authori zed Representative includ ing (a) a current list of the Authori zed Representatives, and (b) a statement indicating whether or not to
the knowledge of the signers thereof the Issuer is in compliance with all conditions and covenants under this Agreement (including, without limitation, the
Issuer's covenant to maintain and fi le all financing statements and continuation statements referred to in Section 4 .03(a) hereof) and, in the even t of any
noncomp liance, specifying such noncompliance and the nature and status thereof A copy of the certificate provided pursuant to t his Section shall be
delivered by the Secured Party to each Creditor no t more than five Business Days following its receipt thereof.

ARTICLE V
ACCOUNTS
Sectio n 5.01. Creation and Continuatio n of Accounts. There are hereby created and established the following Accounts to be he ld and maintained by
the Secured Party for the benefit of the Creditors:
(a) Acquisition Account;
(b) Col lection Account; and
(c) Reserve Account.
The Secured Paity is hereby auth orized for the purpose of facilitating the administration of the Trust Estate and for the administration of the Credit to
create further Accounts, or Subaccounts in any of the various Accounts established hereunder, which are deemed necessary or desirable. Notwithstanding the
creation of such Subaccounts, moneys the rein shall be available for any purpose for which other moneys in the Account of which such Subaccount is a patt
are authorized to be applied or used.
Moneys on deposit in such Accounts shall be invested in accordance with Section 5.05 hereof.
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Section 5.02. Acquisition Acco unt. On the Closing Date, $264,000,000 of the proceeds of the Loan and the proceeds of the sale of the Senior Notes
shall be deposited into the Acquisit ion Account. The proceeds of each Subordinated Note Advance under the Subordinated Note shall b e deposi ted into the
Acquisition Account on each Subordinated Note Funding Date. All Net Refunded Amounts received by the Secured Party or returned Syndication Agent Fees
and Originating Lender Premiums with respect to Refunded Financed Loans, as in dicated in the Monthl y Report, shall be deposited into the Acquisition
Account. The Financed Loans shall be held by the Secured Party or an agent, bailee or custodian approved by the Creditors (which may be the Servicer) and
shall be pledged as part of the Tn1st Estate and held as a part of the Acquisition Account.
Moneys on deposi t in the Acquisition Account shall be used, (i) upon receipt by the Secured Party ofan Eligib le Loans Acquisi tion Certificate, to
acquire Financed Loans pursuant to the L-0an Purchase Agreemen t and to pay the Synd ication Agent Fee to the Synd ication Agent on each day Financed
Loans a re purchased by the Issuer, and (ii) on January 6, 2011 , to pay to the Senior C reditors the Amend ment Consent Fee. As ind icated in the related
E ligible Loan Acquisition Certificate, (a) the portion of the Purchase Price for each Financed Loan acquired pursuant to the Loan Purchase Agreement equal
to the related Senior Purchase Price shall be firnded fro m amounts on deposit in the Acquisition Account i n respect of the proceeds of the Loan and the
proceeds of the sale of the Senior Notes and (b) the portion of the Purchase Price for each Financed Loan acquired p ursuant to the Loan Purchase Agreement
equal to the re lated Subordinated Purchase Price shall be funded from amounts on deposit in the Acqu isit ion Account in respect of the proceeds of
Subordinated Note Advances.
Except in connection with the exercise of remedies pursuant to Article VI hereof, or as specifically set forth in the Loan Purchase Agreement, Financed
Loans s hall not be sold , transferred or otherwise disposed of by the Issuer while any Credit is Outstanding .
As indicated in the related Payment Date Certificate, on each Pay ment Date on and after the earl ierof(i) the Payment Date in July 20 1 1 or (ii) the first
Payment Date inunediately following the end of the Transfer Period, the Secured Patty shall transfer to the Collection Account any amounts remaining on
deposit in the Acquisit ion Account in excess of the sum of (I) those amounts required for the purchase of additional Participation Interests with respect to
Partially Disbursed Student Loans and (2) amounts required for the purchase of Eligible Loans that are scheduled to be disbursed, or Participation Interests for
which the fi rst scheduled disbursemen t is, prior to July 3 1, 2011 (including with respect to the amounts described in clauses (1) and (2), all associated
Synd ication Agent Fees and Orig inating Lender Premiums) and such amounts shall become part of Available Funds on such Pay ment Date. On January 6,
2 011, the Secured Patty shall withdraw the Amendment Consent Fee from amounts on deposit in the Acquisition Account and pay such amount to the Senior
Creditors,pro rata, based on the Outstanding Amount of the Senior Credit.

If any proceeds ofa Subordinated Note Advance on deposit in the Acquisition Account were intended for the purchase ofan Eligible Loan with respect
to which all or a portion of such Eligible Loan has been refimded or cance lled in accordance with the Program Guide lines prior to purchase of such Eligible
Loan by the Issuer, the Secured Party shall pay the applicable portion of such Su bord inated Note Advance to the Servicer for the account of Registered O\\11er
of the Subordinated Note and the Outstan ding Amount of the Subordinated Note shall be reduced by the amount so paid.
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As indicated in the related Eligible Loan Acquisition Certificate, (i) the Secured Party shall be permitted to reduce any Syndication Agent Fees payable
to the Syndication Agent by the amount of Syndication Agent Fees previously paid to the Syndication Agent in respect of any Financed Loan that became a
Refunded Financed Loan for which the Syndication Agent has not returned such Syndication Agent Fees to the Issuer and (ii) the Secured Pany shall be
permitted to reduce the Purchase Price for any Eligib le Loan by the amount of Originat ing Lender Premiums previously paid to the Originating Lender as part
of the Purchase Price for any Financed Loan that became a Refunded Financed Loan for wh ich the Originating Lend er has not returned such Originating
Lender Premiums to the Issuer.

Sectio n 5.03. Collection Account.
(a) Deposits to Collection Account. There shall be deposi ted to the Col lection Account (i) al l Avai lable Funds and (ii) any other amounts
deposited thereto upon receipt ofan Issuer Order. Available Funds on d eposit in the Collection Account shall be used to make the payments described
in subsection (b) of th is Section. The Secured Party may conclusively rely on a l I written instructions of the Admin istrator descri bed in this Agreement
with no further duty to examine or detern1ine the accuracy of the inforn1ation contained in any Payment Date Certificate or Issuer Order; pro vided,
however, the Secured Party shall ve1ify the receipt of sufficient Available Funds on the Payment Date to make the payments provided for in the
Payment Date Certificate.
(b) Paymeuts 011 Paymem Dates. The Administrator shall instruct the Secured Party in writing no later than the Monthly Measurement Date
preceding each Payment Date (pursuant to the Payment Date Certificate and subject to the receipt of suffic ient Ava ilable Funds) to make the following
deposits and distributions from Available Funds on deposit in the Collection Account received on or prior to such Payment Date ( including any
amounts requi red to be transferred from the Reserve Account pursuant to Section 5 .04 hereof as set forth in the Payment Date Certificate) to the Persons
or to the Account speci lied below on such Payment Date, in the following order of priority, and the Secured Party shall comply with such instructions
to the extent of Available Funds:
(i) to pay to the Secured Party, the Owner Ttustee, the Administrator and the Servicer,pro rata, based on amounts owed to each such party,
without preference or priority of any k ind, the Secured Party Fee, the Owner Trustee Fee, the Administration Fee and the Servicing Fee,
respective ly , due on such Payment Date, in each case, together with such fees remaining unpaid from prior Payment Dates;
(ii)
(A) on any Payment Date prior to the occurrence of an Event of Default, to pay to the Secured Party, the Owner Trustee, the Lender Trustee,
the Administrator, the Servicer and the Originating Lender,pro rala, based on amounts owed to each such party, without preference or priority of
any kind, extraordinary fees and expenses or indemnification amounts owed to such party
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by the Issuer pursuant to the Basic Documents or any costs and expenses ofrep lacing the Secured Party, the Owner Trustee, the Lender Trustee,
the Servicer or the Administrator (but only to the exten t required under the terms of the Basic Documents), up to an annual cap equal to
$200,000, due on such Payment Date; and
(B) on any Payment Date on or after the occurrence of an Event of Defau lt, sequentially, as follows:
(I) first, to pay to the Secured Party, extraordina1y fees and expenses or indemnification amounts owed to the Secured Pa1ty by the Issuer
pursuant to the Basic Documents or any costs and expenses of rep lacing the Secured Party (but only to the extent required unde r the terms of the
Basic Documents) due on such Payment Date, up to an aggregate maximum amount (including all such payments on prior Payment Dates) of
$350,000; and
(2) to pay to the Owner Trustee, the Len der Trustee, the Administrator, the Servicer and the Originating Lender,pro rata, based on
amounts owed to each such pa1ty, without preference o r p riority of any kind, extraordinary fees and expenses or indemnification amounts owed
to such paity by the Issuer pursuant to the Basic Documents or any costs and expenses ofreplacing the Owner Trustee, the Lender Trustee, the
Servicer or the Admin istrator (but only to the extent required under the terms of the Basic Documents), up to an annual cap equal to $200,000,
due on such Payment Date.
(iii) pro rata, based on amounts owed to each such party, without preference or priority of any kind, (a) to pay to the Senior Creditors, wi th
each Senior Creditor receiv ing a pro rat a amount based upon the amount owed to such Senior Creditor, without preference or priority of any
kind, the Monthly Interest Amount due on such Payment Date and (b) to pay to the Arranging Agent, the Arrang ing Agent Fee due on such
Paymen t Date;
(i v) to pay to the Arranging Agent any Arranging Agent Fee Carryover A.mount for such Payment Date;
(v) concurrently, to the Senior Cred itors (i) the Principal Payment A.mount , in repayment of principal until the Outstanding A.mount of the
Senior Credit is reduced to zero and (ii) on or prior to the Payment Date in January 20 I 3, the Call Premium for such Payment Date;
(vi) to pay to the Sen io r Creditors, any amounts due to the Senior Creditors p ursuant to Section 15 of the Senior Notes Note Purchase
Agreement or the Loan Agreement, as applicable;
(v ii) to pay to the Secured Party, the Owner Trustee, the Lende r Trustee, the Administrator, the Servicer and the Originating Lender,pro
rata , based on amounts owed to each such party, without preference or priority of any
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kind, any extraordinary fees and expenses or indemnification amounts due and owing to such party by the Issuer pursuant to the Basic
Documents as of such Payment Date and not previously paid pursuant to clause (ii) above;
(viii) to the Guarantor, the amount of any payments made by the Guarantor under the Guarantee Agreement until the Guarantor has been
reimbursed in full for all such payments;
(ix) to the Registered Owner of the Subord inated Note until the Outstanding Amount of the Subordinated Note has been reduced to zero;
and
(x) transfer any remain ing amount to the lssuer for distribution in accordance with the tenns of the Trust Agreement.

(c) Payme11ts Under the G1wra11tee Agreement. On any Monthl y Measurement Date, if there are insufficient Available Funds and amounts on
deposit in the Reserve Account as of the end of the related Collection Period to pay the amount ofa Guaranteed Payment on such Payment Date, the
Administrator shall notify the Secured Party in the Payment Date Certificate and the Secured Party shall make a demand upon the Guarantor fo r a
payment under the Guarantee Agreement of the amount of the Guaranteed Payment due u nder the Guarantee Agreement on such Payment Date. The
Secured Party shall deposit any amounts received in respect ofa Guaranteed Payment under the tem1s of the Guarantee Agreement into the Collection
Account and apply such amounts to the payment of Guaranteed Payments in the amount and orderofpriority provided in clause (b) above. Amounts
paid by the Guarantor pursuant to the Guarantee Agreement shall not be considered part of Available Funds on any Payment Date.
Section 5.04. Reserve Account. On the Closing Date there sha ll be deposited to the Reserve Account an amount equal to the Reserve Account Deposit.
On each Payment Date, as specified in the Payment Date Certificate, the Secured Party shall withdraw amounts on deposit in the Reserve Account, and
make the following payments from such amounts in the following orderofpriori ty, to the extent unpaid from Available Funds pursuant to Section 5.03(b):
(i) to pay to the Secured Party , the O,1/ller Tmstee, the Admin istrator and the Servicer, pro rata, based on amounts owed to each such party,
without preference or priority of any k ind, the Secured Party Fee, the Owner Tmstee Fee, the Administration Fee and the Servicing Fee,
respective ly , due on such Payment Date, in each case, together with such fees remaining unpaid from prior Payment Dates; and
(ii) to pay to the Sen ior Creditors, with each Senior Creditor receiving a pro rata amount based upon the amount owed to such Senior
Creditor, withou t preference or priority of any kind, the Month ly Interest Amount due on such Payment Date.
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To the extent amounts are on deposit in the Reserve Account on the Monthly Measurement Date in January 2013 or on any Monthly Measurement
Date thereafter, all amounts remaining on deposit therein shall be withdrawn and transferred to the Collection Account and become part of Available Funds
on the related Payment Date.

Section 5.05. lnvestment of Funds Held by Secured Party. The Secured Party shall invest money held for the credit of the Collec tion Account, the
Reserve Accoun t and the Acquisi tion Account, including any Subaccount of such Accounts, held by the Secured Party hereunder as directed in wtiting by an
Authorized Representative of the Issuer, to the fullest extent practicable and reasonable, in Investment Securities which shal l mature or be redeemed at par
value at the option of the ho lder p rior to the respective dates when the money held for the credit of such Account will be requ ired for the purposes intended,
but no later than the next Payment Date. In the absence of any such d irection and to the extent practicable, the Secured Party shall invest amounts held
hereunder in those Investment Securities described in clause (c) of the definition oflnvestment Securities. All such investments shall be held by (or by any
custodian on behalfof) the Secured Party and, ifin registered fonn shall be reg istered in the name of the Secured Party and all interest and other investment
income collected (net oflosses and investment expenses) on funds on d eposit in the Co llection Accou nt, the Reserve Account and the Acquisition Account
shall be deposited into the Collection Account when received. The Secured Party and the Issuer hereby agree that unless an Event of Default shall have
occurred and be continuing hereunder, the Issuer acting by and through an Authorized Representative shall be entitled to, and shall, provide written direction
to the Secured Party with respect to any discretionary acts required or pennitted of the Secured Patty under any Investment Securities and the Secured Party
shall not take such discretionary acts without such written direction.
T he Investment Securities purchased shall be held by the Secured Patty and shall be deemed at all times to be held for the credit of such Account or
Subaccounts or combination thereof, and the Secured Party shall in forrn the Issuer of the details of a ll such investments. The Secured Party shall present for
red emption any Investment Securities purchased by it as an investment whenever it shall be necessary to provid e money to meet any payment from the
ap pl icable Account. The Secured Party shall, on or before the fifteenth day of each calendar month (or such later date as reasonably consented to by the
Issuer), provide the Issuer with a monthly statement which shall list all investments held for the credit of each applicable Account in its custod y u nder the
provisions of this Agreement as of the end of the preceding month and the balance thereof, and shall list any investments which were sold or liquidated
during such preceding calendar month.
Money in any Account constituting a part of the Trust Estate may be pooled for the p urpose of making investments and may be used to pay accrued
interest on Investment Securi ties purc hased . The Secured Party and its affil iates may act as principal o r agent in the acquisit ion o r d isposition of any
Investment Securities.
Notwithstand ing the foregoing, the Secured Party shall not be responsible or liab le for any losses on investments made by it hereunder or for keepi ng
all funds held by it, fully invested at a ll times, its on ly responsibility being to comply with the "1itten investment instmctions of the Issuer or its designee in
a non -neg ligen t manner.
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The Issuer acknowledges that to the extent the regulations of the Comptroller of the Currency or other app licable regulatory agency grant the Issuer the
right to receive brokerage confirmations of security transactions, the Issuer waives receipt of such confirmations.

Section 5.06. Release.
(a) The Secured Party shall, upon Issuer Order and subject to the provisions of this Agreement, take a ll actions reasonably requested by the Issuer
to effect the release of a Financed Loan from the lien of this Agreement to the extent the tenns hereof expressly pe1mit the sale, disposition or transfer of
the Financed Loan.
(b) Subject to the payment of its fees and expenses pursuant to Sections 7.05 and 7.07 hereof, the Secured Party may, and when required by the
provisions of th is Agreement shall, execute instruments to release property from the lien of this Agreement, or convey the Secured Party's interest in the
same, in a manner and under circumstances that are not inconsistent with the p rovisions of this Agreement. No party relying upon an instrument
executed by the Secured Party as provided in th is Artic le shall be bound to ascertain the Secured Pa1ty 's authority, inquire into the satisfaction of any
conditions precedent or see to the appli cation of any moneys.
(c) The Secured Party shal l, at such time as no Credit is Outstanding and all sums d ue the Secured Party pursuant to Sections 7.05 and 1.JJ1. hereof
and all amoun ts payable to the Secured Party, the Owner Trustee, the Lender Trustee, the Administrator, the Servicer, the O1iginating Lender and the
Guarantor have been paid, release any remaining po1tion of the Trust Estate that secured the Credit from the lien of this Agreement and release to the
Issuer or any other Person ent itled thereto any fonds then on deposit in the Accounts.

ART ICLE VI

DEFAULTS AND REMEDIES
Sectio n 6.01. Events of Defa ult Defined. For the purpose of this Agreement, the following even ts are hereby defined as, and are declared to be, "Eve11ts
ofDe.fa ult":
(a) default in the due and punctual payment of any interest on any Senior Credit when the same becomes d ue and payab le, and such defau lt shall
continue for a period offive (5) Business Days;
(b) default in the due and punctual payment of the principal of any Note or the Loan when the same becomes due and payable;
(c) default in the perfonnance or observance of any of the covenants, agreements or conditions on the part of the Issuer contained in
Sections 4 .02, 4.03(a).@and ill, 4.04(a), 4.05, 4.07, 4 .08, 4 .09, 4. 10(b)(i). 4.1 O(b)(iii}-(vii) and iJ.l;
(d) default in the perfom1ance or observance of any oft he o ther covenants, agreements or conditions on the part of the Issuer to be kept, observed
and perfom1ed
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contained in this Agreement or in the Notes or the Loan Notes (other than those refe1Ted to in Sections 6 .0 l(a). (b__} and .ft)) and such default is not
remedied within 30 days after the earlier of(i) an Authorized Representative o f the Issuer obtain ing actual knowledge of such default and ( ii) the Issuer
receiv ing w1itten notice of such defau lt from any Credito r or the Secured Party (any such written notice to be identified as a "notice of default" and to
refer specifically to th is Section 6 0 I (d)): provided , that if the default is such that it can be corrected but not wi thin 30 days, it shall not constitute an
Event of Default if co1Tective action is undertaken by the Issuer within such 30 day period and such defau lt is cured within 90 days;
(e) the breach of any represen tation or warranty of the Issuer in this Agreement, the Senior Notes Note Purchase Agreement or the Loan
Agreement, and such breach is not remedied within 30 days after the earlier of (i) an Autho,i zed Representative of the Issuer obtaining actual
knowledge of such breach and (ii) the Issuer receiving written notice of such breach from any Creditoror the Secured Pa1ty (any such written notice to
be identified as a "notice of default" and to refer specifically to this Section 6.0 I (e));
(f) (i) the Guaran tee Agreement shall cease to be in full force and effect as an enforceable instrument or the Guarantor (or any other Person at its
authorized direction o ron its behalf) shall assert in writing that the Guarantee Agreement is unenforceab le, (ii) any default in making a required
payment when due under the Guarantee Agreement shall occur and be continuin g or (iii) there is a waiver of a default in making a required payment
when due under the Guarantee Agreement by the Secured Party other than in accordance with Section 6.15 hereof;

(g) other than as set forth in clause (f) above, (i) any b reach of the representations, warranties and covenants contained in Section 8(i) or Section 9
of the Guarantee Agreement or (ii) the breach of any representation, warranty or covenant of the Guarantor in the Guarantee Agreement other than as set
forth in clause (i) above, and such breach is not remedied within 30 days after the earlier of (a) an authorized representative of the Guarantor obtaining
actual knowledge of such breach and (b) the Guarantor receiving written notice of such breach from the Secured Party (any such written notice to be
identified as a "notice of default" and to refer specifically to th is Section 6.0 I (g)); and
(h) the occurrence ofan Event o f Bankruptcy;
(i) the Issuer defaults in the performance of o r compli ance with any tenn contai ned in Section 7.1 (d) or Section I O of the Senior Notes Note
Purchase Agreement or the Loan Agreement;

(j) the Issuer defaults in the performance of or compliance with any term conta ined in the Senior Notes Note Purchase Agreement or the Loan
Agreement and such default is not remedied within 30 days after the earlier of(i) a Responsible Officer obtaining actual knowledge of such default and
(ii) the Issuer receiving written notice of such default from any Cred itor; and
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(k) a final j udgment or judgments for the payment of money aggregating in excess of$1,000,000 are rendered against the Issuer and which
judgments are not, within 60 days after entry thereof, bonded, discharged or stayed pending appeal, and are not discharged within 60 days after the
exp iration of such stay.
Any notice herein provided to be given to the Issuer or the Guarantor with respect to any defaul t shall be deemed suffic iently g iven if delivered by
hand or sent by overnight courier or registered mail with postage prepaid to its Principal Office and to the Administrator at its P1incipal Office. The Secured
Party may, and shall if requested to do so in writing by a Creditor, give such notice .
Section 6.02. Rem edy on Default; Possession of Trust Estate. Su bject to Sections 6.08, 7.05 and 7 .07 hereof, upon the happening and continuance of
any Event of Default, the Secured Party may, or at the direction of the Majority Priority Class Creditors, shall, take possession of such portion of the Trust
Estate as shall be in the custody of others, and all property comprising the Trnst Estate, and each and eve1y part thereof, and exclude the Issuer and its agents,
servants and employees wholly therefrom, and have, hold, u se, operate, manage, and control the same and each and every part thereof, and in the name of the
Jssueror o therwise, as it shall deem best, conduct the business thereof and exercise the privileges pert aining thereto and all the rights and powers of the Issuer
and use all ofthe then existing Trust Estate for that purpose, and collect and receive all charges, income and Available Funds of the same and of every part
thereof, and after deducting therefrom all expenses incurred hereunder in the collection of such amounts, the Secured Party shall apply the rest and residue of
the money received by the Secured Party in accordance with the prio1ity o f payments set forth in Section 5.03fb).
Upon the occurrence of an Event of Default described in Sections 6.0 I (a) or !hl hereof and prior to an accelerat ion of maturity of the Credit pursuant to
Section 6 .08 hereof, any Available Funds received by the Secured Party shall be immediate ly distributed pursuant to this Section. Upon the occurrence ofan
Event of Default and an accelerat ion of the maturity of the Credit pursuant to Section 6.08 he reof, the Secured Party may fix a record date and payment date
for any payment to Creditors pursuant to this Section. At least 15 days before such record d ate, the Secured Party shall deliver in accordance with the
provisions ofSec1ion 9 .0 I hereof lo each Creditor and th e Issuer a not ice thal states the record date, the payme nt date and the amounl to be paid.
Section 6.03. Rem edies on Default. Upon the happening of any Event of Default, the Secured Party shall proceed to protect and enforce its rights and
those of the Creditors as directed pursuant to the provisions of Section 6.1 I hereof and, in the event no direc1ion is received from the Majority Pri ority Class
Creditors, in such manner as counsel forthe Secured Party may advise, whether for the specific pe1fonnance of any covenant, condition, agreement or
undertaking herein contained, o r in aid of the execution of any power herein granted, o r for the enforcement of such other app ropriate legal o r equitable
remedies as may be more effectual to protect and enforce the rights aforesaid.
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Section 6.04. Re medies on Default; Sale of Trust Estate. Upon the happening of any Event of Default and if the principal of all of the Outstanding
Credit shall have been declared due and payable, then and in every such case, and irrespect ive of whether other remedies authorized shall have been pursued
in whole or in part, the Secured Party may , or at the direction of the Majo1ity P1iority C lass Creditors, shall, sell, with or without entry, to the highest bidder
all or any portion of the Trust Estate, and al l right, title, in terest, c la im and demand thereto and the right of redemption thereof, at any such place or places,
and at such time or times and upon such notice and tenn s as may be required by law. Upon such sale the Secured Party may make and deliver to the purchaser
or purchasers a good and sufficient assignment o r conveyance for the same, which sale shall be a perpetual bar both at law and in equity against the Issuer and
all Persons c laiming such properties. No purchaser at any sale shall be bound to see to the application of the purchase money or to inquire as to the
autho1ization, necessity, expediency or regularity of any such sale. The Secured Party is hereby im:vocably appointed the true and lawful attorney-in-fact of
the Issuer, in its name and stead, to make and execute all b ills of sale, instmments of assignment and transfer and such other documents of transfer as may be
necessa1y or advisab le in connection with a sale of all or part of the Trust Estate, but the Issuer, if so requested by the Secured Party, shall ratify and confinn
any sale or sales by execut ing and delivering to the Secured Party or to such purchaser or purchasers all such instruments as may be necessary, or in the
judgment of the Secured Party, proper for the purpose wh ich may be designated in such request. In addition, the Secured Party may proceed to protect and
enforce the rights of th e Secured Party and the Creditors i n such manner as directed pursuant to the provisions of Section 6. 1 I hereof and, in the event no
direction is received from the Majority Priority Class Creditors, in such manner as counsel for the Secured Party may advise, whethe r for the specific
performance of any covenant, condition, agreement or undertaking herein contained, or in aid of the execution of any power herein granted, or for the
enforcement of such other appropriate lega l or equitable remedies as may be more effectual to protect and enforce the rights aforesaid. The Secured Party shall
take any such action or actions if requested to do so in writing by the Majority Priority Class Creditors.
Notwithstand ing the foregoing and subject to Section 15 of the Loan Purchase Agreement, the Secured Party is prohibited from sel li ng the Financed
Loans during the occurrence and continuance ofan Event of Default, other than a default in the payment of any principal or interest on any Credit, unless the
Majority Pri ority Class Cred itors consent to such a sale.

Section 6.05. Appointme nt of Receiver. In case an Event of Default occurs, and if the Outstanding Credit shall have been declared due and payable
and in case any judicial proceedings are commenced to enforce any right of the Secured Party or the Creditors under this Agreement or otherwise, then as a
matter of1ight, the Secured Party shall be entitled to the appointment of a receiver of the Tmst Estate and of the earni ngs, income or revenue, rents, issues and
profits thereof with such powers as the court making such appo intments may confer.
Sectio n 6.06. Restoration of Positio n. In case the Secured Party shall have proceeded to enforce any rights under this Agreement by sale or otherwise,
and such proceedings shall have been discontinued, or shall have been detem1 ined adversely to the Secured Pa rty, then and in every such case to the extent
not inconsistent with such adverse decree, the Issuer, the Secured Party and the Creditors shall be restored to their fom1er respective positions and the rights
hereunder in respect to the Trust Estate, and all rights, remedies and powers of the Secured Party and the C reditors shall continue as though no such
proceeding had been taken .
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Section 6.07. Application of Sale Proceeds. The proceeds of any sale of the Trust Estate. together with any funds at the time held by the Secured Party
and not otherwise requi red to be used for a specific purpose pursuant to this Agreement, shall be applied by the Secured Party in accordance with the priority
of payments as set forth in Section 5.03{b) hereof, and then to the Issuer or whomsoever shall be lawfully entitled thereto.
Section 6.08. Accelera tio n of Maturity; Rescission and Annulment. If an Event of Default should occur and be continuing, then and in every such
case the Secured Party or the Maj o1ity P1iority C lass Creditors may declare the Outstanding Credit to be immediately due and payable, by a notice in writing
to the lssuer(and to the Secured Party ifg iven by the Cred itors), and upon any such declaration the unpaid princ ipal amount of such Outstanding Credit,
together with accrued and unpaid interest thereon (with respect to the Senior Credit) to the date of acceleration, shall become immediately due and payable,
subject, however, to Section 6.04 hereof.

At any time after such declaration of acceleration of maturity has been made and before a judgment or decree for payment of the money due has been
obtained by the Secured Party as hereinafter provided in this Article, the Majority Priority Class Creditors, by written notice to the Issuer and the Secured
Party, may rescind and annul such declaration and its consequences if either of the following occur:
(a) the Issuer has paid or deposited with the Secured Pany a sum sufficient to pay:
(i) all payments ofprincipal of and interest, as applicable, on the Credit and all other amounts that would then be due hereunder if
the Event of Default giving 1ise to such acceleration had not occun-ed; and
(ii) all sums paid or advanced by the Secured Party hereunder and the reasonable compensation, expenses, disbursements and
advances of the Secured Party, the OwnerTmstee, the Admin istrator and the Servicer and their agents and counsel; or
(b) all Events of Defau lt, other than the nonpayment of the principal of the Credi t that has become due solely by such acceleration, have been
cured or waived as provided in Section 6. 14 hereof.
No such rescission shall affect any subsequent default or impair any right consequent thereto.

Section 6.09. Re medies Not Exclusive. The remedies herein conferred upon or reserved to the Secured Party or the Maj ority Priority Class Creditors are
not intended to be exclusive o f any other remedy, but each remedy herein provided shall be cumulative and shall be in addition to every other remedy g iven
hereunder or now or he reafter existing, and every power and remedy hereby given to the Secured Party or the Maj o rity Priority Class Creditors, o r any
supplement hereto, may be exercised from time to time as often as may be deemed expedient. No delay or omission of the Secured Pany or the Majority
Priority Class Creditors to exercise any power or right arising from any default hereunder shall impa ir any such righ t or power or shall be constmed to be a
waiver of any such default or to be acqu iescence therei n.
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Sectio n 6.10. Collection oflndebtedness a nd Suits for Enforcement by Secured Party. The Issuer covenants that if:
(a) default is made in the payment of any installment of interest, if any, on any Credit when such interest becomes due and payable and such
default continues for a period of five Business Days; or
(b) default is made in the payment of the principal of any Credit at its Maturity,
then the Issuer shall pay to the Secured Party, for the benefit of the Creditors, but solely from the Trust Estate, the whole amount then due and payable on
such Cred it for principal (and premium, if any) and interest, if applicable, and, in addit ion thereto, such further amount as shall be sufficient to cover the costs
and expenses of collection, including the reasonable compensation, fees, expenses, disbursements and advances of the Secured Party and its agents and
counsel. Such amounts shall be app lied as provided in Section 5.03(b).

If the Issuer fails to pay such amounts forthwith, the Secured Party, in its own name and as trnstee ofan express trnst, may upon receiving
indemn ification satisfactory to the Secured Party institute a j udicial proceeding for the coll ection of the sums so due and unpaid, may prosecute such
proceeding to judgment or final decree, and may enforce the same against the Issuer or any other obligor upon such Credit and collect the moneys adjudged
or decreed to be payable in the manner provided by law out of the property of the Issuer o r any other obligor upon such Credit, wherever situated.
If an Event of Default occurs and is continuing, the Secured Party may, after being indemnified to its satisfaction and in its discretion, proceed to
protect and enfo rce its rights and the rights of the Creditors by such appropriate judicial p roceedings as the Secured Party shal l deem most effectual to protect
and enforce any such rights, whether forthe specific enforcement of any covenant or agreement in this Agreement or in a id of the exercise of any power
granted herein, or to enforce any other proper remedy.
Section 6.11. Direction of Secured Party . Upon the happening of any Event of Default, the Majority Priority Class Creditors (or, in the event there is
no Senior Credit Outstanding, the Administrator, (i) if a default has occurred and is continuing under the Guarantee Agreement and (ii) in the case of clause
(c) below) shall have the righ t by an instrument or instruments in writ ing delivered to the Secured Party to d irect and contro l the Secured Party as to (a) the
method of taking any and all proceedings for any sale of any or all of the Trnst Estate hereunder, (b) the appointment of a receiver, if pe1111itted by law, or
(c) the direction to be given to the Secured Party in respect of the pursu it of remedies under the Guarantee Agreement, and may at any time cause any
proceedings authorized by the tem1s hereof to be so taken or to be discontinued or delayed; provided, however, that such Majority Priority Class Creditors
(or, in the event there is no Senior Credit Outstand ing, the Administrator, (i) ifa default has occurred and is continuing under the Guarantee Agreement and
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(ii) in the case of clause (c) above) shall not be entitled to cause the Secured Party to take any proceedings which in the Secured Party's opinion would be
unjustly prejudicial to non-assenting Priority Class Creditors or, with respect to the pursuit of remedies under the Guarantee Agreement, wou ld be unjustly
prejudicial to the other payees of Guaranteed Payments with respect to Guaranteed Payments that would otherwise be paid pursuant to Section 5 .03(b) prior
to payments of principal on the Sen ior Credit, but the Secured Party shall be entitled to assume that the action requested by the Majority Priori ty Class
Creditors will not be prej udicia l to any non-assenting Priority Class Creditors un less the Priority Class Cred itors with respect to more than 50% of the
col lecti ve aggregate Outstanding Amount of the non-assenting Priority Class Creditors, in wri ting, show the Secured Party how they will be prejud iced. The
provisions of this Section shall be expressly subject to the provisions of Sections 7 .0 I (c), 7 .05 and 7.07 hereof
Section 6.12. Right to Enforce in Secured Party. No Credito r shal l have any right as such Creditor to instit11te any suit, act ion or proceedings for the
enforcement of the provisions of this Agreement orthe Guarantee Agreement or for the execution of any trnst hereunder or for the appointment ofa receiver
or for any other remedy hereunder, all rights of action hereunder being vested exclusively in the Secured Party, unless and until such Creditor shall have
previously given to the Secured Party written notice ofa defau lt hereunder, and of the continuance thereof, and also unless the Majority Priority Class
Creditors shall have made written request upon the Secured Party pursuant to Section 6 .1 1 hereof and the Secured Party shall have been affo1xled reasonable
opportunity to institute such action, suit or proceeding in its own name, and unless the Secured Party shall have been offered indemnity and security
satisfactory to it against the costs, expenses and liabilities to be incurred the rein or thereby, wh ich offer of indemnity shall be an ex press condition precedent
hereunder to any obligat ion of the Secured Party to take any such action hereunder, and the Secured Party for 30 days after rece ipt of such notification,
request and offerofindemnity, shall have failed to institute any such action, suit or proceeding . It is understood and intended that one or more Creditors shall
not have the right in any manner whatever by its or their action to affect, disturb or prejudice the lien of this Agreement or to enforce any right hereunder or in
the Guarantee Agreement except in t he manner herein provided and for t he benefit of al l Creditors in accordance with their respective priorities.
Sectio n 6.l 3 . Physical Possession of Notes and Loan Notes Not Required. In any suit or action by the Secured Party arising under this Agreement or
on all or any of the Notes issued hereunder or with respect to the Loan, or any supplement hereto, the Secured Party shal l not be required to produce such
Notes or the Loan Notes related to the Loan, but shall be entitled in all things to maintain such suit or action without their production.

Section 6.14. Wa iYers of Events of Default. The Secured Party may waive any Event of Default hereunder and its consequences and rescind any
declaration of acceleration only upon the w1itten request of the Majority Prio1ity Class Creditors; provided, however, that there shall not be waived (a) any
Event of Default in the payment of the princ ipal of or premium on any Outstanding Credit at t he Maturity thereof, or any default in the payment when due of
the interest on any such C redit (with respect to the Senior Credit), unless priorto such waiver or rescission, all arrears of interest or all aITears of payments of
principal and all expenses of the Secured Party, in connection with such d efault shall have been paid or provided for; or (b) any default in the payment of
amounts set forth in Sections 7 .05 and 7 .07 hereof. In case of any such waiver or rescission, or in case any proceedings taken by the Secured Party on account
of any
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such default shall have been discontinued or abandoned or detennined adversely to the Secured Party, then and in every such case the Issuer, the Secured
Party and the Cred itors shall be restored to their former positions and rights hereunder respectively, but no such waiveror rescission shall extend to or affect
any subsequent or other default, or impair any rights or remedies consequent thereon .

Section 6.1 S. Guarantee Agreement. Notwi thstanding anything to the contrary contained in this Agreement or any other Basic Document, the Secured
Party agrees not to waive any default under the Guarantee Agreement without first obtaining the written consent of each of the Senior Creditors and the other
payees of Guaranteed Payments to the extent affected thereby. Upon the occurrence of any Event of Default resulting from a default by the Guarantor under
the Guarantee Agreement, the Majority Priority Class Creditors may direct the Secured Party as to the action to take or the remedies to be pursued against the
Guarantor, provided that in no event may the Guarantor have any ri ght to direct such action, as Voting Party or Majority Priority Class Creditor.

ARTICLE VII
THE SECURED PARTY
Section 7.01. Acceptance of Trust. The Secured Party hereby accepts the trusts imposed upon it by this Agreement, and agrees to perfon11 said trusts,
but only upon and subject to the following terms and conditions:
(a) Except during the continuance ofan Event of Defau lt:
(i) the Secured Party undertakes to perform such duties and only such duties as are specifically set forth in this Agreement, and no implied
covenants or o bligations shall be read into this Agreement against the Secured Party; and
(ii) in the absence of negligence, bad faith or willful misconduct on its part, the Secured Pa1ty may conclusively rely, as to the truth of the
statements and the correctness of the opin ions expressed therein, upon certificates or opinions furnished to the Secured Party and confonni ng to
the requirements of this Agreement; but in the case of any such certificates or opinions which by any provisions hereof are specifically required
to be furnished to the Secured Pa1ty, the Secured Party shall be under a duty to examine the same to determine whether or not they conform as to
fonn with the requirements of this Agreement.
(b) In case an Event ofDefault has occurred and is continuing, the Secured Party, in exercising the rights and powers vested in it by th is
Agreement, shall use the same degree of care and sk ill in its exercise as a prudent person would exercise or use under the circumstances in the conduct
of his or her own affairs.
(c) Before taking any action hereunder requested by the Creditors, the Secured Party may require that it be fomished an indemnity bond or other
indemnity and security satisfactory to it by the Creditors making such request for the reimbursement of all expenses to which it may be put and to
protect it against all liab ility.
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(d) The Secured Pa1ty shall not be liable for any e1ror ofjudgment made in good faith by a Creditor, unless it shall be proved that the Secured
Party was negligent in ascertain ing th e pertinent facts.
Section 7 .02. Rcciblls of Others. The recitals, statements and representations set forth herein shall be taken as the statements of the Issuer, and the
Secured Party assumes no responsibility for the correctness of the same. The Secured Party makes no representations as to the title of the Issuer or the Lender
Trnstee in the Trust Estate or as to the security afforded thereby and hereby, or as to the validity o r sufficiency of this Agreement or of the Credit issued
hereunder, and the Secured Party shall incur no responsibi lity in respect of such matters.
Section 7.03. As to Filing of Agreement. The Secured Party shall be under no duty (a) to file or record, or cause to be filed or recorded, this Agreement
or any instmment supplemen tal hereto, (b) to p rocure any further order o r additional instruments of further assurance, (c) to see to the delivery to it of any
personal property intended to be pledged he reunder or thereunder, (d) to do any act wh ich may be suitable to be done for the better maintenance of the lien or
security hereof, or(e) to give notice of the existence of such lien, or for extending or supplemen ting the same o r to see that any rights to the Trust Estate
intended now or hereafter to be transferred in trust hereunder are subject to the lien hereof The Secured Party shall not be liable for failure of the Issuer to pay
any tax or taxes in respect of such property, or any part thereof, or the income therefrom or otherwise, nor shall the Secured Party be under any duty in respect
of any tax which may be assessed against it or the Creditors in respect of such property or pledged to the Trust Estate. Pursuant to Section 4.03(a) hereof, the
Issuer agrees to p repare and fi le in a timely manner, and request that the Secured Party execute (if such execution is necessary for any such filing) with any
necessary execution by the Issuer, the con tinuat ion statements referred to he rein; provided, that the Secured Party shall have no responsib ility for the
sufficiency, adequacy or priority of any filing and, in the absence of written notice to the contrary by the Issuer or other Authorized Representative, may rely
and shall be protected in re lyi ng on all infonnation and exhibits in such initial filings for the purposes of any continuation statements.
Section 7 .04. Secured Party May Act Throug h Age nts. The Secured Pa1ty may execute any of the trusts or powers hereof and perfonn any duty
hereunder, either itself or by orth rough its attorneys, agents, accountants or other experts, and it shall not be answerable or accountable for an y default,
neglect or misconduct of any such attorneys, agents or employees, ifreasonab le care has been exercised in the appointment. All reasonable costs incuned by
the Secured Party and all reasonable compensation to all such persons as may reasonab ly be emp loyed in connection with the tmsts hereof shall be paid by
the Issuer.

Sectio n 7.05. lnde mnifkation of Secured Party. The Secured Party shall have no liability underthis Agreement or other re lated agreements to which it
is a party except for its own negligence or wi ll ful misconduct. In no eve nt shall the Secured Party be responsible o r liab le for special, indirect, or
consequential loss or damage of any k ind whatsoever (including, but not limited to, loss of profit) irrespective of whether the Secured Patty has been advised
of the likelihood of such loss or damage and regardless o f the form of action. In no event shall the Secured Party be responsible or liab le for any failure or
delay in the perfo miance of its obligations hereunder arising out ofor caused by, directly or indirectly, forces beyond its control,
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including, without limitation, accidents, acts of war or terrorism, civil or mil itary disturbances, nuclear or natural catastrophes or acts of God, and
intenuptions, loss or malfunctions of ut ilities, commun ications or computer (software and hardware) services; it being understood that the Secured Party shall
use reasonable efforts which are consistent with accepted practices in the bank ing industry to resume perfonnance as soon as practicable under the
circumstances. The Secured Party shall be under no obligation or duty to perform any act at the request of the Creditors or to i nstitute or defend any suit in
respect thereof unless properly indemnified and provided wit h securit y to its satisfaction as provided in Section 7 .0 I (c) hereof. The Secured Party shall not be
required to take notice, or be deemed to have kn owledge, of any default or Event of Default of the Issuer hereunder and may conclusively assume that there
has been no such default or Event ofDefault (other than an Event ofDefault described in Section 6 .01 {a), (Ju, or ill@hereot) unless and until a Responsible
Officer of the Secured Paity shall have been specifically notified in w1iting at the address in Section 9 .0 I hereofof such default or Event of Default by (a) any
Creditor or (b) an Authorized Representative of the Issuer. However, the Secured Party may begin suit, or appear in and defend suit, execute any of the trusts
hereby created, enforce any of its rights or powers hereunder, or do anything else in its judgment p roper to be done by it as trnstee, without assurance of
reimbursement or indemnity, and in such case the Secured Party shall be reimbursed or indemni fied by the Creditors request ing such act ion, if any, or the
Issuer in all other cases, for all fees, costs and expenses, liabilities, o ut lays and counsel fees and other reasonable disbursements properly incurred in
connection therewith, unless such costs and expenses, liabil ities, outlays and attorneys' fees and other reasonable disbursements properly incurred in
connect ion t herewith a re adjudicated to have resulted from the negligence or willful misconduct of the Secured Pany. In fiutherance and not in limitation of
this Section, the Secured Party shall not be liable for, and shall be held ham1less by the Issuer from, following any Issuer Orders, instrnctions or other
d irect ions upon which t he Secured Party is authorized to rely pursuant to this Agreement or any ot her Basic Document to which it is a party. If the Issuer or
the Creditors, as appropriate, shall fail to make such reimbursement or indemnification, the Secured Party may reimburse itself from any money in its
possession under the provisions of th is Agreement, subject on ly to t he prior lien of the Credit for the payment of the principa l thereof, premium, if any, and
interest thereon from the Collection Account as p rov ided in Section 5.03(b) hereof. None of the provisions contained in th is Agreement or any other
agreement to which it is a party shall requi re the Secured Party to act orto expend or risk its own funds or otherwise incur individual financial liabi lity in the
performance of any of its duties or in the exercise of any of its rights or powers on behalfofthe Creditors if it shall have reasonable grounds for believing that
prompt repayment of such funds or adequate indemn ity against such risk or liabil ity is not reasonab ly assured to it.
The Issuer agrees to indemnify the Secured Party and its officers, directors, agents and emp loyees for, and to hold them hannless against, any loss,
liability, damage, claim or expenses incurred without bad faith, negligence or wil l ful misconduct on the ir part, ari sing out of or in connection with the
acceptance or admin istrat ion of the trnst or tmsts hereunder, including the costs and expenses of defending themselves against any claim or liability in
connection with the exercise or perfom1ance of any of their powers or duties hereunder a1ising from the Trust Estate. The Issuer agrees to indemnify and hold
harmless the Secured Party against any and a ll claims, demands, suits, actions or other proceedings and a ll liabilities, costs and expenses whatsoever caused
by any untrne statement or misleading statement o r alleged untrne statement or alleged misleading statement ofa mate1ial fact contained in any offering
document distributed in
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connection with the issuance of the Credit (other than infom1ation in any such offering document provided by the Secured Party) or caused by any omission
or alleged omission from such offering document of any material fact required to be stated therein or necessary in order to make the statements made th erein
in the light of the circumstances under which they were made, not misleading.
Section 7.06. Secured Party's Rig ht to Reliance. The Secured Party shall be protected in acting upon any not ice, resolution, request, consent, order,
certificate, repo1t, appraisal, o pin ion, report or document of the Issuer, the Administrator or a Servicer or other paper or document believed by it to be genuine
and to have been s igned or presented by the proper party or parties. The Secured Party may consult with experts and with counsel (who may but need not be
counsel for the Issuer, the Secured Party or any Credito r), and the opinion of such counsel shall be full and complete authorization and protection in respect
of any action taken o r suffe red, and in respect of any detem1ination made by it hereun der in good faith and in accordance with the opin ion of such counsel.
Whenever in the administration hereof the Secured Party shall reasonab ly deem it desirable that a matter be p roved or established prio r to taking,
suffering or omitting any action hereunder, the Secured Party (unless other evidence be herein specifically prescribed) may, in the absence of negligence, bad
faith o r willfu l misconduct on its part, rely upon a certificate signed by an Authorized Representative or an authorized officer of the Administrator.
The Secured Party shall not be liab le for any action taken, suffered or omitted by it in good fa ith and bel ieved by it to be authorized or within the
discretion or rights or powers conferred upon it hereby;provided, however, that the Secured Pa1ty shall be liable for its negligence or willful misconduct in
taking such action.
The Secured Party is authorized to enter into agreements with other Persons, in its capacity as Indenture Trnstee and Collateral Agent, in order to carry
out or implement the tenus and provisions of this Agreement. The Secured Patty shall not be liable with respect to any action taken, suffered or omitted to be
taken in good faith in accordance with this Agreement or any other Basic Document o r at the direction of the Voting Party or the Majori ty Priority Class
Creditors relating to the time, method and place of conducting any proceeding for any remedy available to the Secured Party, or exercising any trnst or power
conferred upon the Secured Party, under this Agreement or any other Basic Document.
Section 7.07. Compensation of Sec ured Party. Except as otherwise expressly provided herein , the Secured Party fee and all advances, counsel fees
(including without limitation allocated fees of in-house counsel) and other expenses reasonab ly made or incurred by the Secured Party in and about the
execution and administration of the trust hereby created shall be paid by the Issuer. The compensation of the Secured Party shall not be limited to or by any
provision of law in regard to the compensation of trustees ofan express trust. If not paid by the Issuer, the Secured Party shal l have a lien against all money
held pursuant to this Agreement, in the priority provided by Section 5 .03(b) hereof, against the money and investments in the Collection Account for the
payment of the principal thereof, premium, if any, and interest the reon, if an y, for such reasonable compensation, expenses, advances and counsel fees
incurred in and about the execution of the trnsts hereby created and the exercise and performance of the
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powers and duties of the Secured Party hereunder and the cost and expense incurred in defending against any liabi lity in the premises of any character
whatsoever (unless such liability is adjudicated to have resulted from the negligence or willfi.tl misconduct of the Secured Party).

Section 7.08. Resignation of Secured Party. The Secured Party and any successorto the Secured Party may resign and be discharged from the trust
created by this Agreement by giving to the Issuer notice in writing which notice shall specify the date on which such resignat ion is to take effect; provided,
however, that such resignation shall on ly take effect on the day specified in such notice ifa successor Secured Party shall have been appointed pursuant to
Section 7 IO hereof(and is qua Ii fied to be the Secured Party under the requirements of Section 7 IO hereof). If no successor Sec ured Party has been appointed
by the date specified or within a period of90 days from the receipt of the notice by the Issuer, whichever period is the longer, the Secured Party may
(a) appoint a temporary successor Secured Party having the qua Ii fications provided in Section 7 . 10 hereof or (b) request a court of competen t jurisdiction to
(i) require the Issuerto appoint a successor, as provided in Section 7. 10 hereof, within three days of the receipt of citation or notice by the court, or
(ii) appoint an Secured Party having the qualifications provided in Section 7 .10 hereof. In no event may the resignation of the Secured Party be effective unti l
a qualified successor Secured Party shall have been selected and appointed. ln the event a temporary successor Secured Party is appointed pursuant to
clause (a) above, the Issuer may remove such tempora1y successor Secured Party and appoint a successor thereto pursuant to Section 7 .10 hereof.
Section 7.09. Remova l of Secu red Party. The Secured Party or any successor Secured Party may be removed (a) by the Issuer or the Majority Priority
Class Creditors for cause or upon the sale or other disposition of the Secured Party or its corporate trust functions or (b) by the Majo1ity Priority Class
Creditors without cause so long as no Event of Default exists or has existed within t he last 90 days, upon payment to the Secured Party so removed of all
money then due to it hereunder and appointment of a successor thereto by the Issuer and acceptance thereof by said successor. One copy of any such order of
removal shall be fi led with the Owner Trustee and the other with the Secured Party so removed.
In the event the Secured Party (or successor Secured Party) is removed, by any person or for any reason permitted hereunder, such removal shall not
become effecti ve until (a) the Majority Priority Class Creditors by instrument or concurrent instruments in writing (signed and acknowledged by such
Majority Priority Class Credi tors or their attorneys-in-fact) filed with the Secured Party removed have appointed a successor Secured Party and (b) the
successor Secured Party bas accepted appointment as such.

Section 7.10. Successor Secured Party. In case at any time the Secured Party shall resign or be dissolved, or otherwise shall be disqualified to act or be
incapable of acting, or in case control of the Secured Party or of any successor Secured Party or of its officers shall be taken over by any public officer or
officers, a successor Secured Party may be appointed by the Majority Priority Class Creditors by an instrument or concurrent instruments in writing (signed
and acknowledged by such Majo1ity Priority Class Creditors or their attorneys-in-fact). In the case of any such appointment by the Majority Priority Class
Creditors of a successor to the Secured Party, the successor Secured Party shall forthwit h cause notice t hereof to be mailed to the Cred itors at the address of
each Creditor appearing on the registration books maintained by the Secured Party, as registrar.
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Every successor Secured Party appointed by the Maj ority P1iority C lass Creditors or by a court of competent jurisdiction shall be a state, national or
federally chartered bank or tmst company in good standing, organized and doing business under the laws of the United States or any sta te, wh ich has a
reported capital and surp lus ofnot less than $50,000,000, be authorized under the law to exercise corporate trust powers and be subject to supervision or
examination by a federal or state authority.
Sectio n 7 . l l. Ma nne r of Vesting T itle in Secured Pa rty. Any successor Secured Party appointed hereunder shall execute, acknowledge and deliver to
its p redecessor Secured Party, and also to the Issuer, an instmment accepting such appointment hereunder, and thereupon such successor Secured Party,
without any further act, deed or conveyance shall become fully vested with all the estate, properties, rights, powers, trusts, duties and obligations of its
predecessors in trust and agency hereunder (except that the predecessor Secured Party shall continue to have the benefits to indemnification hereunder
together with the successor Secured Party), with like effect as if originally named as trustee herein; b ut the Secured Party ceasing to act shall nevertheless, on
the written request of an Authorized Representative, or an authorized officer of the successor Secured Party, execute, acknowledge and del iver such
instruments of conveyance and further assurance and do such other things as may reasonably be required for more fully and certainly vesting and confirming
in such successor Secured Party all the right, title and interest of the Secured Pa1ty which it succeeds, in and to the Trust Estate and such rights, powers, trusts,
duties and obligations, and the Secured Party ceasing to act a lso, upon like request, pay over, assign and deliver to the successor Secured Party any money or
other property or rights subject to the lien of this Agreement, including any pledged securities which may then be in its possession. Should any deed or
instrument in writing from the Issuer be required by the successor Secured Party for more fully and certainly vesting in and confirming to such new Secured
Party such estate, properties, rights, powers and duties, any and all such deeds and instnunents in writing shall on request be executed, acknowledged and
del ivered by the Issuer.
In case any o f the Notes or the Loan Notes issued hereunder shall have been authenticated b ut not delivered, any successor Secured Party may adopt
the certificate of authentication of the Secured Party or of any successor to the Secured Party; and in case any of the Notes or the Loan Notes shall not have
been authenticated, any successo r to the Secured Party may authenticate such Notes or the Loan Notes in its own name; and in all such cases such certificate
shall have the full force wh ich it has anywhere in the Notes, the Loan Notes or in this Agreement.
Section 7 . 12 . Rig ht of Inspection. Each Creditor shall be permitted at reasonable times during regu lar business hours and in accordance with
reasonable regulations presc1ibed by the Secured Party to examine at the Principal Office of the Secured Party a copy of any report or instrument theretofore
fi led with the Secured Party relating to the condition of the Tmst Estate; provided, however, that the Secured Party shall no t provide, or cause to be provided,
to any Cred itor info1mation which is specific to the Guarantor or the Financed Loans that is not otherwise provided in the Monthly Report.
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Sectio n 7.13. Limitation with Respect to E xamina tion of Repor ts. Except as provided in this Agreement, the Secured Party shall be under no duty to
examine any report or statement or other document required or pennitted to be filed with it by the Issuer.
Sectio n 7.14. Addition a l Covena nts of Secured Par ty . The Secured Patty, by the execution hereof, covenants, represents and agrees that it will not
exercise any of the rights, dut ies or privileges under this Agreement in such manner as would cause the Financed Loans held or acquired under the Loan
Purchase Agreement to be transfe1Ted, assigned or pledged as security to any person or entity other than as pe1mitted by this Agreement.
Section 7.15. Merger of the Secured Party. Any corporation into which the Secured Party may he merged or with which it may be consolidated, or any
corporation resulting from any merger or consolidation to wh ich the Secured Pa1ty shall be a pa1ty, or any corporation succeeding to all or substantially a ll of
the corporate trust business of the Secured Party, shall be the successor of the Secured Party hereunder, provided such corporation shall be otherwise quaIi 6ed
and eligible under th is Agreemen t, wi thout the execution or filing of any paper or any further act on the part of any other pa1ties hereto .
Sectio n 7.J 6. Receipt o f Funds from the Serv icer. The Secured Party shall not be accountable or responsible in any manner whatsoever for any action
of the Issuer, the Administrator, the depository bank of any funds of the Issuer, or the Servicer while the Servicer is acting as bailee or agent of the Secured
Party with respect to the Financed Loans for actions taken in compliance ,vith any reasonable instrnct ion or direction given to the Secured Party, or for the
application of funds or moneys by the Servicer until such time as funds are received by the Secured Party.
Sectio n 7 . 17. Surv ival of Secured Party's Rig hts to Receive Compensation, Reimburse ment and Inde mnific ation. The Secured Party's rights to
receive compensation, reimbursement and indemnification of money due and owing hereunder at the time of the Secured Party's resignation or removal shall
survive the Secured Party's resignation or removal and the termination of the Basic Documen ts.
Section 7.1 8. Secured Party May File Proofs of Claim. In case of the pendency of any receivership, insolvency, liquidation, bankruptcy,
reorganization, arrangement, adjustment, composition or other judicial proceeding relative to the Issuer, the Guarantor or any other ob ligor upon the Credit
or the property of the Issuer or of such other obligor or their creditors, the Secured Party (irrespective of whether the principa l of the Credit shall then be due
and payable as therein ex pressed or by declaration or otherwise and irrespective of whether the Secured Party shall have made any demand on the Issuer for
the payment ofoverdue princ ipal, premium, if any, or interest) shall be entitled and empowered, by intervention in such proceeding or otherwise:
(a) to fi le and prove a c laim for the whole amount, or such lesser amount as may be provided for in the Credit, of principa l (and premium, if any)
and interest, if any, owing and unpaid in respect of the Cred it and to fi le such other papers or documents as may be necessary or advisable in order to
have the claims of the Secured Party (includ ing any claim for the reasonable fees, compensation, expenses, disbursements and advances of the Secured
Party and its agents and counsel) and of the Creditors allowed in such j udicial proceeding; and

59

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00017088

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review003002

(b) to collect and receive any money or other property payable or deliverable on any such claims and to distiibute the same; and any custodian,
receiver, assignee, tmstee, liquidator, sequestrator (or other similar official) in any such judicial proceeding is hereby authorized by each Creditor to
make such payments to the Secured Pany, and if the Secured Pa1ty shall consent to the making of such payments directly to the Creditors, to pay to the
Secured Party any amount due to it for the reasonable fees, compensation , expenses, disbursements and advances of the Secured Party and any
predecessor Secured Party, their agents and counsel, and any other amounts due the Secured Party or any predecessor Secured Pa1ty.

Nothing herein contained sh all be deemed to authorize the Secured Party to authorize or consent to or accept or adopt on behalf of any Creditor, any
p lan of reorganization, arrangement, adjustment or composition affecting the Credit or the rights of any Creditor, or to authorize the Secured Party to vote in
respect of the claim of any Creditor in any such proceeding.
In any proceedings brought by the Secured Party (and also any proceedings involving the interpretation of any provision of this Agreement to which
the Secured Party sh all be a party), the Secured Party shall be held to represent all the Cred itors, and it shall not be necessary to make any Cred itors parties to
any such proceedings.
Sectio n 7 . 19 . No Petiti on. The Secured Party will not at an y time institute against the lssuer any bankruptcy proceeding unde r any United States
federal or State bankruptcy or similar law in connection with any obligations of the Issuer under this Agreement.

ARTICLEVHI
AME DMENTSANDSUPPLEMENTS

Sectio n 8.01. Ame ndments and Supplements Not Requiring Consent of the Credito rs. The Issuer and the Secured Party may, without the consent of
the Creditors or the Guarantor, en ter into any Amendment or Supplement to this Agreement for any one or more of the following purposes:
(a) to cure any ambiguity or fo1mal defect or o mission in this Agreement;
(b) to grant to or confer upon the Secured Party for the benefit of the Creditors any additional benefits, rights, remedies, powers or authorities not
inconsistent with any other provisions hereof that may lawfully be granted to or conferred upon the Creditors orthe Secured Party;

(c) to describe or identify more precisely any part of the Trust Estate or to subject additional revenues, properties or collateral to the lien and
pledge of this Agreement;
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(d) to evidence the appointment of a separate or co-Secured Party or a co-registrar or transfer agent or the succession of a new Secured Party
hereunder;
(e) to make any changes necessary to comply with or obtain more favorable treatment under any current or future law, rule or regulat ion,
incl uding but not limited to the Code and the regu lations promulgated thereunder; and
(f) to create any additional Accounts or Subaccounts under th is Agreement deemed by the Secured Party to be necessary or desirable;

provided, however, t hat nothing in this Section shall permi t, or be const rued as permitting, any modification of t he trusts, powers, rights, dut ies, remedies,
immunities and p1ivileges of the Secured Party without the p1ior written approval of the Secured Pa1ty, which a pproval shall be evidenced by execution ofan
Amendment or Supplement; and provided,further, (i) an Opinion of Counsel is delivered to the Secured Party to the effect that such amendment will not
have a material adverse effect on the Creditors and the Guarantor and (i i) t hat a copy of each Amendment or Supplement to th is Agreement entered into
pursuant to this Section shall be del ivered by the Secured Party to each Creditor and the Guarantor not more than five Business Days following entry into the
same.

Sectio n 8.02. Ame ndments and Supplements Requi ring Conse nt of the Guaranto r and Creditors. Exclusive of Amendments and Supplements
covered by Section 8 .0 I hereofand subject to the tenns and provisions contained in this Sect ion, and not otherwise, the Guarantor and t he Majo1i t y Priority
Class Creditors shall have the right, from time to time, to consent to and approve the execution by the Issuer and the Secured Party of such other amendment
or supplement hereto for the purpose of modifying , a ltering, amending, adding to or rescinding, in any particular, any of t he terms or provisions conta ined in
this Agreement; provided, however, that nothing in this Section shall pennit, or be construed as pennitting without the consent of the Guarantor and the
Creditors of all t hen Omstanding Credit which would be affected thereby, (i) an extension of t he Maturity of the principal of or the due date for i nterest on
any C redit, or (ii) a reduction in the principal amount of any Credit or the rate of in te rest t hereon (with respect to the Senior Credit), or (iii) a privilege or
priority of any Senior Credit over any other Sen ior Credit, or (iv) a reduction in the aggregate principal amount of the Credit required for consent to such
Amendment or Supplement, or (v) the creation of any l ien other than a lien ratably securing all of the Senior Credit at any time Outstanding hereunder except
as otherwise provided herein and a subordinate lien securing the Subordinate Note Outstanding hereunder. For purposes of th is Agreement, Credit is deemed
"affected" by an amendment if such amendment, direct ly o r indirectly, adversely affects or di minishes the rights of t he Registered Owners or Lend er thereof
to be assured of the payment of princi pal of, premium, if any, and interest (with respect to the Senior Credit) on such C redit. In fu1therance of the foregoing, in
no event may any provision of this Agreement that requires the consent of, or provides for direction from a ll Creditors, be amended or supplemented without
obtaining the consent of all such Creditors.
Jfat any time t he Issuer shall req uest the Secured Party to enter into any such Amendment or Supplemen t for any of the purposes of t his Sect ion, t he
Secured Party shall, upon being satisfacto1ily indemnified ,vith respect to expenses, cause notice of the proposed execution of such Amendment or
Supplement to be delivered to each Creditor at the address shown on the
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registration books pursuant to Section 9.0 1 hereof and the Guarantor. Such notice (which shall be prepared by the Issuer) shall b1iefly set forth the nature of
the proposed Amendment or Supplement and shall include a copy of the same. If, within 60 days, or such longer period as shall be prescribed by the Issuer,
fo llowing the delive1y of such notice, the Guarantor and such percentage of Creditors as may be required shall have consented in writing to and approved the
execution thereofas herein provided, no Creditor shall have any right to object to any of the terms and provisions contained therein, orthe operation thereof,
or in any manner to question the propriety of the execution thereof, or to enjoin or restrain the Secured Party or the Issuer from executi ng the same or from
taking any act ion p ursuant to the provisions thereof. Upon the execution of any such Amendment or Supplement as i n this Article Vlll pem1 itted and
provided, this Agreement shall be and be deemed to be modified and amended in accordance therewith and the Secured Party shall deliver to each Creditor
and the Guarantornot more than five Business Days following entry into the same a copy of such fully executed Amendment or Supplement at the address
shown on the note registrat ion books pursuant to Section 9.0 I hereof.

Section 8.03. Rights of Secured Party. If, in the opinion of the Secured Party, any Amendment or Supplement provided for in this Article adversely
affects the rights, duties or immunities of the Secured Party under this Agreement or otherwise, the Secured Party may, in its discretion, decline to execute
such Amendment or Supplement. The Secured Patty shall be entitled to receive, and shall be fully protected in relying upon, an opinion ofcounsel as
conclusive evidence that any such Amendment or Supplement proposed to be executed by it hereunderconfom1s to the requirements of, and is authorized
and pennitted under, this Agreement.
Section 8.04. Rig hts of Administrator. No Amendment or Supplement shall amend (a) the rights or responsibilit ies of the Administrator hereunder or
(b) any provision addressing the payment of the Administration Fees or the payment of other fees or expenses of the Administrator or the payment of the
Servicing Fees or the payment of other fees or expenses of the Servicer, un less the Secured Party sha ll have received the written consent of the Administrator
to such Amendment or Supp lement.

ARTICLE IX
GENERAL PROVISIONS

Section 9.01. Notices. Any notice, request or other instrument required by th is Agreement to be signed or executed by the Creditors may be executed
by the execution of any number of concunent instruments of similar tenor, and may be signed or executed by such Creditors in person o r by agent appointed
in writing. As a condit ion for acting thereunder, the Secured Party may demand proof that the person or agent executing such instrument on behalf of the
Creditor is authorized to do so.
All notices, requests and other communications to any party hereunder or to the Guarantor shall be in writ ing (including bank wire, electronic
conununication, facsimile or simi lar writing) to a proper address specified herein or pursuant to an Amendment or Supplement. All notices to Creditors shall
be sent to the address of each Creditor appearing on the registration books mai ntained by the Secured Party, as registrar. Until otherwise provided by
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the respective Person, all notices, certificates and communications shall be made to the following addresses, and each address shall constitute each Person's
respective " Principal Office" for purposes of this Agreement:
If intended for the Secured Party:
Deutsche Bank Trust Company Americas
c/o Deutsche Bank National Trust Company
I00 Plaza One
Jersey C ity, NJ 073 1 1-390 I
Attention: Susan Barstock
Telephone: (20 I) 593-842 1
Facsimile: (212) 553-2458

If intended for the Issuer:
PEAKS Trust 2009- 1
c/o Deutsche Bank Trust Company Delaware
IO I I Centre Road, Suite 200
Wilmington, Delaware 19805
Attention: Elizabeth B. Ferry
Telephone: (302) 636-3392
Facsimile: (302) 636-3399
with a copy to
Deutsche Bank Trust Company Americas
c/o Deutsche Bank National Trust Company
I00 Plaza One
Jersey C ity, NJ 073 1 1-390 I
Attention: Susan Barstock
Telephone: (20 I) 593-842 I
Facsimile: (212) 553-2458
and a copy to the Administrator:
Access Group, Inc.
P.O. Box 7430
5500 Brandywine Parkway
Wilmington, Delaware 19803
Attention: Vice President-Portfolio Management
Telephone: (302) 4 77-407 1
Facsimile: (302) 4 77-4032
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If intended for the Guarantor:
ITT Educational Services, Inc.
13000 North Meridian Street
Carmel, LN 4 6032
e-mail: dfitzpatrick@ittesi.com
Attention: Chief Financial Officer
Telephone: (317) 706-9200
Facsimile: (317) 706-9254

If intended for the Lender Trustee:
Deutsche Bank National Trust Compan y
I 00 Plaza One
Jersey C ity, NJ 073 1 1-390 I
Attention: Susan Barstock
Telephone: (20 I) 593-8421
Facsimile: (212) 553-2458
Any Person may change the address to which subsequent notices to such Person are to be sent, or of its Principal Office, by notice to the others,
delivered by hand or received by telex or facsimi le or registered first-class mail, postage prepaid. Each such not ice, request o r other communication shall be
effective when delivered by hand or received by facsimile or registered first-class mail, postage prepaid.
Section 9.02. Covenants Bind Issuer. The covenants, agreements, cond itions, promises, and undertakings in th is Agreement shall extend to and be
binding upon the successors and assigns of the Issuer, and all of the covenants hereof shall bind such successors and assigns, and each ofthem,jointly and
severally. All the covenants, conditions and provisions hereof shall be held to be for the sole and exclusive benefit o f the parties hereto and their successors
and assigns, the Persons identified in Section 9.12 hereof and of the Creditors.
No extension of time of payment of any of the Credit shall operate to release or discharge the Issuer, it being agreed that the liability of the Issuer, to
the extent pennitted by law, shall con tinue until all of the Credit is pa id in full, notwithstanding any transfer of Financed Loans or extension of time for
payment.
Section 9.03. Lien Created. T his Agreement shall operate effectually as (a) a grant oflien on and security interest in, and (b) an assignment of, the
Trust Estate.
Section 9.04. Severability of Lie n. If the lien of this Agreement shal l be or shall ever become ineffectual, invalid or unenforceable against any patt of
the Trust Estate, wh ich is not subj ect to the lien, because of want of power or title in the Issuer, the inclusion of any such part shall not in any way affect or
invalidate the pledge and lien hereof against such part of the Tru st Estate as to which the Issuer in fact had the righ t to p ledge.
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Section 9.05. Consent of Creditors Binds Successors. Any request or consent of the Creditors given for any of the purposes of this Ag reement shall
b ind a ll future assignees of the Cred it of such Cred itor or any C redit issued in exchange therefor or in substitution thereof in respect of anyth ing done or
su ffered by the lssuerorthe Secured Party in pursuance of such request or consent.
Sectio n 9.06. Nonliability of Persons; No General Obligation. It is hereby expressly made a condition of this Agree ment tha t any agreements,
covenants o r representations he rein contained or contained in the Notes or the Loan Notes do not and shall never constitute or give rise to a persona l or
pecuni ary I iabil ity o r c ha rge against the o rganizers, officers, employees, agents o r trustees orthe Administrator of the Issuer, or against the general cred it of
the Issuer, and in the event of a breach of any such agreement, covenant or re presentation, no p ersonal or pecuniary liab ility or charge payable d irectly or
indirectly from the general reven ues of the Issuer sha ll arise therefrom. Nothing contained in this Section, however, shall relieve the Issuer from the
observance and petfonnance o f the several covenants and agreements on its part herein conta ined.
Sectio n 9.07. Laws Gov erning . It is the intent of the parties hereto that this Agreement shall in all respects be governed by the laws of the State of
New York.

Section 9.08. Severability. If any covenant, agreement, waiver, or part thereof in this Agreement shal I be forbidden by an y pertinent law or u nder any
pertinent law be effective to rend er this Agreeme nt invalid or unenforceab le or to impairthe lien hereof, then each such covenant, agreement, waiver, or part
thereof shall itself be and is hereby declared to be wholly ineffective, and this Agreement shall be construed as if the same were not included herein.
Sectio n 9.09. Waiver of Jury Trial. The patties hereto irrevocably waive, to the fullest extent pem1itted by applicable law, any and all right to trial by
jury in any legal proceeding arising out of or relating to this Agreement or the transactions contemplated hereby.
Sectio n 9.10. Exhibits. The tenns of the Schedu les and Exh ibits, if any, attached to this Agreemen t are incorporated herein in all patticulars.
Section 9.1J. Non-Business Days. Except as may otherwise be provid ed in th is Agreement, i fthe date fo r making payment of any amount hereunder or
o n any No te, o r if the date for taking any action he reun der, is not a Business Day, then such payment can be made or action can be taken on the next
succeeding Business Day and interest, if any, shall accrue to such next succeeding Business Day, with the same force and effect as if such payment were made
when due o r action taken on such required date.
Section 9.12. Parties Inte rested He rein. Nothing in this Agreement expressed or imp lied is intended or shall be construed to confer upon, or to give to,
any person or ent ity, other than the Secured Party, the Owner Trustee, the Lender Trustee, the Administrator, the Guarantor, the Persons entitled to payments
from the Collection Account pursuant to Section 5.03{b}(i) and@ hereof and the Creditors, any tight, remedy or claim under or by reason of this Agreemen t
or any covenant, cond ition or stipulation hereof, and all covenants, stipulations, promises and agreements in this Agreement contained by and on behalf of
the Issuer shall be for the sole and exclusive benefit of the Secured Party, the Administrator, such othe r Persons and the Creditors.
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Section 9.13. Credit Are Limited Obligations. The Credit and the obligations of the Issuer con tained in this Agreement are special, limited
obligations ofthe Issuer, secured by and payable solely from the Tmst Estate herein provided and amounts received under the Guarantee Agreement. The
Issuer shall not be obligated to pay the Cred it, the interest thereon, or any other obligation created by or arising from this Agreement from any other source.
Section 9.14. Financed Loans. The Issuer, together with the Lender Trustee, expects to acquire Eligible Loans and to grant a security interest in the
Eligible Loans to the Secured Pa1ty, in accordance with this Agreement, which Eligib le Loans, upon becoming subj ect to the lien of this Agreement,
constitute Financed Loans, as defined herein. If for any reason a Financed Loan does not constitute an Eligible Loan, or ceases to constitute an El igible Loan,
such loan shall continue to be subject to the lien of this Agreement as a Financed Loan.
Section 9.J 5. Concerning the Owner Trustee. It is expressly understood and agreed by the parties to this Agreement and the Creditors that (a) this
Agreement is executed and delivered by the Owner Tmstee not in its individual or personal capacity but solely in its capacity as Owner Tmstee under the
Trust Agreement on behalf of the Issuer, in the exercise of the powers and authority conferred and vested in it as Owner Trustee under the Tn1st Agreement,
subject to the protections, indemnities and limitations from liability afforded to the OwnerTmstee thereunder; (b) the representations, warranties, covenants,
undertakings, agreements and obligations by the Owner Trustee are made and intended not as personal representations, wananties, covenants, undertakings,
agreements and obligations by Deutsche Bank Trust Company Delaware, but are made and intended for the purpose of on ly binding the Tmst Estate, as
defined in the Trust Agreement, and the Issuer; (c) nothing contained herein shall be construed as creating any liabili ty on Deutsche Bank Tiust Company
Delaware, ind ividually or personally, to perfom1 any expressed or implied covenant, duty or obligation of any k ind whatsoever conta ined herein; and
(d) under no circumstances shall Deutsche Bank Tiu st Company Delaware, be personally liable for the payment of any fees, costs, indebtedness or ex penses
of any k ind whatsoever or be personally liable for the breach or failure of any obligation, representation, agreement, warranty or covenant whatsoever made
or undenaken by the Owner Tiustee o r the Issuer hereunder.
Sectio n 9.16. Concerning the Administrato r. It is expressly understood and agreed by the parties to this Agreement and the Creditors that (a) in the
exercise of the powers and authority confened and vested i n it as Administrator under the Administration Agreement, and subject to the protections and
limitation s from liabil ity afforded to the Admi nistrator thereunder, Access Group is acting solely in its capacity as Admin istrator on behalf of the Issuer and
not in its individual or personal capacity; (b) the representations, warranties, certifications, covenants, underta kings, agreements and obl igations by Access
Group herein and in the ce-1tificates delivered pursuant hereto are made and intended not as personal representations, wa1Tanties, covenants, undertakings,
agreements and obligations by Access Group, but are made and intended forthe purpose ofonly binding the Tmst Estate and the Issuer; and (c) except as
provided in the Admin istration Agreement, noth ing contained herein shall be construed as creating any liability on Access Group, individually or personally,
to perform any expressed or implied covenant, duty or obl igation of any k ind whatsoever conta ined herein.
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Sectio n 9.17. Inde mnification Obligations of Creditors. In the event that any indemnity is due and owing from the Creditors to the Secured Party as a
result ofan instmction or d irection given by all or less than all of the Creditors, the Creditors shall, in either such case, provide such indemnifica tion ratably
on the basis of the Outstanding Amount of the Credit held by each such Creditor at the time such indemnity is due and owing. Nothin g in this Section shall
constitute a waiver of the Secured Party's rig ht not to e xpend or risk its own fonds pursuant to Section 7.05 hereof.
Sectio n 9.18. Security Agreement. This Agreement constitutes a Security Agreement under the Unifom1 Commercial Code.

ARTI CLE X
PAYM ENT AND CANCELL ATION OF CREDIT
AND SATISFACTION OF AGREEMENT
Sectio n I 0.01. Trust Irrevocable . The tnist created by the tem1s and prov isions of this Agreeme nt is irrevocab le until the indebtedness secured hereby
(the Subordinated Note and the Sen ior Credit and interest thereon) are fully pa id or provision made for their payment as prov ided in th is Article.

Sectio n I 0.02. Satisfaction of Agreeme nt. If on any date the Issue r shall pay, or ca use to be paid, or there shall otherwise be paid to (a) the Cred ito rs of
the Senior Credit, the princ ipal of and interest on the Senior Credit, and (b) after the Outstanding Amount of the Senior Credit has been reduced to zero, to the
Registered Owner of the Subordinated Note, the principal oft be Subordinated Note, at the times and in the manner stipulated in this Agreement, then the
pledge of the Tmst Estate, and all covenants, agreements and other obligat ions of the Issuer to the Creditors shall thereupon cease, tem,inate and become
void and be discharged and satisfied. In such event, the Secured Pa1ty shall execute and deliver to the Issuer a ll such instruments as th e Issuer may request to
ev idence such discharge and satisfact ion, and th e Secured Party shall pay over or deliver all money held by it under th is Agreement to the party e ntitled to
receive the same under this Agreement.
Sectio n .10.03 . Cance llation of Paid No tes and Loans. Any Notes wh ich have been paid or purchased by the Issuer o r any portion of the Loan that has
been assigned or transferre.d to the Issuer, and any transferred, exchanged or mutilated Loan Notes or Notes replaced by new Loan Notes or Notes, shall
(unless otherwise directed by the Issuer by Issuer Order) forthwith be cancelled and destroyed pursuant to Section 2.06 hereof.
Sectio n l 0.04. Third-Party Be ne ficiary; Reports.
The Guarantor shall be express third-party beneficiary of th is Agreement e ntitled to the ri gh ts and benefits hereunder and may enforce the provisions
hereof as ifit were a party hereto. All repo1ts required to be delivered under this Agreement by any party shall be delivered to the Guarantor.
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Section 10.05. Actions by Guarantor as Voting Party.
Notwithstanding anyth ing to the contra1y contained herein, in no event may the Guarantor take any action as Voting Party hereunder, including, but
not limited to, with respect to granting consent to any amendment of or waiver under th is Agreement or the other Basic Documents, if such action would be
materially adverse to any Credito r, unless each Creditor so affected shall have consented to such action.

Section 10.06. Tax Treatment.
Each Registered Owner ofNotes understands that it is the Issuer's intention that the No tes be treated as debt for federal income tax purposes, and by its
acceptance of its Notes agrees to so treat all Notes as debt of the Issuer o r the Certificateholder for all federal, state and local income and franch ise tax
purposes and to take no action inconsistent therewith. The Len der understands that the Issuer is treating the Loan as debt for federal, state, and local income
and franchise tax purposes, and by i ts execution of the Loan Agreement (or an assignment and assumption agreement e xecuted in connection therewith),
agrees to treat the Loan as a debt instrume nt and to take no action inconsistent therewith.
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IN WITNESS WHEREOF, the Issuer has caused this Agreement to be executed in its organizational name and behalf by the Owner Trustee, to evidence
its acceptance of the trusts hereby created, has caused this Agreement to be executed in its organizational name and behalf, all in multiple counterparts, each
of which shall be deemed an 01ig ina l, and the Issuer and the Secured Party have caused this Agreement to be dated as of the date herein above first shown.
PEAKS TRUST 2009-1 , a Delaware statutory trust
By:

DEUTSCHE BANK TRUST COMPANY DELAWARE,
not in its individual capacity or personal capacity but
solely in its capac ity as Owner Trustee

By
/s/ Susan Barstock
Name: Susan Barstock
Title: Attomey-in-fact
By
/s/ Ellen Jean-Baptiste
Name: Ellen Jean-Baptiste
Title: Attomey-in -fact
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DEUTSCHE BANK TRUST COMPANY AMERICAS, as
Indenture Tmstee and as Collateral Agent
By
Isl Susan Barstock
Name Susan Barstock
Title Vice President
By
Isl Ellen Jean-Baptiste
Name Ellen Jean-Baptiste
Title Associate
DEUTSCHE BANK NATlONAL TR UST COM PANY, as
Lender Tmstee
By
Isl Susan Barstock
Name Susan Barstock
Title Vice President
By
Isl Ellen Jean-Baptiste
Name Ellen Jean-Baptiste
Title Assoc iate
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EXHIBIT A
ELIG IBLE LOANS ACQUISITION CERT IFI CATE
This El igi ble Loans Acquisition Certificate is submitted pursuant to the provisions of Section 5.02 of the Amen ded an d Restated Indenture and Credit
Agreement, dated as of December 31, 20 I 0, (as amended, the "Agree111e11t"), among PEAKS Trust 2009-1 (the " Issuer"), Deutsche Bank Trust Company
Americas, as secured party (the "S ecu red Party ") and Deutsche Bank National Trust Company, as lender trustee (the "Lender Trustee"). All capitalized ten11s
used in this Certificate and not ot herwise defined herein sha ll have t he same mean ings g iven to such terms in t he Agreement. in your capacit y as Secured
Party, you are hereby authorized and requested to disburse to (a) Liberty Bank, N.A. (the " Orig i11ati11g L e11der") the amount set forth in the last sentence of
paragraph (4) below for the acquisit ion of El igib le Loans and (b) Deutsche Bank Securities, Inc., the amount set forth in the last sentence of paragraph
(5) be low fo r the payment of the Syndication Agent Fee. With respect to the El igib le Loans so to be acquired, the Issuer hereby certifies as follows :
I . The Elig ible Loan s to be acquired or increased a re those specified in Schedule A attached hereto (the "Acquire<! Loans").

2 . The Issuer is not, on the date hereof, in default in any materia l respect under the Agreement or in the perfo1111ance of any of its covenants and
agreements made in the Loan Purchase Agreement , and, to the best knowledge of the Issuer, the Originating Lender is not in default under the Loan Purchase
Agreement.

3. To its k nowledge, all o f the cond itions speci lied in the Loan Purchase Agreement applicable to the Acquired Loans and the Agreement for the
acquisition of the Acquired Loans and the disb ursement hereby authorized and requested have been satisfied .
4 . The Purchase Price payable for the Acquired Loan s is$___. The amount of Originating Le nder Premiums previously paid to the Orig inating
Lender in respect of Financed Loans that became Refunded Financed Loans for which t he Originating Lender has not retumed such Originating Lender
Premiums to the Issuer is$___. The net Purchase Price to be pa id for the Acquired Loans is$___.
5. T he Syndication Agent Fees payable in connection with the Acquired Loans is$___. The amount of Syndication Agent Fees previously paid to
the Syndication Age nt in respect of Financed Loans that became Refunded Financed Loans for wh ich the Syndication Agent has not returned such
Synd ication Agent Fees to the Issuer is$___. The net amount of Syndication Agent Fees to be paid in connection with the Acquired Loans is$___.

6. The Senior Purchase Price with respect to th e Acquired Loans is$___. The Subordinated Purchase Price with respect to t he Acquired Loan s is
$ _ _.

7. The undersigned is authori zed to sign and submit t his Certificate on behalfof the Issuer.
A-1
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WITNESS my hand this _ day of_ _ __
PEAKS TRUST 2009-1
By:

ACCESS GROUP, INC., as Administrator

By
Name
Title
A -2
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SCHEDULE A
ACQUIRED LOANS

S-1
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EXHIBIT B-1
FORM O F SENIOR NOTE
THISSENlOR NOTE HAS NOT BEEN AND WILL NOT BE REGISTERED UNDER THE SECURITIES ACT OF 1933, AS AMENDED (THE
"SECURITIES ACT" ),OR REGISTERED OR QUALIFIED UNDER ANY STATE SECURITIES OR BLUE SKY LAW OF ANY STATE. THE HOLDER
HEREOF, BY PURCHASING THIS NOTE, AGREES THAT THIS SENIOR NOTE MAY BE REOFFERED, RESOLD, PLEDGED OR OTHERWISE
TRANSFERRED ONLY IN COM PUANC E WITH THE SECURITIES ACT AND OTHER APPLICABLE LAWS AND ONLY PURSUANT TO AN
EXEMPTION AVAILABLE UNDER THE SECURITIES ACT AND IN ACCORDANCE WITH ANY APPLICABLE STATE SECURITIES LAWS. BY
ENTERING INTO THE SENlOR NOTES NOTE PURCHASE AGREEMENT, THE PUR CHASER SHALL HAVE REPRESENTED THAT IT IS (I) AN
INSTITUTIONAL " ACCREDITED INVESTOR" AS THAT TERM IS DEFINED UNDER RULE 50 1(a)(I), (2), (3) or (7) OF REGULATION D
PROMULGATED UNDER THE SECURITIES ACT OR (n) A "QUALIFIED INSTITUTIONAL BUYER" AS THAT TERM IS DEFINED IN RULE 144A
PROMULGATED UNDER THE SECURITIES ACT.
THE PR INCi PAL OF THIS SENlOR NOTE IS PAY AB LE AS SET FOR TH HEREIN. ACCORDINGLY, THE OUTSTANDING PR INCH' AL AMOUNT OF
THIS SENIOR NOTE AT ANY TIME MAY BE LESS THAN TI--IE AMOUNT SHOWN ON THE FACE HEREOF. THIS SENIOR NOTE IS NOT GUARANTEED
OR INSURED BY ANY GOVERNMENTAL AGENCY.

PEAKS TRUST 2009-1
SENIOR NOTE
REGISTERED $L__]

REGISTERED NO. R-_
CUSIP ~ - -~

PEAKS TRUST 2009-1, a statutory trust organized and existing under the laws of the State of Delaware (herein referred to as the "Issuer"), for value
received, hereby promises to pay to L__], or registered assigns (the "Registered Owner"), but solely from the revenues and receipts hereinafter specified
and not otherwise, a principal sum of L__] MILLION DOLLARS AND NO/ I 00 ($L__]) (the "Princip al Amount") on the Payment Date in January 2020
(the "Stated Maturity Date"), subject to the right of prior payment as described herein, and to pay interest on said Principal Amount, but solely from the
revenues and receipts hereinafter specified and not otherwise, to the Registered Owner hereof at the close ofbusiness on the corresponding Record Date, from
the date hereofuntil the payment of said Principal Amount has been made or duly provided for, payable on each Payment Date and at the Maturity Date, at a
per annum rate equal to the LIBOR Rate plus 5.50%. Interest payable on this Senior Note shall be computed on the basis of a year of360 days for the number
of days actually elapsed and accrue daily from the date hereo f.
B-1-1
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The principal of and interest on this Senior Note are payable in such coin or currency of the United States of Ame1ica as at the time of payment is legal
tender for payment of public and private debts. All payments made by the lssuer with respect to this Senior Note shall be applied first to interest due and
payable on this Senior Note as p rov ided above and then to the unpaid Principal Amount of this Senior Note.
This Senior Note is a senior note (collectively, the "Se11ior Notes") issued by the lssuer pursuant to the Indenture and Credit Agreement, dated as of
Janua1y 20, 20 IO (the "Agreemellt"), by and among the Issuer (by Deutsche Bank Trust Company Delaware, in its capacity as owner trustee (the "Ow11er
Tmstee")), Deutsche Bank Trust Company Americas, a banking corporation duly organized and operating under the laws of the State of New York, as
indenture tmstee (in such capacity, the "/11de11ture Trustee") and as collateral agent (in such capacity, the "Collateral Age11f', and in its capacities as
Indenture Tmstee and as Collateral Agent , the "Secured Party") and Deutsche Bank National Tn1st Company, as lender trustee (the " Lemler Trustee")
(cap italized tenns used but not defined herein being defined in the Agreement, which also contains mies as to usage that shall be applicable herein). This
Senior Note is subject to all tenns and provisions of the Agreement. A subordinated note (the "Subordinated Note," and together wi th the Senior Notes, the
"Notes") was also issued by the Issuer pursuant to the Agreement. The Agreement also sets forth the terms of a loan (the " Loan" and together with the Notes,
the "Credit") under which the Issuer is the borrower.
Reference is hereby made to the Agreement, a copy of wh ich is on file in the Principal Office of the Secured Party, and to all of the provisions of which
any Registered Owner of this Senior Note by the acceptance hereof hereby assents, for definitions oftem1s; the description of and the nature and extent of the
security for the Credit secured thereunder; the Eligib le Loans being financed by the issuance of the Credit; the revenues and other moneys pledged to the
payment of the principal of and premium, if any, and interest, if any, on the Credit; the nature and extent and manner of enforcement of the pledge; the
conditions upon which the Principal Amount of this Senior Note may be decreased; the conditions upon which the Agreement may be amended or
supplemented with or without the consent of the Creditors; the rights and remedies of the Registered Owner hereof with respect hereto and thereto, incl uding
the limitations upon the right of a Registered Owner hereof to institute any suit, action or proceeding in equity or at law with respect hereto and thereto; the
rights, duties and obligations of the lssuer and the Secured Party thereunder; the terms and provisions upon wh ich the liens, p ledges, charges, tmsts and
covenants made therein may be discharged at or prior to the maturity of this Senior Note, and this Senior Note shall thereafter no longer be secured by the
Agreement, or be deemed to be Outstanding thereunder; and for the other terms and provisions thereof.
Notwithstanding any provision of this Senior Note to the con trary, in no event shall the cumulative amount of interest paid or payable on this Senior
Note (including interest calculated as provided herein, p lus any other amounts that constitute interest on this Senior Nole under applicable law, which are
contracted for, charged, reserved, taken or received pursuant to this Senior Note or related documents) calcu lated from the date of issuance of this Senior Note
through any subsequent day during the term of th is Senior Note or otherwise prior to payment in full of this Senior Note exceed the amount permitted by
applicable law. If applicable law is ever judicially inte1preted so as to render usurious any amount called for under th is Senior Note or related documents or
otherwise contracted for, charged, reserved, taken or received in connection
B-1-2
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with this Senior Note, or if the acceleration of the Stated Maturity Date of this Senior Note results in payment to or receipt by the Registered Owner or any
fonner Registered Owner hereof of any interest in excess of that permitted by applicable law, then notwithstanding any provision of this Senior Note or
related documents to the contrary all excess amounts theretofore pa id or received with res pect to th is Senior Note shall be credited on the p1incipal balance of
this Senior Note (or, i fthis Senior Note has been paid or would thereby be paid in full, refunded by the recipient thereof), and the provisions of this Senio r
Note and related documents shall inunediately be deemed refonned and the amounts thereafter collectib le hereunder and thereunder reduced, without the
necessity of the execut ion of any new docume nt, so as to comply with the applicable law, but so as to pennit the recovery o f the fullest amount otherwise
called for under this Senior Note and under the related documents.
The Credit is and will be sec ured by the Trust Estate pl edged as security therefor as provided in the Agreement.
The entire unpaid Principal Amount of this Senior Note shall be due and payab le on the Stated Maturi ty Date. Notwithstanding the foregoing, the
entire unpaid Principal Amount of the Credit shal l be due an d payable on the date on which (a) an Event of Default shal l have occurred and be continuing
and (b) either the Secured Party or the Maj ority Priority Class Creditors shall have declared the Credit to be immediate ly due and payable in the manner
provided in the Agreement.
Payments of interest on this Senior Note on each Payment Date, together with the installment of principal, if any, to the extent not in full payment of
this Senior Note, shall be paid to the Person in whose name this Senior Note is registered on the related Record Date by wire transfer in immediately available
funds to the account designated by the Reg istered Owner. If funds are expected to be available, as provided in the Agreement, for payment in full of the then
Outstanding P1incipal Amount of this Senior Note on a Payment Date, then the Secured Party shall notify the Person in whose name th is Senior Note is
registered at the close o f bus iness on the Record Date preceding the Paymen t Date on which the Issuer exp ects that the final installment of principal of and
interest on this Senior Note will be paid . Such notice shall be mailed or transmitted by facs imile prior to such final Payment Date .
As provided in the Agreement and subject to certain limitations set forth therein, the transfer of this Senior Note may be registered upon the records of
the Secured Party upon surrender for transfer of this Senior Note at the Principal Office of the Secured Party, duly endorsed for transfer and accompanied by an
assignment and assumption agreement in the form set forth in the Senior Notes Note Pu rchase Agreemen t duly executed by the Registered Owner or its
attomey duly authorized in writing and by the transferee, and thereupon the Issuer shall execute and the Secured Party shall authenticate and deliver in the
name of the transferee or transferees a new ful ly registered Senior Note of the same Principal Amount and interest rate and the same Stated Maturity Date.

The person in whose name this Senior Note shall be registered shall be deemed and regarded as the a bsolute owner hereof for all purposes, and payment
of either p rincipal or interest shall be made only to or upon the written order of the Registered Owner hereof or its legal representative, but such registratio n
may be changed as prov ided in the Agreement. All such payments shall be valid and effectual to sat isfy and discharge the liability upon th is Senior Note to
the extent of the sum or sums paid.
B- 1-3

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00017105

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review003019

THE TRANSFER OF THIS SENIOR NOTE IS SUBJECT TO CERTAIN TRANSFER RESTRICTIO S SET FORTH IN THE AGREEMENT.
Each Registered Owner and each transferee ofa Senior Note shall represent and warrant that this Senior Note may not be acqu ired by an employee benefit
plan or other retirement arr-angement subject Section 406 of ERISA or Section 4975 of the Code or by any federa l, state, local, non-U.S. or other plan which is
subject to substantiall y simi lar law ("Simifar Lt,w"), (collectively , a "Plan") or a Person acting on behalf of any such Plan or a Person usi ng the assets of any
such Plan, unless the acquisition, holding and disposition of this Senior Note will not give rise to a non-exempt p roh ibited transaction under Section 406 of
ER ISA or Section 4975 of the Code because it will satisfy the requirements forexemptive relief un der Prohibited Transaction Class Exemption ("PTC£'') 8414, PTCE 90-1, PTCE 91-38, PTCE 95-60, PTCE 96-23 or the statutory exemption for non fiduciary service providers under Section 408(b)(l 7) of ERISA or
Section 4975(d)(20) of the Code or another applicable administrative or statutory exemption and in the case of a Plan subj ect to Similar Law, will not result
in a non-exempt violat ion of such substant ia lly similar law.
The Secured Patty shall require the payment by any Registered Owner requesting exchange or transfer of any tax or other governmental charge required
to be paid with respect to such exchange or transfer. The applicant for any such transfer or exchange may be required to pay all taxes and governmenta l
charges in connection with such transfer or exchange, other than exchanges pursuant to the Agreement.
Unless the certificate of authentication hereon has been executed by the Secured Party whose name appears below by manual signature, this Senior
Note shall not be entitled to any benefit under the Agreement, or be valid or obligatory for any pu(l)OSe.
The term "Issuer" as used in th is Senior Note includes any successor to the Issuer under the Agreement.
The Issuer is pe1mitted by the Agreement, under ce1tain circumstances, to merge or consolidate, subject to the 1ights of the Secured Party and the
Creditors under the Agreement.
The Agreement pem1its, with certain exceptions as therein provided, the amendment thereof and the modification of the rights and obligations of the
Issuer and the rights o f the Registered Owner hereof and other Creditors under the Agreement, or the waiver of certain past defaults under the Agreement and
their consequences, at any time by the Issuer with specified percentages in aggregate principal amount or, in certain circumstances, without the consent of
Creditors.
This Senior Note is issuab le only in registered fom1 as provided in the Agreement, subj ect to certa in limitations therein set forth.
This Senior Note shall be held and owned upon the express cond ition that, to the extent perm itted by law, the conditions set forth in Section 2.04 of
the Agreement are exclusive with respect to the replacement and payment of mutilated, destroyed, lost or stolen Notes, negotiable instruments or other
securities.
B- 1-4
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This Senior Note shall be constrned in accordance with the laws of the State of New York, without reference to its conflict of law provisions, and the
obl igations, rights and remedies of t he parties hereunder and thereunder shall be detennined in accordance with such laws.
No reference herein to the Agreement and no provision of this Senior Note or oftbe Agreement shall alter or impair the obligation oftbe Issuer, which
is absolute and unconditional, to pay the principal of and interest on th is Senior Note at the times, place and rate, and in t he coin or currency, herein
presc1ibed.
It is expressly understood and agreed by the holder hereof that (a) each of t he Agreement and this Sen ior Note is executed and del ivered by Deutsche
Ban k Trnst Company Delaware, not individually or personally but solely as Owner Trnstee, in the exercise of t he powers and authority confe1Ted and vested
in it; (b) each of the representations, undertakings and agreement in the Agreement and this Senior Note made on the part of the Issuer is made and intended
not as persona l representations, undertakings and agreements by Deutsche Bank Trust Company De laware or the Admin istrator of the Issuer but is made and
intended for the purpose ofb inding only the Issuer; (c) nothing contained in the Agreement or t his Senior Note sh al I be constrned as creating any l iabil ity on
Deutsche Bank Trnst Company Delaware or the Administ rator (except as p rov ided in the Administration Agreement), individually or personally, to perfom1
any covenant either expressly contained in or implied by the Agreement o r t his Senior Note, all such liabi lit y, ifany, being exp ressly waived by the bolder
hereof and by any Person claiming by, through or under the holder hereof; and (d) under no c ircumstances shall Deutsche Bank Trust Company De laware or
the Administmtor be personally liab le for the payment of any indebtedness or expenses of the Issuer o r be liable for the breach or failure of any o bligations,
representation, warranty or covenant made or undertaken by the Issuer under the Agreement, this Senior Note or t he other Basic Documents.

B- 1-5
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IN WITNESS WHEREOF, the Issuer has caused this instrnment to be duly executed, manually or in facsimile, as of the date set foith below.
PEAKS TRUST 2009-1, a Delaware statutory trnst
By:

DEUTSCHE BANK TRUST COM PANY DELAWARE,
not in its individual capacity or personal capacity but
solely in its capacity as Owner Trnstee

By
Name:
Title:
By
Name:
Title:

Date:----~--B-1-6
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SECURED PARTY'S CERTIFICATE OF AUTHE TICATION

This is one of the Senior Notes designated above and referred to in the within-mentioned Agreement.
DEUTSC HE BANK TRUST COMPANY AMERICAS, not in

its individual capacity but solely as Secured Party

By _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ __
Authorized Signatory
Date : - - - - ~ - - B-1-7
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ASSIGNME T
Social Security or taxpayer l.D. or other identifying number of assignee

FOR VALUE RECEIVED, the undersigned hereby sells, assigns and transfers unto
(name and address of assignee)
the with in Senior Note and all rights thereunder, and hereby in-evocably constitutes and appoints
attorney, to transfer said Senior Note on the books kept for registration thereof, with full power of substitution in the premises.
Dated: _ _ _ __
By
Name
Title

Signature Guaranteed:
By
*NOTICE: Signature(s) shou ld be guaran teed by a guarantor
institution participating in the Securities Transfer Agents
Medallion Program or in such other guarantee program
acceptable to the Secured Party. The Assignor's signature to
this assignment must co1respond with the name as it appears
upon the face of the within Senior Note in eve1y particu lar
withou t alteration or any change whatever.
B-1-8
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EXHIBIT B-2
FORM OF SUBORDINATE D NOTE
THIS SUBORDINATED NOTE HAS NOT BEEN AND WILL NOT BE REGISTERED UNDER THE SECURITLES ACT OF 1933, AS AMENDED (THE
"SECURIT IES ACT" ),OR REGISTERED OR QUALIFIED UNDER ANY STATE SECURITIES OR BLUE SKY LAW OF ANY STATE. THE HOLDER
HEREOF, BY PURCHASING THIS SUBORDINATED NOTE, AGREES THAT THIS SUBORDINATED NOTE MAY BE REOFFERED, RESOLD, PLEDGED
OR OTHER WISE TRANSFERRED ONLY IN COMPLIANCE WITH THE SECURITIES ACT AND OTHER APPLICABLE LAWS AND ONLY PURSUANT
TO AN EXEMPTION AVAILABLE UNDER THE SECURITIES ACT AND IN ACCORDANCE WITH ANY APPLICABLE STATE SECURITIES LAWS. BY
ENTERING INTO THE SUBORDINATED NOTE NOTE PUR CHASE AGREEMENT, THE PUR CHASER SHALL HAVE REPRESENTED THAT IT IS (I) AN
INSTITUTIONAL " ACCREDITED INVESTOR" AS THAT TERM IS DEFINED UNDER RULE 50 1(a)(I), (2), (3) or (7) OF REGULATION D
PROMULGATED UNDER THE SECURITIES ACT OR (n) A "QUALIFIED INSTITUTIONAL BUYER" AS THAT TERM IS DEFINED IN RULE 144A
PROMULGATED UNDER THE SECURITIES ACT.
THE PRINCIPAL OF THIS SUBORDINATED NOTE IS PAYABLE AS SET FORTH HE REIN. ACCORDINGLY, THE OUTSTANDING PRINCIPAL
AMOUNT OF THIS SUBORDINATED NOTE AT ANY TIME MAY BE LESS THAN THE AMOUNT SHOWN ON THE FACE HEREOF. THIS
SUBORDINATED NOTE IS NOT GUARANTEED OR INSURED BY ANY GOVERNMENTAL AGENCY. THE REGISTERED OWNER OF THIS NOTE IS
REQUIRED TO MAKE SUBORDfNATED NOTE ADVANCES IN ACCORDANCE WITH THE PROVISIONS OF THE INDENTURE AND CREDIT
AGREEMENT.

PEAKS TRUST 2009-1

SUBORDINATED NOTE
REGISTERED NO. R-_

REGISTERED $ [ _ ]

PEAKS TRUST 2009-1 , a statutory trust organ ized and existing under the laws of the State of De laware (herein referred to as the " Issuer"), for value
received, hereby promises to pay to f _ ] , or registered assigns (the "R egistered Ow11er"), but solely from the revenues and receipts hereinafter specified
and not otherwise, a principal sum o f f _ ] M [LLION DOLLARS AND NO/ I 00 ($[_]), or such lesser amount as detem, ined in accordance with the
Indenture and Credit Agreement (as defined herein) (the "Prillcipal Amo1111t") on the Payment Date in March 2026 (the "Stated Maturity Date"), subject to
the right of prior payment as described herein. This Subordinated Note shall not bear interest.
The principal of this Subordinated Note is payable in such coin or currency of the United States of America as at the t ime of payment is lega l tender for
payment of public and private debts. All payments made by the Issuer with respect to this Subordinated Note shall be applied to the outstanding P1incipal
Amount of this Subordinated Note.
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This Note is a Subordinated No te (the "Subordinated Note") issued by the Issuer pursuant to the Indenture and Credi t Agreement, dated as of
January 20, 20 IO (the "Agree111e11t"), by and among the Issuer (by Deutsche Bank Trust Company Delaware, in its capacity as owner trustee (the "Owner
Trmue")), Deutsche Bank Trust Company Ame1icas, a ban king corpora ti on duly organized and operating under the laws of the State ofNew York, as
indenture trustee (in such capacity, the "lmle11t11re Trustee") and as collateral agent (in such capacity, the "Collateral Age11f' and in its capacities as
Indenture Trnstee and as Collateral Agent, the "Secured Party") and Deutsche Bank Nationa l Trust Compa ny, as lender trustee (the "Lender Trustee")
(capitalized temis used but not defined he rei n being defined in the Agreement, which also contains rules as to usage that shall be applicable herein). This
Subordinated Note is subj ect to all terms and provisions of the Agreement. Senior Notes (the "Se11ior Notes," a nd together with the Subordinated Note, the
"Notes") were also issued by the Issuer pursuant to the Agreement. The Agreement also sets forth the tenns of a loan (the "Loa11" and together with the Notes,
the "Credit") unde r wh ich the Issuer is the borrower.
The indebtedness evidenced by this Subordinated Note is, to the extent and in the manner p rovided by the Indenture and Credit Agreement, expressly
subordinate and subject in right of payme nt to the prior payment of the Senio r Credit, whether outstandi ng at the date of the Subordinated Note Note
Purchase Agreement or thereafter incurred.
Reference is hereby made to the Agreement, a copy o f which is on file in the Principal Office o f the Secured Party, and to all of the provisions of which
any Registered Own er of this Subordinated Note by the accep tance he reof hereby assen ts, for d efin itions oftenns; the description of and the nature and extent
of the security for the Credit secured the reunder; the Elig ible Loans being financed by the issuance of the Credit; the revenues and other moneys pledged to
the pay ment of the principal of and premium, if any, and interest, if any, on the Cred it; the nature and extent and manner of enforcement of the pledge; the
conditions upon which the Principal Amount of this Subordinated Note may be increased and decreased; the conditions upon wh ich the Agreement may be
amended or supplemented with or without the consent of the Creditors; the rights and remedies of the Registered Owner hereof with respect hereto and
thereto, incl uding the limitat ions upo n the right of a Reg istered Owner hereof to inst itute any su it, action or proceedi ng in equity or at law with respect hereto
and thereto; the rights, duties and obligations of the Issuer and the Secured Party thereunder; the temis and provisions upon which the liens, pledges, charges,
trnsts and covenants made therein may be discharged at or p1ior to the maturity of this Su bordinated Note, and this Subordi nated Note shall thereafter no
longer be secured by the Agreement, or be d eemed to be Outstanding thereunder; a nd for the othe r tenns and provisions thereof.
The Credit is and will be secured by the Trust Estate pledged as securi ty therefor as provided in the Agreement.
The entire unpaid Principal Amount of this Subordinated Note shall be due and payab le on the Maturity Date. Notwith standing the fo regoing, the
entire unpaid Principal Amount of the Credit shall be due and payable on the date on which (a) an Event of Default shall have occurred and be continuing
and (b) either the Secured Party o r the Majority Priority Class Creditors shall have declared the Credit to be immediately due and payable in the manner
provided in the Agreement.
B-2-2

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00017112

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review003026

Payments ofp1incipal, to the extent not in full payment of this Su bordinated Note, shall be paid to the Person in whose name this Subordinated Note is
registered on the related Record Date by wire transfer in immediately availab le funds to the account designated by the Registered Owner. If funds are
expected to be available, as provided in the Agreement, for payment in full of the then Outstanding Principa l Amount of this Subordinated Note on a
Payment Date, then the Secured Party shall notify the Person in whose name th is Subordinated Note is registered by the close of business on the Record Date
preceding the Payment Date on which the Issuer expects that the final installment of principal of this Subordinated Note will be paid. Such notice shall be
mailed or transmitted by facsimile priorto such final Payment Date.
As provided in the Agreement and subj ect to certain limitations set fo1th therein, the transfer of this Subordinated No te may be registered upon the
records of the Secured Party upon surre nder for transfer of this Subordinated Note at the Principal Office of the Secured Party, duly e ndorsed for transfer an d
accompanied by an assignment and assumption agreement in the fom1 set forth in the Note Purchase Agreement duly executed by the Registered Owner or its
attorney duly authorized in writing and by the transferee, and there upon the Issuer shall execute and the Secured Party shall authenticate and deliver in the
name of the transferee or transferees a new fully registered Subordinated Note of the same Princ ipal Amount and the same Maturity Date.

The person in whose name this Subordinated No te shall be registered shall be deemed and regarded as the absolute owner hereof for all purposes, and
payment of principal shall be made only to or upon the written order of the Registered Owner hereof or its legal representative, but such registration may be
changed as provided in the Agreement. All such payments shall be valid and effectual to satisfy and discharge the liability upon this Subordinated Note to
the extent of the sum or sums paid.

THE TRANSFER OF THIS SUBORDI ATED NOTE IS SUBJ ECT TO CERTAIN TRANSFER RESTRICTIONS SET FORTH IN THE
AGREEMENT. Each Reg istered Owner and each transferee ofa Subordinated Note shall represent and warrant that this Subordinated Note may not be
acquired by an employee benefit plan or other retirement arrangement subject Section 406 ofERlSA or Section 4975 of the Code or by any federal, state,
local, non -U.S. or other plan which is subject to substantially si milar law (col lectively, a "Plan") or a person acting on behalf of any such Plan or a person
using the assets of any such Plan .
The Secured Party shall require the payment by any Registered Owner requesti ng exchange or transfer of any tax or other governmental charge required
to be paid with respect to such exchange or transfer. The applicant for any such transfer o r exchange may be required to pay all taxes and govemmenta l
charges in connection with such tran sfer or exchange, other than exchanges pursuant to the Agreement.
Unless the certificate of authentication hereon has been executed by the Secured Party whose name appears below by manual signature, this
Subordinated Note sha ll not be entitled to any benefit under the Ag reement, or be vali d or obligatory for an y purpose.
The tenn "Issuer" as used in this Su bord inated Note includes any successor to the Issuer under the Agreement.
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The Issuer is pe1mitted by the Agreement, under ce1tain circumstances, to merge or consolidate, subject to the 1ights of the Secured Party and the
Creditors under the Agreement.
The Agreement pennits, with certain exceptions as therein provided, the amendment thereof and the modification of the rights and obligations of the
Issuer and the rights ofthe Registered Owner hereof and other Creditors under the Agreement, or the waiver of certain past defaults under the Agreement and
their consequences, at any time by the Issuer with specified percentages in aggregate principa l amount or, in certain circumstances, without the consent of
C reditors.
This Subord inated Note is issuable only in reg istered fo1m as provided in the Agreement, subject to certain limitations therein set forth.
This Subord inated Note shall be held and owned upon the express condition that, to the extent pennitted by law, the conditions set forth in
Section 2 .04 of the Agreement are exclusive with respect to the replacement and payment of mutilated, destroyed, lost or stolen Notes, negotiable i nstruments
or other securities.
This Subord inated Note shall be construed in accordance with the laws of the State ofNew York, without reference to its conflict oflaw provisions, and
the obligations, rights and remedies of the parties hereunder and thereunder shall be detennined in accordance with such laws.
No reference herein to the Agreement and no provision of this Subord inated Note or of the Agreement shall alter or impair the obligation of the Issuer,
which is absol ute and uncondit ional, to pay the principal of this Subordinated Note at the times, place and in the coin or currency, herein prescribed.

It is expressly understood and agreed by the holder hereof that (a) each of the Agreement and this Subordinated Note is executed and delivered by
Deutsche Bank Trust Company Delaware, not indi vidually or personally but solely as Owner Trustee, in the exercise of the powers and authori ty conferred
and vested in it; (b) each of the re presentations, undertakings and agreement in the Agreement and this Subordinated Note made on the part of the Issuer is
made and intended not as personal representations, undertakings and agreements by Deutsche Bank Trust Company Delaware or the Admi nistrator of the
Issuer but is made an d intended for the purpose of binding only the Issuer; (c) nothing contained in the Agreement or this Subord inated Note shall be
construed as creating any liab ili ty on Deu tsche Bank Trust Company Delaware or the Administrator (except as provided in the Administration Agreemen t),
individually or personally, to perfonn any covenant either expressly contained in or impl ied by the Agreement or this Subordinated Note, all such liability, if
any, being expressly waived by the holder hereof and by any Person c laiming by, through or under the holder hereof; and (cl) under no circumstances shall
Deutsche Bank Tmst Company Delaware or the Administrator be personally liable for the payment of any indebtedness or expenses of the Issuer or be liable
for the breach or failure of any o bligations, representation, warranty or covenant made or undertaken by the Issuer under the Agreement, th is Subordinated
Note or the other Basic Documents.

B-2-4

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00017114

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review003028

IN WITNESS WHEREOF, the Issuer has caused this instrnment to be duly executed, manually or in facsimile, as of the date set foith below.
PEAKS TRUST 2009-1, a Delaware statutory trnst
By:

DEUTSCHE BANK TRUST COM PANY DELAWARE,

not in its individual capacity or personal capacity but
solely in its capacity as Owner Trnstee
By

Name:
Title:
By

Name:
Title:
Date:----~-B-2-5
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SECURED PARTY'S CERTIFICATE OF AUTHE TICATION

This is the Subordinated Note designated above and referred to in the with in-mentioned Agreement.
DEUTSC HE BANK TRUST COMPANY AMERICAS, not in
its individual capacity but solely as Secured Party
By _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ __
Authorized Signatory

Date : - - - - ~ __
B-2-6
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ASSIGNME T
Social Security or taxpayer l.D. or other identifying number of assignee

FOR VALUE RECEIVED, the undersigned hereby sells, assigns and transfers unto
(name and address of assignee)
the with in Subordinated Note and all rights thereunder, and hereby irrevocably constitutes and appoints
attorney, to transfer said Subordinated Note on the books kept for registration thereof, with full powerofsubstitution in the premises.
Dated: _ _ _ __
By
Name
Title

*

Signature Guaranteed:
By
*
*NOTICE: Signature(s) shou ld be guaranteed by a guarantor
institution partic ipating in the Securities Transfer Agents
Medallion Prog ram or in such other guarantee program
acceptab le to the Secured Party. The Assignor's signature to
th is assignment must co trespond with the name as it appears
upon the face of the within Subordinated Note in every
particular without alteration or any change whatever.
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EXHIBIT B-3
IFORM OF LOAN NOTEI

$(

January [ ], 20 I 0
New York, New York

THE PRINCIPAL OF THE LOAN IS PAYABLE AS SET FORTH HEREIN. ACCORDINGLY, THE OUT STANDING PRJNCIPAL AMOUNT OF THE
LOAN AT ANY TIME MAY BE LESS THAN THE AMOUNT SHOWN ON THE FACE HEREOF. THE LOAN IS NOT GUARANTEED OR INSURED BY ANY
GOVERNMENTAL AGENCY.
FOR VALUE RECEIVED, PEAKS TRUST 2009-1, a Delaware statutory trust (the "Borrower"), hereby promises to pay to the order of[ ] (the
" Lender''), at the principal office of the Lender at [ ], in lawfu l money of the United States, and in immediately availab le funds, the principal sum of[
($(
]) (or such lesser amount as sh al I equal th e aggregate unpaid principal amount of the Loan made by the Lender to the Borrower under the terms of the
Indenture and Credit Agreement and the Loan Agreement (each as defined below)), on the dates and in the principal amounts provided in the Indenture and
Credit Agreement, and to pay interest on the unpaid principal amount of each such Loan, at such office, in like money and funds, for the period commencing
on the date of such Loan until such Loan shall be paid in full, at the rates per annum and on the dates provided in the Indenture and Credit Agreement.
This note is a Loan Note (a "Loan Note") evidencing an interest in the Loan provided for in the Indenture and Credit Agreement, dated as of
January 20, 20 IO (the " I11de11t11re a11d Credit Agreeme11t" ), by and among the Issuer (by Deutsche Bank Trust Company Delaware, in its capacity as owner
trustee (the " Ow11er Trustee")), Deutsche Bank Trust Company Americas, a banking corporntion duly organized and opernting under the laws of the State of
New York, as indenture trustee (in such capaci ty, the " /11de11ture Trustee" ) and as collateral agent (in such capacity, the " Collateral Age111" and in its
capacities as Indenture Trustee and as Collateral Agent, the "Secured Party") and Deutsche Bank National Trust Company, as lender trustee (the "L e11der
Trustee") (cap italized terms used but not defined herein be ing defined in the Indenture and Credit Agreement, wh ich also contains rules as to usage that shall
be applicable herein). This Loan Note evid ences the Loan made by the Lender to the Borrower pursuant to the loan agreement (the Loa11 Agree111e11t") dated
as of January 20, 20 IO among the Borrower, the Col lateral Agent and the Lender. The Loan is subject to all terms and provisions of th e Indenture and Credi t
Agreement and the Loan Agreement. Senior Notes (the "Se11ior Notes,") and a Subordinated Note (the "Subordinated Note" and together with the Senior
Notes, the "Notes" and the Notes, together with the Loan, the "Credit") were also issued by the Issuer pursuant to the Indenture and Credit Agreement.
The principa l of and interest on the Loan are payable in such coin or currency of the United States of America as at the time of payment is legal tender
for payment of public and private debts. All payments made by the Bon-ower with respect to the Loan shall be applied first to interest due and payable on this
Loan as provided above and then to the unpaid principal amount of th is Loan.
B-2-1
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The o bligations of the Borrower to pay principal and interest under the Loan and ce1tain other obligations under the Loan Agreement are non-recourse
obligations ofthe Borrower, payable solely from the sources described in the Indenture and Cred it Agreement.

THE TRANSFER OR ASSIGMENT OF INTERESTS IN THE LOAN IS SUBJECT TO CERTAIN TRANSFER RESTRICTIONS SET FORTH IN
THE LOAN AGREEMENT AND THE INDENT URE AND CREDIT AGRE EMENT.

PEAKS TRUST 2009-1, a Delaware statuto1y trust
By:

DEUTSCHE BANK TRUST COMPANY DELAWARE,
not in its individual capacity or personal capacity but
so lely in its capac ity as Owner Trustee

By
Name:
Title:
By
Name:
Title:
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SECURED PARTY'S CERTIFICATE OF AUTHE TICATION
This is the Loan Note designated above and referred to in the within-mentioned indenture and Cred it Agreement.
DEUTSCHE BANK TRUST COMPANY AMERICAS, not in
its individual capacity but solely as Secured Party

By _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ __
Authorized Signatory
Date : - - - - ~ _ _
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EXHIBITC
FORM OF ADMINISTRATOR'S

PAYMENT DATE CERTIFICATE
This Payment Date Certificate (the "Certificate") is being provided by Access Group, Inc., as administrator (the "A dministrator"), to Deutsche Bank
Trnst Company Americas, as trnstee (in s uch capacity, the "lmle11ture Trustee") and as collateral agent (in such capacity, the "Collateral Agent" and as in its
capac ities as Indenture Trnstee and as Co llateral Agent, the "Secured Party"), pursuant to Section 5.03(b) of the Amended and Restated Indenture and Credit
Agreement, dated as of December 31, 20 IO (the "Agreemellt"), by and among PEAKS Trnst 2009-1 (the "Issuer"), the Secured Party and Deutsche Bank
National Trust Company, as le nder tmstee (the " Lender Trustee"). Al l capitalized terms used in this Certificate and not otherwise defined shall have the same
meanings as assigned to such tem1s in the Agreement.
Pursuant to th is Certificate, the Administrator he reby directs the Secured Party to make the following deposits and distributions to the Persons specified
below by 3 :00 p.m. (New York time) on ____, __ (the "Pay mellt Date"), to the extent of the amount of Availab le Funds on deposit in the Collection
Account on such Payment Date. The Secured Party shall make the fol lowing distributions in the following order of priority , and the Secured Party shal l
comply with such instrnctions:
(i)

(a)
(b)
(c)
(d)
(e)

the Secured Party Fee to the Secured Party,
the 0,,~1er Trustee Fee to the Owner Trnstee,
the Admin istration Fee to the Administrator,
the Servicing Fees to the Servicer, and
any unpaid Secured Party Fees, OwnerTrnstee Fees, Administration Fees and Servicing Fees, if any, from prior Pay ment Dates to
the Secured Party, the Owner Trustee, the Administrator and the Servicer due on the Payment Date,

$
$
$
$
$

payme nts described in (a) through (e) a bove to be made ratably based on amounts due, without preference or prio rity of any kind,
due on the Pay ment Date, and in each case with such fees remaining unpaid from prior Payment Dates;
C- 1
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(A) on any Payment Date prior to the occurrence of an Event of Default, to pay to the Secured Patty, the Owner Trustee, the Lender
Trustee, the Administrator, the Servicer and the Originating Lender, pro rata, based on amounts owed to each such party, without
preference or priority of any kind, extraordinary fees and expenses or indemnification amounts owed to such party by the Issuer
pursuant to the Basic Documents or any costs and expenses of replac ing the Secured Party, the Owner Tmstee, the Lender Trustee,
the Servicer or the Admi nistrator (bu t only to the extent required under the tenns of the Basic Documents), up to an annual cap
equal to $200,000, due on such Payment Date, as follows:
to
to
to
to
to
to

the Secured Party:
the Owner Trustee:
the Lender Trustee:
the Admin istrato r:
the Servicer:
the Originating Lender:

and
(B) on any Payment Date on or after the occurrence of an Event of Default, sequentially, as follows:
(I) first, to pay to the Secured Party, extraordinary fees and ex penses or indemnification amounts owed to the Secured Party
by the Issuer pursuant to the Basic Documents or any costs and expenses of replacing the Secured Party (but only to the extent
required under the tem1s of the Basic Documents) due on such Payment Date, up to an aggregate maximum amount (inc luding all
such payments on prior Payment Dates) of$350,000; and
(2) to pay to the Owner Trustee, the Lender Tmstee, the Administrator, the Servicer and the Originating Lender, pro rata,
based on amounts owed to each such party, without preference or priority of any kind, extraordinary fees and expenses or
indemnification amounts owed to such party by the Issuer pursuant to the Basic Documents or any costs and expenses of
replacing the Owner Tmstee, the Lender Trustee, the Servicer or the Administrator (but only to the extent required under the tem,s
of the Basic Documents), up to an annual cap equal to $200,000, due on such Payment Date as follows:
to
to
to
to
to

the Owner Trustee:
the Lender Trustee:
the Admin istrato r:
the Servicer:
the Originating Lender:
$

(i i)

C-2
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(ii i)

(a)
(b)

$

accrued and unpaid interest on the Senior Credit to the Senior Creditors, and
the Arranging Agent Fee to the Arranging Agent, and

$

payments described in (a) and (b) above to be made ratably based on amounts due, without preference or priority of any kind,
due on the Payment Date;
(iv)
(v)

(a)
(b)

any Ananging Agent Fee Carryover Amount due to the Arranging Agent;

$

the Principal Payment Amount, in repayment of principal until the Outstanding Amount of the Senior Credit is reduced to zero,
to the Senior Creditors, and
on or p1ior to the Payment Date in January 2013, the Call Premium for such Payment Date, to the Senior Creditors, and

$
$

payments described in (a) and (b) above to be made ratably based on amounts due, without preference or priority of any kind,
due on the Payment Date;
(vi)

to pay to the Senior C reditors, any amounts due to the Senio r Creditors pursuant to Section 15 of the Senior Notes Note
Purchase Agreement or the Loan Agreemen t, as ap plicable;
to the Secured Pmty, the Owner Trnstee, the Lender Trnstee, the Administrator, the Servicer and the Originating Lender, pro rat a,
based on amounts owed to each such party, without preference or p riority of an y kind, any extraordinary fees and expenses or
indemnification amounts due and owing to such party by the Issuer pursuant to the Basic Documents as of such Pay ment Date
and not previously paid pursuant to clause (ii) above, as follows:
the Secured Party:
the Owner Trustee:
the Lender Trnstee:
the Administrator:
the Servicer:
the Originating Lender:

(vii)

to
to
to
to
to
to

(vii i)

to the Guarantor, in re payment of any Guaranteed Payments made by the Guarantor under the Guarantee Agreement;

$
$
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(ix)
(x)

to the Registered Owner of the Subordinated Note, in repayment of the Subordinated Note, until the principal balance of the
Subordinated Note has been reduced to zero;

$

transfer any remaining amount to the lssuer for distribution in accordance with the tenns of the Tmst Agreement.

$

Total Distributions

$

The Administrator fi.trther hereby di rects the Secured Party to withdraw from the Reserve Account an amount equal to $ ~ representing the
shortfall of Availab le Funds in the Collection Account needed to make the transfers required by Section 5.03(b)/i) and 5.03/bl/iii)/a) of the Agreement. The
Secured Party shall make the following distributions in the following order of priority, and the Secured Party s hall comply with such instmct ions:

(i)

(a)
(b)
(c)
(d)
(e)

the Secured Party Fee to the Secured Party,
the Owner Tmstee Fee to the Owner Tmstee,
the Admin istration Fee to the Administrator,
the Servicing Fees to the Servicer, and
any unpaid Secured Party Fees, Owner Trustee Fees, Admin istration Fees and Servicing Fees, if any, from prior Payment Oates to
the Secured Party, the Owner Tmstee, the Administrator and the Servicer due on the Payment Date, and

$
$
$
$
$

payments described in (a) through (e) a bove to be made ra tably based on amounts due, without preference or priority of any kind,
due on the Pay ment Date, and in each case with such fees remaining unpaid from prior Payment Dates;
(ii)

accrued and unpaid interest on the Sen io r Credit to the Senior Creditors, to be made ratably based on amounts due, without
preference or priority of any kind, due on the Payment Date

$

Tota l Distributions

$

The Administrator fi.1rther directs the Secured Party, to the extent amounts are on deposit in the Reserve Account on the Monthl y Measurement Date in
January 2013, to withdraw all amounts rema in ing on deposit therein and transfer such amoun ts to the Collection Account to become part of Available Funds
on the related Payment Date.
T he Administrator fi.trther directs the Secured Party, to the extent amounts are on deposit in the Acquisition Account on any Payment Date on or after
the earl ierof(i) the Payment Date in Jul y 20 11 o r (ii) the first Payment Date immediately following the end of the Tran sfer Period, to with draw all amounts
remaining on deposit therein in excess of the sum of (I) those amounts required for the purchase of additional Participation Interests with respect to Part.ially
Disbursed Student Loans and (2) amounts required for the purchase of Eligible Loans that are scheduled to be disbursed, or Participation Interests for which
the first scheduled disbursement is, prior to
C-4
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July 31, 2011 (including with respect to the amounts described in clauses (I) and (2), all associated Syndication Agent Fees and Originating Lender
Premiums), and transfer such amounts to the Collection Account to become part of Available Funds on the related Payment Date.
The Administrator hereby certifies, in reliance on info1mation provided by the Secured Party, that the information herein is ttue and accurate in all
material respects and is in compliance with the provisions of the Agreement.
IN WITNESS WHEREOF, the Administrator has caused this Ceitificate to be duly executed and delivered as of the date written below.
ACCESS GROUP, INC., as Administrator
By _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ __

Authorized Signatory
Date:----~ __
C-5
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EXHIBITD-1
FORM OF I NVESTMENT LETTER FOR SENIOR NOTE

PEAKS Trnst 2009-1, as Issuer
Deutsche Bank Trnst Company Americas, as Secured Party
Deutsche Bank National Trnst Company, as LenderTrnstee
Deutsche Bank Trnst Company Delaware, as Owner Trustee
Re:

PEAKS Trnst 2009-1 (the " Issuer'')
Student Loan Asset-Backed Senior Notes (the "Notes"}

Ladies and Gentlemen:
( X] (the " P11rcfta ser") is today purc hasing in a private sale from ( X ] (the "Seller" ) $( X ) aggregate Senior Credit Balance of the above-captioned Notes,
issued pursuant to the Amended and Restated Indenture and Credit Agreement, dated as of December 3 1, 20 IO (the "Agree111e11f'), among the Issuer,
Deutsche Bank Trnst Company Americas, as indenture trustee (in such capacit y, the " Indenture Trustee") and as collateral agent (in such capacity, the
"Collateral Agent" and in its capac ities as Inde nture Trnstee and as Co llateral Agent, t he "Secured Party") and Deutsc he Bank National Trn st Company, as
lender trustee (the "Lender Trnstee").

In connection with the purchase of the Notes, the Purchaser hereby represents and warrants to each of you as follows:
(a) The Purchaser understands that the Notes have not been registered under t he Securities Act of 1933, as amended (t he "Securities Act") or
under the securities laws of any state or other jurisdiction ("blue sky laws"), and that the Notes may not be sold, resold, pledged or otherwise transferred
except as permitted in t he following two sentences. The Purchaser agrees, on its beha lf and on behalf of any accounts for wh ich the Purchaser is acting
as hereinafter stated, that such Notes may be reso ld, pledged or transferred only (i) to a person who purchases either all or a percentage interest in the
Purchaser's interest in the Notes, and (ii) either (A) so long as su ch Notes a re el igible fo r resale pursuant to Rule 144A under the Securities Act ("Rule
l 44A"), to a person whom the Purchaser reasonably believes after due inquiry is a " qualified institutional buyer'' as defined in Rule 144A acting for its
own account (and not for the account of others) or as a fiduciary or agent for others (which others also are "quali tied institutional buyers") to whom
notice is g iven that the resale, p ledge or transfer is being made in reliance on Rule 144A, (B) to a person it reasonably believes is an institutional
" accredited investor'' as defined in Rule 50 1(a)(!), (2), (3) or (7) of Regulation D of the Securities Act acting for its own account (and not for the
account of ot hers) or as a fiduciary or agent for o th ers (which ot hers also are institutional " accredited investors"), or (C) in a sale, pledge or
D-1-1
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other transfer made in a transaction otherwise exempt from the registration requirements of the Secu1ities Act and applicable blue sky laws, in which
case the Secured Party shall require that (I) both the prospective transferor and the prospective transferee certify to the Secured Party on behalf of the
Issuer in writing the facts surrounding such transfer, which ce1tification shall be in fom1 and substance reasonably satisfactory to the Secured Party and
(ll) a written opinion of counsel satisfactory to the Secured Party be provided to the Secured Party to the effect that such transfer will not v iolate the
Securities Act or app licable blue sky laws. The Purchaser will notify any purchaser of the Notes from it of the above resale restrictions, if then
app licable.
(b) The Purchaser is either (i) a "qualified institutional buyer" as defined under Rule 144A under the Securities Act or (ii) an institutional
"accredited investor" as defined in Rule 50 I (a)(l ), (2), (3) or (7) of Regulation D of the Securities Act, and in each case is purchasing for its own
account (and not for the account of others) or as a fiduciary or agent for others (which others also are "qualified institutional buyers" or institutional
"accredited investors," as applicable). The Purchaser is familiar with Rule 144A or Rule 50 I (a) under Regulation D, as applicable, under the Securities
Act and is aware that the Seller of the Notes and other parties intend to rely on the statemen ts made herein and the exemption from the registration
requirements of the Securities Act provided by Rule 144A or Rule 50 I (a) under Regulation D, as applicable. The Purchaser acknowledges that it has
received the infom1ation specified in pa ragraph (d)(4) of Rule 144A under the Securities Act. The Purchaser is aware that it (or any account for which it
is purchasing) may be requ ired to bear the economic risk ofan investment in the Notes for an indefin ite period, and it (or such account) is able to bear
such risk for an indefinite period.
(c) [Reserved].
(d) The Purchaser agrees that if at some time it wishes to dispose of or exchange any of the Notes, it will not transfer or exchange any of the Notes
unless such transfer or exchange is in accordance with the p rovisions of the Agreement.
(e) The Purchaser represents that if it is an employee benefit p lan or other retirement arrangement subject Section 406 ofERISA or Section 4975
of the Code or any federal, state, local, non-U.S. or other plan which is subject to substantially similar law ("Similar Law"), (collectively , a "Pla11") or a
person acting on behalf of any such plan or a person using the assets of any such plan, the acquisition, holding and disposition of the Senior Note will
not give rise to a non-exempt prohibited transaction under Section 406 ofERJSA or Section 4975 of the Code because it will satisfy the requirements
for exemptive relief under Prohibited Transaction Class Exemption ("PTCE") 84-14, PTCE 90- 1, PTCE 9 1-38, PTCE 95-60, PTCE 96-23 or the
statutory exemption fo r non fiduciary service p roviders under Section 408(b )(I 7) of ERISA or Section 4975(d)(20) of the Code or another applicable
administrative or statu tory exemption and in the case ofa Plan subject to Similar Law, will not result in a non-exemp t violation of such substantially
similar law.
D-1-2

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00017127

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review00304 1

(f) The Purchaser bas consu lted with its own legal counse l, independent accountants and financial advisors to the extent it deems necessary
regarding the tax consequences to it of ownership of the Notes, is aware that its taxable income with respect to the Notes in any accounting period may
not correspond to the cash flow (if any) from the Notes fo r such period, and is not purchasing the Notes in reliance on any representations of the Seller
or its counsel with respect to tax matters.

(g) The Purchaser understands that the Notes wi II bear a legend substant ially as set forth in the Agreement.
(h) The Purchaser hereby fi.,rther agrees to be bound by all the te rms and conditions o f the Notes as provided in the Agreement.
(i) If the Purchaser sells any of the Notes, the Purchaser wil l obtain from any subsequent purchaser substantially the same representations
contained in this Investment Letter.

G) The undersigned is a sophisticated institutional investor and has such knowledge and experience in financial and business matters and
expertise in assessing financial ri sk, that it is capable of evaluat ing the me rits, risks and suitabili ty of i nvesting in the Notes.
(k) The undersigned has conducted its own independent due di ligence investigation of the Issuer, the Guarantor and the Notes, and is relyi ng
solely on its own dil igence investigation, its own financial analysis, and whatever sources ofinfom1ation it has deemed appropria te, reliable and
adequate, with respect to the Notes .
(I) The undersigned is able to bear the economic risks of and an entire loss of its investment in the Notes.

(m) The undersigned [bas had the opportunity to consult] [bas consulted] with such legal, financial and other advisers as it has deemed
appropriate with respect to the Issuer, the Guarantor and the Notes and al l related legal, financial, accounting and tax matters.
(n) The undersigned acknowledges that it has had the opportunity to ask questions of and receive answers from the Guarantor and the Issuer
regarding the tenns and conditions of the Notes and regarding t he busin ess, financial affa irs and other aspects of th e Guarantor and the Issuer, and
forth er has had the opportunity to obtain all infonnation (to the extent the Guarantor or the Issuer, as applicable, possesses or can acqu ire such
infonnation without unreasonable effott or expense) that it deems necessary to evaluate the investment and verify the accuracy of infonnation
ot herwise provided to the undersigned.
(o) The undersigned acknowledges and agrees to be bound by the confidentiality provisions of Section 20 of the Sen io r Notes Note Purchase
Agreement as ifit was a " Note Purchaser'' thereunder. [ONLY FOR PURCHASERS OF SENIOR NOTES OTHER THAN THE INITIAL REGISTERED
OWNERS]
D-1-3
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(p) Capitalized tenus used herein that are not otherwise defined shall have the meanings ascribed thereto in the Agreement.
You are entitled to rely upon this letter and you are irrevocably authorized to produce this letter or a copy hereof to any interested party in any
administrative or legal proceeding or officia l inquiry with respect to the matters covered hereby.
The representations and warranties contained herein shall be binding upon the successors of the undersigned.
Executed at _ _ _~ th is _day of_ _ _~ 200_.
By:
Name: [Purchaser's Name]
Title: ( X ]
Address: [ X]
Taxpayer ID Number: [ X ]
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EXHIBITD-2
FORM OF I NVESTMENT L ETTER FOR SUBORDINATED NOTE

PEAKS Trnst 2009-1, as Issuer
Deutsche Bank Trnst Company Americas, as Secured Party
Deutsche Bank Tmst Company Delaware, as Owner Trnstee
Access Group, Inc., as Administrator
Re:

PEAKS Trnst 2009-1,
[Subordinated otej

Ladies and Gentlemen:
The undersigned (the " Purc/wser") intends to purchase from (Name of c urrent Registered Owner] the above referenced Note (the "Note") issued by
PEAKS Trnst 2009-1 (the "Issuer") pursuant to the Amended and Restated Indenture and Credit Agreement, dated as of December 31, 20 IO (the
"Agreeme11t"), by and among the Issuer, Deutsche Bank Trust Company Americas, as indenture trnstee (in such capacity, the "I11dent11re Trustee") and as
collateral agent (in such capacity, the "Collateral Agent" and in its capacities as Indenture Trustee and as Collateral Agent, the "Secu red Party") and
Deutsche Bank National Trust Company, as lender trustee (the " Lender Trul·tee"). Capitalized tenns used and not otherwise defined herein shall have the
respect ive mean ings ascribed to them in the Agreement.
THIS LETTER, OR A FACSIMILE COPY HEREOF, WILL BE DELIVERED TO THE ABOVE ADDRESSEES NO LATER THAN THE DATE OF
PURCHASE.
In connection with the purchase of the Note, the undersigned, as an authorized officer or agent of the Purchaser and on behalf of the Purchaser hereby
agrees to the following terms and conditions and makes the representations and warrant ies stated herein with the express understanding that the tmth and
accuracy of the representations and warranties will be relied upon by the Issuer, the Secured Party, the Owner Trustee and the Administrator:

1. The Purchaser is duly organized, validly ex isting and in good standing under the laws of the jurisdict ion of its creation, and is authorized to
purchase the Note and to execute this letter and any other instruments and documents required to be executed by the Purchaser in connection with the
purchase of the Note. Th e person executing th is In vestment Letter on behalf of the Purchaser and making the certifications included herein is the chief
financial officer, a person fulfilling an equivalent function, or other executive or authorized officer of the Purchaser and is duly authorized to do so on the
Purchaser's behalf.
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2 . The Purchaser qua lifies as (i) an "accredited investor" as that tem1 is defined under Rule 50 I (a)(l), (2), (3) or (7) of Regulation D promulgated under
the Securities Act of 1933, as amended (the "Securities Act" ), (ii) a "qualified institutional buyer" as that term is defined in Rule 144A promulgated under the
Securities Act and (iii) a "qualified purchaser" as that tennis defined in Section 2(a)(5 I )(A) of the Investment Company Act of 1940, as amended (the
" Investment Company Act"), and related rules.
3 . The Purchaser represents that it is purchasing the Note for its own account or for one or more separate accounts maintained by the Purchaser or for the
account of one or more pension or tnist funds and not with a view to the distribution thereof, provi ded that the disposition of such Purchaser's or their
property shall at all times be within the Purchaser's o r their control.
4. The Purchaser understands that the Note has not been registered un der the Securities Act and may be resold only if registered pursuant to the
provisions of the Securities Act or if an exemp tion from registration is availab le, except under c ircumstances where neither such registration nor such an
exemp tion is required by law, and that the Issuer is not required to reg ister the Note.
5. T he Purchaser represents that it (a) is a sophisticated investor familiar with transactions similar to its investment in the Note, (b) understands that an
investment in the Note involves certain risks, including the risk of loss of al l or a substantial part of its investment under certain circumstances, (c) has such
knowledge and experience in financial and b usiness matters to be capable of evaluating the merits and 1isks of its investment in the Note and (d) is able to
bear the economic risk of its investment. The Purchaser represents that it has had access to such financial and other infonnation concerning the transaction as
it has deemed necessary or appropriate in order to make an infonned investment decision with respect to its acqu isition of the Note. The Purchaser represents
that it is not relying on the Issuer or any of its Affiliates for inforn1ation with respect to the Note or any security therefor. The Purchaser has sought such
accounting and tax advice as it has considered necessary.
6 . The Purchaser understands that none of the Issuer, the Secured Party, the Owner Trustee or the Administrator makes any representation as to the
proper characterization o f the Note for legal investmen t or other purposes, or as to the ability of part icular investors to purchase the Note for legal investment
or other purposes, or as to the ability of particular investors to purchase the Note under applicable investment restrictions.
7. The Purchaser understands that it is the Issuer' s intention that the Note be treated as debt of the Issuer for federal income tax purposes, and by
entering into the Subord inated Note Note Purchase Agreement, agrees to so treat the Note and to take no action inconsistent therewith.

8. The Purchaser represents that not it is an employee benefit plan or other retirement arrangement subject Section 406 of £RISA or section 4975 of the
Code or any federal, state, local, non-U.S. or other plan which is subject to substantially similar law.
9. The interpretation of the provisions hereof shall be governed and construed in accordance wi th the laws of the State of New York without regard to
princi ples of conflicts oflaws.
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I 0 . The Purchaser agrees and acknowledges that its representations and warranties given hereunder are being rel ied upon by the addressees in order for
any resale ofa Note to qualify for the exemption provid ed by Section 3(c)(7) under the Investment Company Act, and the exemption provided by
Section 4(2) and Rule 144A under the Securities Act, and the Purchaser shall be deemed to have reaffim1ed the representations and warranties contained in
this Investment Lette r upon an y purchase ofan increased principal amount in any Note pursuant to the Agreement, and shall promptly inform the Issuer if any
of the representations, warranties or covenants set forth herein are not trne as of such date . The Purchaser shall provide notice to any transferees o f the transfer
restrictions applicab le to the Note .
Very Indy yours,
(NAM E OF PURCHASER)

By
Name
Title
D-2-3
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EXHIBIT E
FORM OF MONT HLY REPORTS

PEAKS Trust 2009-l
Mo nthly Servicing Report

I
I I I

Report Date:
Collection Period:

A.
2

3
4

5

B.
I

2
3
4

Series 2009-1 Asset and Liability Summary
Student Loan Sub-Account Portfolio a nd Fund Ba lance
Principal Balance
Accrued Interest
Total P1incipal And Accrued Interest Balance
Fund Accounts Balance
Tot11I Student Loans And Fund Bala nce

I I

Student Loan Sub-Account Portfolio and Fund Balance
Weighted Average Coupon (WAC)
Weighted Average Remaining Maturity (WARM) !includes in-school period!
Number of Loans
Number of Borrowers

I I

Change

$0.00
$0.00

$
$

0.00
0.00

$
$

0.00
0.00

$0.00
$0.00
$0.00

$
$

0.00
0.00
0.00

$
$

0.00
0.00
0.00

$

I I

$

I I

Change

0.00%
0
0
0

0.00%
0
0
0

0.00%
0
0
0
Trust Asset/
Liability
Ratio

D.
I
2

Accounts Balance
Reserve Account
Total Associated Accounts Balance

I J

Change

$0.00

$

0.00

$

$0.00

$

0.00

$

l

0.00%

J

0.00
0.00
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PEAKS Trust 2009-1
Mo nthly Serv icing Report
Report Date:
Collection Period:

II
A.

Series 2009-1 Trust Sub-Account T ransactio ns and Accruals
Student Loan Cash Principa l Activity

I
2

3
4

5

B.

I I
S 0.00
$ 0.00
S 0.00
$ 0.00
$ 0.00

Borrower Payments
Re funds
New Acquisitions
Hold

Total Principal Collections
Student Loan No n-Cash Principal Activity

Tota l Non-Cash Principa l Activity

S 0.00
$ 0.00
$ 0.00
$ 0.00
$ 0.00

C.

Total Stude nt Loan Principal Ac tivity

$

D.

Student Loan Cash Interest Ac tivity

2
3
4

Capitalized Interest
Hold
Charge--0ffs
Other Adjustments

5

I
2
3
4

5
6

E.

I I
0.00
0.00
$ 0.00
$ 0.00
$ 0.00
$ 0 .00

Borrower Payments
Refund s
New Acquisitions
Hold
O ther Adj ust ments

$
$

Total Interest Collections
Stude nt Loan No n-Cash Interest Activity

4

Borrower Accrnals
Capital ized Interest
C harge--0ffs
O ther Adjust ments

5

Total Non-Cash Interest Activ ity

S 0.00
$ 0.00
$ 0.00
$ 0.00
$ 0 .00

Total Stude nt Loan Interest Activity

$

2

3

F.

0.00

0 .00
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PEAKS Trust 2009-1
Monthly Servicing Report
Report Date:
Collection Period:
III.

Series 2009-1 Collection Acco unt Activity

A.

Collection Fund
Beginning Balance
Transfers to Other Funds
Amou nt received in the collect ion account related to the co llection period
Eamings
Recoveries
Payments under the Guaranty Agreements
Hold
Ho ld
Hold
Ending Balance

Ia
lb
Ic
2
3
4

5

____LI
$
$
$
$
$
$
$

$

0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00

L....Q.'2.Q
$

0.00

Estimate.d
0ue

B.
la
lb
2
3a
3b
3c
4a
4b
4c

5
6

7
8
9

10
11
12
13

Estimated Required Payments Under Waterfall
Ordinary Administrative Expenses
Hold
Hold
2009-1 Senior Credit Interest

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

2009-1 Credit Principal

Hold
Ho ld
Hold
Hold
Ho ld
Hold
Ho ld
Hold
Remainder to Issuer
Total Interest Collections

$

0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00

Dislribute fro m
Collection

$
$
$
$

0.00
0.00
0.00
0.00

$
$
$
$
$
$
$
$
$
$
$
$
$

0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00

I I

$

Transfer from Other
Funds

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
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PEAKS Trust 2009-1
Mo nthly Servicing Report
Re port Date:
Collection Period:
Collection Acco unt Credit Waterfall for Payments

IV.

Remaining
Funds
Balance

C

D

Balance Uses

Total Available Funds (Collection Account)

$ 0.00

$

0.00

Administrative Expenses

$ 0.00

$

0.00

$

0.00

Second

Hold

$ 0.00

$

0.00

$

0.00

Third

Pay ment o f Monthly Interest Amount on Senior Credit:
$ 0.00

$

0.00

$

0.00

$0.00

$

0.00

$

0.00

A.
B

CAPI
Account

First

Fourth

Rate

Balance

Duration

0.00%

$ 0.00

0 days

Pay ment of Principal Payme nt Amount o n Senior Credit:

E

Fifth

Hold

$ 0.00

$

0.00

$

0.00

F

Sixth

Hold

$0.00

$

0.00

$

0.00

G

Seventh

Hold

$0.00

$

0.00

$

0.00

H

Eight

Hold

$0.00

$

0.00

$

0.00

I

Ninth

Hold

$0.00

$

0.00

$

0.00

J

Tenth

Hold

$0.00

$

0.00

$

0.00

K

Eleventh

Hold

$0.00

$

0.00

$

0.00

L

Twelfth

Hold

$0.00

$

0.00

$

0.00

M

Thirteenth

Remainder to Issuer

$0.00

$

0.00

$

0.00

[

l
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PEAKS Trust 2009-1
Mo nthly Servicing Report
Repor t Date:
Collection Period:
V.

Seri es 2009-1 Asset Percentages

A.

I
2
3
4
4

2009-1 Trust Asset/Liability Ra tio

_l_l

Student Loan Portfolio Balance (plus accmed and unpaid interest)
Collection Account and Reserve Account Balances
2009- 1 Senior Credit Outstanding (plus accmed and unpaid interest)
Acquisition Account Balance

$0.00
S0.00
$0.00
$0.00

0.00%

2009- 1 Trust Asset/Liability Ra tio
Series 2009-1 Guarantor T riggers
Trigger

B.

Actual

Complia nce

>2.5: 1.00
>3.5: 1.01
<$ I 00,000,000.00

0.00:0.00
0 .00:0.00
$
0 .00

YES/NO
YES/NO
YES/NO

<$200,000,000.00
>25% of Guarantor

$

0 .00

YES/NO

0 .00%

YES/NO

Guarantor

1
2
3
4

5

Debt:EBITDA (on-balance sheet)
Debt:EBITDA (on-balance sheet + off-balance sheet guarantees)
Cash/Cash Equivalents/Restricted Cash
Cash/Cash Equivalents/Rest ricted Cash/ST Investments/Unused Revolv ing Credit
Commitment
Title N Ine ligible Schools

Revenues
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PEAKS Trust 2009-1
Mo nthly Servicing Report
Report Dat.e :
Co llection Period:
VII.

Series 2009-1 Notes

Aggregated Acquisition Account Portfolio Status
# of Loans

Sta tus

Amount($)
Includes Accrued Int.

LNT ERlM:

A

In School
Current

B

In G r ace
Current
TOTAL INTERIM
RE PAYME T:
Active
Current
1-29 Days Delinquent
30-59 Days Delinquent
60-89 Days Delinquent
90- 1 19 Days Del inque nt
> 120 Days Delinquent

C
D

E

Deferment:
Cu1rent

F

For bea rance:
Current
TOTAL REPAYME T
Claims/ Interim Charge-Offs
TOTAL Charge-offs
TOTAL PORTFOLIO(a)

G
H

Percentage (%)

0

$

0

0.00%

0
0

$

0
0

0.00%
0.00%

0
0
0
0
0
0

$
$
$
$
$
$

0.00
0.00

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

0
0
0
0
0

$

o.oo
0.00
0.00
0.00

$

0.00

$

0.00
0.00
0.00
0.00
0.00

$
$
$
$

0.00%
0.00%
0.00%
0.00%
0.00%
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PEAKS Trust 2009-1
Sc hool Trust Sub-Account Portfo lio Trend Analysis Report

I I
IX

SERIES 2009-1
Collection Periods
Report ing Date

A
B

C

D

E

F

I Series 2009-1
Senior Credit $
I Acquisition
Account
Principal
Balance
$
2 Reserve Account
$
Balance
3 Total Principal
and Accmed
Interest
Balance
$
4 Number of Loans
in Account
5 Number of
Borrowers in
Account
I Borrower
PaymentsPrincipal
2 Borrower
PaymentsInterest

October-09

November-09

I I

I I

Oecember-09

I

Ma rch- I 0

_

[ _)_

April- I 0
[ _]

May-1 0

June-10

July- I 0

[_ )

_ l _l _

_I_ I

_

_

_ _

0

$

0

$

0

$

0

$

0

$

0

$

0

$

0

$

0

$

0

0

$

0

$

0

$

0

$

0

$

0

$

0

$

0

$

0

$

0

$

0

0

$

0

$

0

$

0

$

0

$

0

$

0

$

0

$

0

$

0

$

0

0

$

0

$

0

$

0

$

0

$

0

$

0

$

0

$

0

$

0

$

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

$

0

$

0

$

0

$

0

$

0

$

0

$

I Hold
$
2 Ordinary
Admin istrative
Expenses
$
3 Remainder to
Issuer
$

0

$

0

$

0

$

0

$

0

$

0

0

$

0

$

0

0.00%

0
0
0
0.00%
$ 0
$ 0
$ 0
0.00%
0.00%
0.00%
$
$
$

I I

$

0

I 2009-1 Credit
2 Hold
3 Hold
4 Parity
5 Prepayments
6 Defaults
7 Recoveries
8 Prepayments
9 Defaults
IO Recoveries

Februa ry-10

l I

0

$

I Weighted
Average
Coupon
(WAC)
2 Weighted
Average
Rema ining
Maturity
(WARM)

J a nua ry-09

J

0.00%

$

$
$
$
$
$

0
0
0
0.00%
0
0
0
0.00%
0.00%
0.00%

$

0

$

0

$

0

$

0

0

$

0

$

0

$

0

$

0

$

0

$

0

$

0

$

$

0

$

0

$

0

$

0

$

0

$

0

$

0

$

0

0.00%

$
$
$
$
$
$

0
0
0
0.00%
0
0
0
0.00%
0.00%
0.00%

0.00%

$
$
$
$
$
$

0
0
0
0.00%
0
0
0
0.00%
0.00%
0.00%

0.00%

$
$
$
$
$
$

0
0
0
0.00%
0
0
0
0.00%
0.00%
0.00%

0.00%

$
$
$
$
$
$

0
0
0
0.00%
0
0
0
0.00%
0.00%
0.00%

$

0

$

0

$

0

0

$

0

$

0

$

0

0

$

0

$

0

$

0

$

0

$

0

$

0

$

0

$

0

$

0

$

0

$

0

0.00%

$
$
$
$
$
$

0
0
0
0.00%
0
0
0
0.00%
0.00%
0.00%

0.00%

0
0
0
0.00%
$
0
$
0
$
0
0.00%
0.00%
0.00%
$
$
$

0.00%

0
0
0
0.00%
$
0
$
0
$
0
0.00%
0.00%
0.00%
$
$
$

0.00%

0
0
0
0.00%
$
0
$
0
$
0
0.00%
0.00%
0.00%
$
$
$

0.00%

0
0
0
0.00%
$
0
$
0
$
0
0.00%
0.00%
0.00%
$
$
$
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EXHIBITF
FORM OF OFFICER'S CE RTIFICATE OF T HE SECURED PARTY

PURSUANT TO SECTION 2.1l(n)
F-1

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00017140

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review003054

EXHIBIT 10.49

Execution Version

PEAKS TRUST 2009-1
$95,937,703
(maximum outstanding amount)
Student Loan Asset-Backed Variable Funding Subordinated Note

SUBORDINATED NOTE PURCHASE AGREEM ENT

Dated January 20, 20 I 0
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Student Loan Asset-Backed Variable Funding Subordinated Note
January 20, 2010
To: ITT Educational Services, Inc.
13000 North Meridian Street
Carmel, IN 46032
Ladies and Gentlemen:
PEAKS TRUST 2009-1, a Delaware statutory tJust (the "Issue r"), agrees with ITT Educational Services, Inc., a Delaware corporation (the "Note
Purchaser") as follows:
S ECTIO N 1. AUTHORIZATION OF NOTE.

Pursuant to the Indenture and Credit Agreement dated as of January 20, 20 IO among the Issuer, Deutsche Bank National Trust Company, as the lender
trustee (the "Lende r Trustee") and Deutsche Bank Trust Company Americas, as the indenture tru stee and as collateral agent (the "Secured Party") (as
amended, supplemented, restated or otherwise modified from time to time in accordance with the tenns thereof, the "Indenture and Credit Agreement"), the
Issuer has authorized the issuance and sale ofa Student Loan Asset-Backed Variable Fundi ng Subordinate Note (the "Note") hav ing a maximum principal
amount of$95,93 7,703 (the "Maximum Outstanding Amount"). Pursuan t to the hldenture and Credit Agreement, the Issuer will also provide for (i) the
issuance of Student Loan Asset-Backed Sen ior Notes (the "Senior Notes") and (ii) the terms ofa loan (the "Loan" and together with the Senior Notes, the
"Senior Credit" and the Senior Credit, together with the Note, the "Credit") to be made by a lender to the Issuer, as borrower. The Credit will be secured by
the Trust Estate established pursuant to th e Indenture and Credit Agreement. The Note wil l be in all respects junior in priority to the Senior Cred it.
The Issuer will issue the Note in favor of the Note Purchaser and, in consideration thereof, the Note Purchaser will make advances from time to time
(each, an "Ad\•ance") pursuant to the Note. Each such Advance wi ll at a ll times be evidenced by the Note and will result in an increase i n the Outstanding
Amount of the Note by the amount of such Advance. The Outstanding Amount of the Note at any time shall not exceed the Maximum Outstanding Amount.
The Issuer has been estab lished pursuant to a tlust agreement dated as of December 23, 2009, as amended and restated on the date hereof(as fu1ther
amended, supplemented , restated or otherwise modified from time to time in accordance with the terms thereof, the "Trust Agreement'') between Access
Group, Inc. as depositor (in such capacity, the "Depositor") and Deutsche Bank Trust Company Delaware, as owner trustee (the "Owner Trustee"), for the
purpose of purchasing and holding pri vate education loans (such student loans, the "Eligible
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Loans") made to cettain students enrolled in and cettain graduates of, schools owned and operated by ITT Educational Services, Inc. (the "Guarantor"). The
student loans wil l be initially serviced by Access Group, Inc. (in such capac ity, the "Serv icer") pursuant to the tenns and provisions ofan Agreement for
Servicing Private Student Loans, dated as of the date hereof(the "Servicing Agreement"), among the Issuer, the Secured Patty, the Guarantor and the
Servicer. Access Group, Inc., as admin istrator (in such capacity, the "Administrator"), will perfonn certain administrative tasks on behalf of th e Issuer
pursuant to an Administration Agreement, dated as of the date hereof(as amended and supplemented from time to time, the "Administration Agreement"),
among the Issuer, the Secured Party, the Guarantor and the Administrator.
The Guarantor has entered into a Guarantee Agreement (the "Guarantee Agreeme nt") on the date hereof with the Secured Party pursuant to which the
Guarantor has guaranteed certain payment o bligations of the Issuer in respect of the Senior Credit.
Certain capitalized and other tenns used in this Agreement are defined i n Schedule B hereto. Tenns used herein bu t not defined herein or in Schedule B
hereto shall have the meanings ascribed to such tern1s in the Indenture and Credit Agreement. References to a "Schedule" o r an "Exhibit" are, unless
otherwise specified, to a Schedule or an Exhib it attached to thi s Agreement.
SECTIO N 2. SALE AND P URCHASE OF NOTE; ADVANCES.

Section 2 .1. Sale and Purc hase of Note. Subject to the tenns and conditions of this Agreement an d the Indenture and Credit Agreement, the Issuer
shall, pursuant to the Indenture and Credit Agreement, issue and cause the Secu red Party to authenticate and deliver the Note to the Note Purchaser on the
Closing Date. Ln considerati on of the forego ing, the Note Purchaser agrees to make the Advances on the Note on the co nditions set forth herein and in the
Indenture and Credit Agreement.
Section 2 .2. Advances. Upon the Issuer's request, deli vered in accordance with the provisions of Section 2.3, and the satisfaction of all conditions
precedent thereto, subject to the te1111s and conditions of this Agreement and the Indenture and Cred it Agreement, the Note Purchaser shall make Advances on
the Note from time to time eluting the Transfer Period; prov ided that DO Advance shall be required to be made by the Note Purchaser on a proposed Advance
Date if(a) after g iving effect to such Advance, the aggregate Outstanding Amount ofthe Note would exceed the Maximum Outstanding Amount; or (b) the
Originating Lender does not make the related disbursement to the Note Purchaser's account in accordance with clause (B) of Section 4(c)(i) of the Loan
Purchase Agreement.
Section 2.3. Adva nce Procedures. On each day El igible Loans are disbursed by the Originating Lender pursuant to the Loan Purchase Agreement, the
Note Purchaser shall make an Advan ce in an amount equal to 28% of th e aggregate amount of disbursements on the Eligible L-0ans made on such day . Any
such Advance will be deemed made by the Note Purchaser upon de livery of amounts by the Originating Len der to the Secured Party pursuant to clause (B) of
Section 4(cXi) of the Loan Purchase Agreement in the amount of the requi red Advance.
-2-
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Section 2.4. Transfers of ote. The Note Purchaser acknowledges that (i) the Note or any Notes may only be transfen-ed in accordance with the
provisions of the indenture and Credi t Agreement and (ii) the Note Purchaser may not transfer the Note until the expiration of the Transfer Period.
SECTION 3. C LOSING.

The delivery of the Note to the Note Purchaser shall occur at the offices of Bingham McCutchen LLP, One Battery Park Plaza, New York, NY I 0004, at
11 :00 a .m., New York Ci ty time, at a closing (the "Closing") on Januaty 20, 20 IO or on such other Business Day thereafter as may be reasonably agreed upon
by the Issuer and the Note Pu rchaser. At the Closing, the Issuer wil l deliver the Note to the Note Purchaser in the fom, ofa s ingle Note dated the date of the
Closing and registered in the name of the Note Purchaser, against execution and delivery by the Note Purchaser of this Agreement. lfat the Closing the Issuer
shall fai l to tender the Note to the Note Purchaser as provided above in this Section 3, the Note Purchaser shall, at i ts election, be relieved of all further
obligations under this Agreement, withou t thereby waivi ng any rights the Note Purchaser may have by reason of such failure or such nonfulfillment.
SECTION 4. CONDITIONS TO CLOSING.

The Note Purchaser's entry into this Agreement at the Closing is subject to (i) the execution and delivery of the Senior Notes Note Purchase Agreement
and the Loan Agreement with respect to Senior Cred it with an aggregate Senior Credit Balance of$300,000,000, the purchase of and payment for the Senior
Notes by their purchasers and the funding of the Loan to the Issuer by the Lender and (ii) the satisfaction or waiver of the condit ions to closing set forth in
Section 4 of the Senior Notes Note Purchase Agreement and the Loan Agreement; provid ed that in the event that any of such conditions to closing are
waived, such waiver (as evide nced by the purchase of the Senior Notes and the making of the Loan, respective ly) shall not materially adversely affect the
Note Purchaser.
SECTIO N 5. REPRESENTATIONS AND W ARRANTIES OF THE I SSUER.

The Issuer represents and wan-ants to the Note Purchaser that:

Section 5.1. Organization; Power and Authori ty. The Issuer is a statutory trust duly organ ized , val idly existing and in good standing under the laws
of the State of Delaware, and is duly qua lified as a foreig n statu tory trust and is in good stand ing in each jurisdiction in which such qualification is required
by law, other than those j urisdictions as to which the failure to be so qualified or in good standing could not, individually or in the aggregate, reasonably be
expected to have a Material Adverse Effect. The Issuer has the power and authority to own the properties it purports to own, to transact the business it
transacts and proposes to transact, to execute and deliver this Agreement, the other Basic Documents to which it is a party and the Note and to petfonn the
provisions hereof and thereof.
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Section 5.2 . Authorization, Etc. This Agreement, the other Basic Documents to which it is a party and the Note have been duly authorized by all
necessary action on the part of the Issuer, and each of this Agreement and the other Basic Documents to which it is a party constitutes, and upon execution
and delive1y thereof, the Note will constitute, a lega l, valid and b inding obligation of the Issuer enfo rceab le aga inst the Issuer in accordance with its tenns,
except as such enforceabi lity may be limited by (i) applicable bankmptcy, insolvency, reorgan ization, moratorium or other similar laws affecting the
enforcement of creditors' rights generally and (ii) general principles of equity (regardless of whether such enforceability is considered in a proceeding in
equity or at law and includ ing, without limitation, matters relating to jurisdiction and service of p rocess).
Section 5.3. (Reserved (.
Section 5.4 . Subsidiaries. The Issuer has no Subsidiaiies and, so long as the Note is outstanding, the Issuer shall not establish any Subsidiaries.
Section S.S. Material Liabilities. The Issuer does not have any Material liabilities outside of those specifically pennitted by the Indenture and Cred it
Agreement and the other Basic Documents.
Section 5.6. Compliance with Laws, Other Instruments, Etc. The execution, delivery and perfonnance by the Issuer of this Agreement, the other Basic
Documents to which it is a pa1ty and the Note will not (i) contravene, resu lt in any breach of, or constitute a default under, or resul t in the creation of any Lien
(other than pursuant to the Basic Documents) in respect of any property of the Issuer under, any indenture, mortgage, deed oftmst, loan, purchase or cred it
agreement, lease, certificate offonnation, tmst agreement, or any other agreement or instmment to which the Issuer is bound or by which the Issuer or any of
its properties may be bound or affected, (ii) con 0 ict with or result in a breach of any of the tenns, conditions or provisions of any order,judgment, decree, or
mling of any court, arbitrator or Governmental Authority applicable to the Issuer or (iii) violate any provision of any statute or other mle or regulation of any
Governmental Authority applicab le to the Issuer.
Section 5.7. Governmental Authorizations, Etc. No consent, approval or authorization of, or registration, fi ling or declaration with, any Governmenta l
Autho1ity is required in connection with the execution, del ivery or perfo1mance by the Issuer of this Agreement, the other Basic Documents to which it is a
party or the Note.

Sectio n 5.8. Litigation; Observa nce of Agreements, Statutes a nd Orders. (a) There are no actions, suits, investigations or proceedings pending or, to
the knowledge of the Issuer, threatened against or affecting the Issuer or any property of the Issuer in any court or before any arbitrator of any kind or before
or by any Govemmental Authority that, individually or i n the aggregate, could reasonably be expected to have a Mate1ial Adverse Effect.
(b) The Issuer is not in default under any tenn of any agreement or instmment to which it is a party or by which it is bound, or any order,judgment,
decree or ru ling of any comt, arbitrator or Govemmental Authority and is not in violation of any applicable law, ordinance,
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rule or regulat ion (including without limitation Environmental Laws or the USA Patriot Act) of any Governmental Authority, which defau lt or violation,
individually or in the aggregate, could reasonably be expected to have a Material Adverse Effect.

Section 5.9. Taxes. The Issuer has filed all tax returns, if any, that are required to have been filed in any j urisdiction, and has paid all taxes, ifany,
shown to be due and payable on such returns and all other taxes and assessments levied upon it or its properties, assets, income or franchises, to the extent
such taxes and assessments have become due and payable and before they have become delinquent, except for any taxes and assessments (i) the amount of
which is not individually or in the aggregate Material or (i i) the amount, applicability or validity of which is currently being contested in good faith by
appropriate proceedings and with respect to which the Issuer has established adequate reserves in accordance with GAAP. The Issuer knows ofno basis for
any other tax o r assessment that cou ld reasonably be expected to have a Material Adverse Effect. The charges, accmals and reserves, if any, on the books of
the Issuer in respect of Federal, state or other taxes for all fiscal periods are adequate. The Issuer is currently a disregarded entity for purposes of the Code.
Section 5.10. Title to Property; Leases. The Issuer and the Lender Tmstee have good and sufficient title to the Tmst Estate free and clear of L iens that
are prohibi ted by this Agreement and the l.ndenture and Cred it Agreement. The Issuer currently has no leased property and, other than the Trust Estate
estab lished pursuant to the Indenture and Credit Agreement, contract rights under the Basic Documents and any capital contributed to the Issuer by the
Depositor, the Issuer has no other property.
Section 5.11. Licenses, Permits, Etc. (a) The Issuer owns or possesses all licenses, pennits, franchises, authorizations, patents, co pyrights, proprietary
software, service marks, trademarks and trade names, or tights thereto, if any, that individually or in the aggregate are Material, without known conflict with
the rights ofothers.
(b) To the best knowledge of the Issuer, no product of the Issuer, if any, infringes in any material respect any license, pennit, franchise, authorization,
patent, copyright, proprietary software, service mark, trademark, trade name or other right owned by any other Person.

(c) To the best knowledge of the Issuer, there is no Material vio lation by any Person of any tight of the Issuer with respect to any patent, copyright,
proprietary software, service mark, trademark, trade name or other right owned or used by the Issuer.

Section 5.12. ERISA Plans The Issuer does not have any employees and does not maintain, nor has it ever maintained, any Plans.
Section 5 .13. Private Offering by the Issuer. Neither the Issuer nor anyone acting on its behalf has taken, or will take, any action that would subject
the issuance or sale of the Note to the Note Purchaser to the registration requirements of Section 5 of the Secu rities Act or to the registration requirements of
any securities or blue sky laws of any applicable jurisdiction.

-5-

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00017150

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review003064

Section 5.14. Use of Proceeds; Margin Regulations. The proceeds of the sale of the Note will be deposited by the Issuer into the Acquisit ion Account.
Amounts on deposit in the Acquisition Account will be applied as set forth in the Basic Documents. No part of the proceeds from the sale of the Note
hereunder will be used, directly or indirectly, for the purpose of buying or carrying any margin stock within the meaning of Regu lation U of the Board of
Governors oft he Federal Reserve System ( 12 CFR 221 ), or for the purpose of buying or carryi ng or trading in any securities under such circumstances as to
involve the Issuer in a violation of Regulation X of said Board (12 CPR 224) or to involve any broker or dealer in a violation of Regulation T of said Board
( 12 CPR 220). Margin stock does not constitute any of the va lue of the conso lidated assets of the Issuer and the Issuer does not have any p resent intention
that margin stock will const itute any of the value of such assets. As used in this Section, the tenns "margin stock" and "purpose of buy ing or carry ing"
shall have the meanings assigned to them in said Regu lation U.
Section 5 .1 5. Security Interest in Trust Estate; Future Liens. (a) The security interest in the Tmst Estate in favor of t he Secured Party shall have
priority over any other security inte rest in the Trnst Estate. In the event that the transactions contemplated by the Loan Purchase Agreement are not construed
to be sales ofFinanced Loans and Partici pat ion Interests to the Trust and the Lender Trustee, the security interest in the Financed Loans and Participation
Interests purpotted to be sold thereunder in favor of the Tmst and the Lender Tmstee shall have priotity over any o ther security interest in such Financed
Loans and Participation Interests.
(b) Upon consummat ion oft he t ransactions contemplated by the Basic Documents, the Credit const itutes the only outstand ing indebtedness of the
Issuer and , other than indebtedness incurred on the Subordinated Note as a result of Subordinated Note Advances, the Issuer shall not incur any indebtedness
for borrowed money other than the indebtedness of the Sen ior Credit issued on the C losing Date. No event or condition exists that would constitute (or that
with notice or t he lapse of t ime, or both, would constitute) an Event of Default under the Indenture and Credit Agreement.
(c) Except as pennitted by the Indenture and Credit Agreement, the Issuer has not agreed or consented to cause or permit in the future (upon the
happening of a contingency or otherwise) any of its propetty, whether now owned or hereafter acquired, to be subject to a Lien.

Section 5 .16 . Foreign Assets Control Regulations, Etc. (a) Neither th e sale of the Note by the Issuer hereunder nor the use of the proceeds thereof will
v iolate t he Trading with the Enemy Act, as amended, or any of the foreign assets control regu lations of the United States Treasury Department (31 CPR,
Subtitle B, Chapter V, as amended) or any enabling legislation or executive order relating thereto .
(b) The Issuer (i) is not a Person described or desig nated in the Specially Designated Nationals and Blocked Persons List oft he Office ofFore ign Assets
Control or in Section 1 of the Ant i-Terrorism Order and (ii) does not engage in any dealings or transactions with any such Person. The Issuer is in compliance,
in all material respects, w ith the USA Pat riot Act.
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(c) No pait of the proceeds from the sale of the Notes hereunder will be used, direct ly or ind irectly, for any payments to any governmental official or
employee, political party, official of a po litica l party, candidate for polit ical office, or anyone else acting in an official capacity , in order to obtain, retain or
direct business or o btain any improper advantage, in v iolation of the United States Foreign Corrupt Practices Ac t of 1977, as amended, assuming in a ll cases
that such Act applies to the Issuer.

Section 5.17. Status under Certain Statutes. The Issuer is not subj ect to regulation under the Investment Company Act of 1940, as amended, the Public
Uti lity Hold ing Company Act of 2005, as amended, the ICC Tennination Act of 1995, as amended, or the Federal Power Act, as amended.
Section 5.18. E nvironmenta l Matters. (a) The Issuer has no knowledge of any claim and has not received any notice of any claim, and no proceeding
has been instituted raising any claim against the Issuer or any of its real properties now or fonnerly owned, leased or operated in the name ofor under the
control of the Issuer or other assets, alleging any damage to the environment or violation of any Environmental Laws, except, in each case, such as could not
reasonably be expected to result in a Material Adverse Effect.
(b) The Issuer has no knowledge ofany facts which would give rise to any claim, public or private, of violat ion of Environmental Laws or damage to
the environment emanating from, occuning on or in any way re lated to real properties now or fonnerly owned, leased or operated in the name of o r under the
control o f the Issuer or to other assets or thei r use, except, in each case, such as could not reasonably be expected to result in a Material Adverse Effect.
(c) The Issuer has not stored any Hazardous Materials on real properties now or fonnerly owned, leased or operated in the name of or under the control
of the Issuer and has not disposed of any Hazardous Materials in a manner contrary to any Environmental Laws in each case in any manner that could
reasonably be expected to result in a Material Adverse Effect; and
(d) All buildings on all real properties now owned, leased or operated in the name of or under the contro l of the Issuer are in compliance with
applicable Environmental Laws, except where failure to comply could not reasonably be expected to result in a Material Adverse Effect.
SECTIO N 6. REPRESENTATIONS O F THE N OTE PURCH ASER.

Section 6.1. Purchase for Investment; Status of Note Purc haser. The Note Purchaser represents and warrants that it is purchasing the Note for its own
acco unt and not with a view to the distribution thereof.provided that the disposition of the Note Purchaser's property shall at a ll times be within the Note
Purchaser's contro l. The Note Purchaser understands that the Note has not been registered under the Securities Act or any other app licable securities or "blue
sky" laws of any state o r other jurisdiction and may be reso ld only pursuant to an exemption from registrat ion under the Securities Act and such other
securities laws and in accordance with the provisions of the lndent11re and Credit Agreement. The Note Purchaser represents and warrants that it is an
Institutional Accredited Investor or a Qualified Institutional Buyer. On or prior to the Closing Date, the Note Purchaser agrees to deliver to the Issuer and the
Secured Party tbe Investment Letter in the fonn set fonh in Exhibit D-2 to the Indenture and Credit Agreement.
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Section 6.2. ERISA. The Note Purchaser represents and warrants that either (i) it is not an employee benefit plan or other retirement arrangement
subject to Section 406 of ER ISA or Section 4 975 of the Code or any federal, state, local, non-U.S. or other plan which is subject to substantially simi lar law
("Similar Law"), (collective ly, a "Pla n") or a Person acting on behalf of any such Plan or a Person using the assets of any such Plan or ( ii) the acquisition,
holding and disposit ion of the Note will not give rise to a non -exempt proh ibited transaction under Section 406 ofERISA or Section 4975 oft he Code
because it will satisfy the requirements for ex emptive relief under Prohibited Transaction Class Exemption ("PTCE") 84-14, PTCE 90-1, PTCE 91-38, PTCE
95-60, PTCE 96-23 or the statutory exemption for nonfiduciary service providers under Section 408(b)(l 7) ofERlSA or Section 4975(d)(20) of the Code or
another applicable admin istrative or statutory exemption and in the case of a Plan subject to Similar Law, will not result in a non-exempt violation of such
substantially similar law.
Section 6 .3. Due Diligence, etc .. The Note Purchaser represents and warrants that it (a) is a sophisticated in vestor fami liar with transactions similar to its
investment in the Note, (b) understands that an investment in the Note involves ce1tain risks, including the risk ofloss of all or a substantial part of its
investment under certain c ircumstances, (c) has such knowledge and experience in financial and business matters to be capable of evaluating the merits and
risks of its investment in the Note and (d) is able to bear the economic risk of its investment. The Note Purchaser represents and warrants that it has had access
to such financ ial and other infomiation concerning the transaction and the Issuer as it has deemed necessary or appropriate in order to make an infonued
investment decision with respect to its acquisition of the Note. The Note Purchaser represents and warrants that it is not relying on the Issuer or any of its
Affi liates for information with respect to the Note or any security th erefor. The Note Purchaser has sough t such accounting and tax advice in connection with
its in vestment in the Note as it has cons idered necessary. The Note Purchaser understands that none of the Issuer, the Secured Party, the Owner Trustee or the
Administrator makes any representation or warranty as to the proper characterization of the Note for legal investment or o ther purposes, or as to the ability of
particular investors to purchase the Note for legal investment or other purposes, or as to the ability of particular investors to purchase the Note under
applicable investment restrictions.
Section 6.4. T ax Treatment. The Note Purchaser understands that it is the Issuer's intention that the Note be treated as debt for federa l, state, and local
income and franchise tax purposes, and by its acceptance of the Note, agrees to so treat the Note as a debt instmment and to take no action inconsistent
therewith. The Note Purchaser agrees, so long as there is a s ingle owner of the lssuer, to treat the lssuer as disregarded as an entity separate from the Depositor
for the purpose of federal and state income tax, franchise tax and any other tax measured in whole or in part by income. If at any time the Depositor or any
successor Certificateholder is not the sole equ ity owner, the Note Purchaser agrees to treat the Issuer as a partnersh ip for the purpose offed era I and state
income tax, franch ise tax and an y other tax measured in whole o r in part by income.
-8-
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SECTION 7. INFORMATION AS TO ISSUER.

Section 7 .1. Financial and Business Information. The Issuer shall deliver, or direct the Secured Party to deliver, to each holder of Notes:
(a) Payment Dote Certificate - not later than the Business Day preceding each Payment Date (as defined in the Indenture and Cred it
Agreement), a Payment Date Cert ificate in the fom, attached as Exhibit C to the Indenture and Credit Agreement.
(b) Monthly Report -

within 15 days after each Payment Date, a report in the form attached as Exhibit E to the Indenture and Credit Agreement.

(c) Compliance Certificate - not more than five Business Days after receipt by the Secured Party from the Issuer (which receipt by the Secured
Party shall be within 120 days after the end ofeach fiscal year of the Issuer), the compliance certificate required by Section 4. 14 of the Indenture and
Credit Agreement, and the Issuer shall cause the Secured Party to agree to make such delivery to the holder of the Note.
(d) Notice ofDefault or Event ofDefault - promptly, and in any event within five d ays after a Responsible Officer becoming aware of the
existence of any Default or Event of Default or that any Person has given any notice ortaken any action with respect to a claimed default hereunderor
that any Person has g iven any notice or taken any action with respect to a claimed default, a written notice specifying the nature and period of
existence thereof and what action the Issuer is taking or proposes to take with respect thereto;
(e) ER/SA Matters - promptly, and in any event with in five days after a Responsible Officer becoming aware of any of the following, a written
notice setting forth the nature thereof and the action, if any, that the Issuer proposes to take with respect thereto:
(i) with respect to any Plan, any repottable event, as defined in section 4043(c) ofERISA and the regu lations thereunder, for which notice
thereof has not been waived pursuant to such regulations as in effect on the date hereof; or
(ii) the taking by the PBGC of steps to institute, or the threatening by the PBGC of the institution of; proceedings under section 4042 of
ERISA for the tennination of, or the appointment of a trustee to administer, any Plan, or the receipt by the Issuer of a notice from a
Multi-employer Plan that such action has been taken by the PBGC with respect to such Multi-employer Plan; or
(iii) any event, transaction or condition that cou ld resu lt in the incutTence of any liability by the Issuer pursuant to Title I or IV ofERISA
or the penalty or excise tax provisions of the Code relating to employee benefit plans, or in the imposition of any Lien on any of the rights,
propetties or assets of the
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Issuer pursuant to Title I or N ofERISA or such penalty or excise tax provisions, if such liabi lity or Lien, taken together with any other such
liab ilities or Liens then existing, could reasonably be expected to have a Material Adverse Effect;

(0 Notices from Governmental Authority- promptly, and in any event with in 30 days of receipt thereof, copies of any notice to the Issuer from
any Federal o r state Governmental Authority relating to any order, mling, statute or other law or regulation that could reasonab ly be expected to have a
Materia l Adverse Effect;
(g) Notices. Waivers. Amendments and Opinions under the Basic Documents - promptly, any notices, other than routine periodic notices,
investment instmctions and information summarized in the monthly report provided pursuant to Section 7. l (b), g iven by the lssuer to or received from
the Secured Pa1ty or the Adm inistrator pursuant to the Indenture and Credit Agreement or any other Basic Document, any waivers provided with
respect to the Basic Documents, copies of any amendments to the Basic Documents and copies of any opin ions delivered in connection with such
amendments; and
(h) Requested Information - with reasonable promp tness, such other data and infonnation re lating to the business, operations, affairs, financial
condi tion, assets or properties of the Issuer or relating to the ability of the Issuer to pe rfonn its obligations hereunder, under the other Basic Documents
to which it is a party and under the Note as from time to time may be reasonab ly requested by any such holder of the Note; provided, however, that the
Issuer is not required to provide, or cause to be provided, infonnation which is specific to the Student Loans that is not otherwise provided in the
monthly report del ivered pursuant to Section 7. I (b) above.
SECTIO N 8. TERMS OF TH E NOTE.

The Note shall have the tenns (includ ing with respect to payment of principal and interest), rights and remedies as provided in the Indenture and Credit
Agreement.
SECTIO N 9 . AFF IRMATIV E C OVENANTS.

The Issuer covenants that so long as the Note is outstanding:

Section 9 .1. Compliance with Law. Withou t limiting Section I 0.4, the lssuer will comply with all laws, ord inances or governmental mies or
regulations to which it is subject, including, without limitation, ERISA, the USA Patriot Act and Environmental Laws, and will obtain and maintain in effect
all licenses, certificates, pem1its, franchises and other govemmental authorizations, if any, necessary to the ownership of its properties or to the conduct of its
businesses, in each case to the extent necessa1y to ensure that non-compliance with such laws, ordinances or governmental mies or regu lations or failures to
obtain or maintain in effect such licenses, certificates, pennits, franchises and other governmental autho1izations could not, individually or in the aggregate,
reasonably be expected to have a Material Adverse Effect.
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Section 9.2 . Insurancc. The Issuer has no property other than as described in Section 5.10 of this Agreement and the Issuer does not presently cany or
intend to cany any insurance.
Section 9.3. Maintenance of Properties. The Issuer will maintain and keep, or cause to be maintained and kept, prope1ties, if any, in good repair,
working o rder and condition (other than ordinary wear and tear), so that the business carried on in connection therewith may be properly conducted at all
times,pro vided that th is Section shall not prevent the Issuer from discontinuing the operation and the maintenance of any of its prope1ties if such
discontinuance is desirable in the con duct of its business and the Issuer has concluded that such discontinuance could not, individually or in the aggregate,
reasonably be expec ted to have a Material Adverse Effect.
Section 9.4. Payment of Taxes a nd Claims. The Issuer will fi le all tax returns required to be filed in any jurisdiction and to pay and discharge all taxes
shown to be due and payable on such returns and all other taxes, assessments, governmental charges, or levies imposed on it or any of its properties, assets,
income or franchises, to the extent the same have become due and payable and before they have become delinquent and all claims for which sums have
become due and payable that have or mig ht become a Lien on propelties or assets of the lssuer, provided that the Issuer need not pay an y such tax,
assessment, charge, levy or claim if (i) the amount, app licability or va lidity thereof is contested by the Issuer on a timely basis in good faith and in
appropriate proceedings, and the Issuer has established adequate reserves therefor in accordance with GAAP on the books ofthe Issuer or (ii) the nonpayment
of all such taxes, assessments, charges, lev ies and claims in the aggregate could not reasonab ly be expected to have a Material Adverse Effect. The Issuer is
currently a disregarded entity for purposes of the Code.
Section 9 .5. Existence, Etc. The Issuer will at all times preserve and keep in ful l force and effect its existence as a Delaware statutory tmst. The Issuer
will at a ll times preserve and keep in full force and effect all rights and franchises of the Issuer unless, in the good faith judgment of the Issuer, the tennination
of or failure to preserve and keep in full force and effect such existence, right or franchise cou ld not, individually or in the aggregate, have a Material Adverse
Effect.
Section 9 .6. Books and Reco rds. The Issuer will maintain proper books of record and account in conformity with GAAP and all applicable
requirements of any Governmental Authority having legal or regulatory j urisdiction over the Issuer.
SECTIO N 10. N ECATIVE COVENANTS.

The Issuer covenants that so long as the Note is outstanding:
Section I O.J. Transactions with Affiliates. Except as provided in the Indenture and Credit Agreement and the other Basic Documents, the Issuer wi ll
not enter into directly or indirectly any transaction o r group of related transactions (including without limitation the purchase, lease, sale or exchange of
prope1ties of any kind orthe rendering ofany service) with any Affiliate, except in the ordina1y course and pursuant to the reasonab le requirements of the
Issuer's business and upon fair and reasonable tenns no less favorab le to the Issuer than would be obtainable in a comparable arm's-length transaction with a
Person not an Affiliate.
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Section 10.2. Merger, Consolidation, Etc. The Issuer will not consolidate with or merge with any other Person or convey, transfer or lease all or
substantially all of its assets in a single transaction or series of transactions to any Person.
Section 103. Line of Business. The Issuer will not engage in any business if, as a result, the general nature of the business in which the Issuer would
then be engaged would be substantially changed from the genera l nature of the business in which the Issuer is engaged on the date of th is Agreement.
Section 10.4. Terrorism Sanctions Regulations. The Issuer will not (a) become a Person described or designated in the Specially Designated Nationals
and Blocked Persons Li st of the Office ofFo reign Assets Contro l or in Section I of the Anti -Terrorism Order or (b) engage in an y deal ings or transact ions with
any such Person, provided that no Creditor is such a Person.
SECTIO N 11. RIGHTS OF CREDITORS.

The Note Purchaser acknowledges and agrees that (i) the Issuer's payment ob ligations in respect of the No te under this Agreement and the Indenture
and Credit Agreement wi ll be subordinate in a ll respects to the Issuer's payment obligations in respect of the Senior Credit and (ii) so long as the Senior
C redit is the Priority C lass Credit under the Indenture and Credit Agreement, the Registered Owner of the Note may not exercise any rights granted to the
Priority C lass Cred itors under the Indenture and Credit Agreement.
SECTION 12. IRESERVED).
SECTION 13. P AYMEl'iTS, REGISTRATION; TRANSFER, EXCHANGE; SUBSTITUTION OF NOTE.

Payment, registration, transfer, exchange and substitution of the Note shall be in accordance with the Indenture and Credit Agreement.
SECTIO N 14. (RESERVED).
S ECTIO N 15. )RESERVED).
SECTIO N 16. SURV£VAL OF REPRESENTATIONS AND W A RRANTIES; E NTIRE AGREEMENT.

All representations and warranties of the Issuer and the Note Purchaser contained herein sha ll survive the execution and delivery of this Agreement, the
other Basic Documents to which it is a party and the Note, the purchase or transfer by the Note Purchaser of any Note and the payment of the Note, and may
be rel ied upon b y any su bsequent holder ofthe Note, regardless of any investigation made at any time by or on behal fofthe Note Purchaser or any other
holder of

-12-

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00017157

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review003071

the Note. All representations and waITanties of the Issuer and the Note Purchaser contained in any cert ificate or other instrument delivered by or on behalf of
the Issuer or the Note Purchaser pursuant to this Agreement shall be deemed representations and warranties of the Issuer or the Note Purchaser under this
Agreement. Subject to the preceding sentence, this Agreement, the other Basic Documents and the Note embody the entire agreement and understanding
between the Note Purchaser and the Issuer and supersede all prior agreements and understand ings relating to the subject matter hereof.
SECTIO N .17. AM£N DM:ENTAN 0 W AIVER.

Section 17.J . Requirements. This Agreement may be amended, and the observance of any lem1 may b e waived (either retroactively or prospectively),
with (and only with) the written consent of the Issuer and the Note Purchaser.
Section 17 .2. Solicitatio n of Holders o f Note. The Issuer will provide, o r cause to be provided to, the ho lder of the Note (irrespect ive of the amount of
the Note then owned by it) with sufficient infonnation, suffic iently far in advance of the date a decision is requ ired, to enable such ho lder to make an
infom1ed and considered decision with respect to any proposed amendment, waiver or consent in respect of any of the provisions hereof, of the other Basic
Documents or of the Note. The Issuer will deliver, or cause to be delivered and executed true and correct copies of each amendment, waiver or consent
effected pursuant to the p rov isions of this Section 17 to the holderofthe Note promptly following the date on which it is executed and delivered by, or
receives the consent or app roval of, the holder of the Note.
Section 17.3. Binding Effect, etc. Any amendment or waiver consented to as provided in this Section 17 is binding upon the holder of the Note and
upon each future holder of the Note and upon the Issuer without regard to whether the Note has been marked to indicate such amendment or waiver. No such
amendment or waiver will ex tend to or affect any obl igat ion, covenant, agreement, Default or Event of Default not expressly amended or wa ived or impair
any right consequen t thereon. No course of dealing between the Issuer and the holder of the Note nor any delay in exercising any tights hereunder or under
the Note shall operate as a waiver of any rights of the holder of the Note. As used herein, the tenn "this Agreement" and references thereto shall mean this
Agreement as it may from t ime to time be amended o r supplemented.
SECTIO N 18. NOTICES.

All notices and communications provided for hereunder shall be in \\1iting and sent (a) by telecopy if the sender on the same day sends a confimling
copy of such not ice by a recognized overnight delivery service (charges p repaid), (b) by regi stered or certified mail with return receipt requested (postage
prepa id), (c) by a recognized overn ight delive1y serv ice (with cha rges prepa id) or (d) with respect to the reports set forth in Sections 7 .I (a) and (b) by e-mail
fol lowed by a confiITning copy by regu lar mail (postage prepai d). Any such notice must be sent:
(i) if to the Note Purchaser or its nominee, to the Note Purchaser or nominee at the address spec ified for such communications i11 Schedule A, or a t
such other address as the Note Purchaser or nominee shall have specified to the Issuer (with a copy to the Secured Party as provided be low requesting
that the Secured Party update such address of the Note Purchaser on the note register maintained by the Secured Party) in writing,
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(i i) ifto any other holder of the Note, to such holder at such address as such other holder shall have specified to the lssuer(with a copy to the
Secured Party as provided below requesting that the Secured Party update such address of the holder on th e note register maintained by the Secured
Party) in writing, or
(iii) ifto the Issuer, to the Issuer at the fo llowing address, or at such other address as the Issuer shall have specified to the holder of each Note in
writing:
PEAKS Trust 2009-1
c/o Deutsche Bank Trust Company Delaware
1011 Centre Road, Suite 200
Wilmington, De laware 19805
Attention: E lizabeth B . Feny
Telephone: (302) 636-3392
Facsimile: (302) 636-3399
with a copy to the Secured Party
Deutsche Bank Tmst Company Americas
c/o Deutsche Bank National Trust Company
I 00 Plaza One
Jersey City, NJ 073 11-390 I
Attention: Susan Barstock
Telephone: (20 I ) 593-842 1
Facsimile: (2 12) 553-2458
and a copy to the Administrator:
Access Group, Inc.
P.O. Box 7430
5500 Brandywine Parkway
Wilmin gton, Delaware 19803
Attention: Vice President-Po1tfolio Management
Telephone: (302) 477-407 1
Facsimile: (302) 477-4032

Notices under this Section 18 will be deemed given on ly when actually received. Notices under this Section 18 delivered via email will be deemed given
upon actual receipt of the app licab le email.
-1 4 -
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SECTION

19. REPRODUCTION OF 00CUME1'"TS.

This Agreement and all documents relating hereto, including, without limitation, (a) consents, waivers and modifications that may hereafter be
executed, (b) docum ents received by the Note Pu rchaser at the Closing (except the Note itsel I), and (c) financial statements, certificates and other infom,ation
previously or hereafter furnished to the Note Purchaser, may be reproduced by the Note Purchaser by any photographic, photostatic, electronic, digital, or
other similar process and the Note Purchaser may destroy any original document so reproduced. The Issuer agrees and stipulates that, to the extent pem,itted
by applicable law, any such reproduction shall be admissib le in evidence as the original itself i n any jud ic ia l or administrat ive proceed ing (whether or not
the original is in existence and whether or not such reproduction was made by the Note Purchaser in the regular course of business) and any enlargement,
facsimile or further reproduction of such reproduct ion shall likewise be admissible in evidence. This Section 19 shall not proh ibit the Issuer or any other
holder of the Note from contesting any such reproduction to the same extent that it could contest th e original, or from introducing evidence to demonstrate
the inaccuracy of an y such reproduction.
S ECTIO N 20. [RESERVED).
S ECTIO N 21. [RESERVED).
SECTIO N 22. M ISCELLANEO US.

Section 22.1. Successo rs and Assig ns. All covenants and other agreements contained in this Agreement by or on behalf of any of the pa1ties hereto
bind and inure to the benefit of their respective successors and assigns (including, without limitation, any subsequent holder of the Note) whether so
expressed or not. The Note ?urchaser hereunder may, without the consent of the Issuer, assig n its rights, title , interests and ob ligations in this Agreement with
respect to the Note to any s ubsequent purchaser of the Note, and such subsequent p urchaser shall thereafter have all of the rights, title, interests and
obligations of the Note Purchaser with respect to the Note as if such subsequen t purchaser was an orig inal party to th is Agreement and had purchased the
Note directly from the Issuer; provided that the Note was transfen-ed in accordance with this Agreement and the Indenture and Credi t Agreement.
Section 22 .2 . T hird Party Beneficia ries. Access Group, Inc., as Admin istrator, shall be express third-party beneficiaries of this Agreement entitled to
the righ ts and benefits hereunder and may enforce the provisions hereof as ifit were a party hereto.
Section 22 .3 . Accounting Terms. All accounting tenns used he re in which are not expressly defined in this Agreement have the meanings respectively
g iven to them in accordance with GAAP. Except as otherwise specifically provided herein, (i) all computations made pursuant to this Agreement sha ll be
made in accordance with GAAP, and (ii) all financial statements s hall be prepared in accordance with GAAP.
Section 22 .4 . Severability. Any provision of this Agreement that is prohibited o r unenforceable in any jurisdiction shall, as to such j urisdict ion, be

ineffective to the extent of such prohibition or unenforceab ility without invalidating the remaining provisions hereof, and any such prohibition or
unenforceability in any jurisd iction shall (to the full extent pe011itted by law) not invalidate or render unenforceable such provision in any other jurisd iction.
-15-
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Section 22.5. Construction, etc. Each covenant contained herein shall be construed (absent exp ress provision to the contrary) as being independent of
each other covenant conta ined herein, so that compl iance with any one covenant shall not (absent such an express contrary provision) be deemed to excuse
comp liance with any other covenant. Where any provision herein refers to action to be taken by any Person, or which such Person is prohibited from taking,
such p rovision shall be applicable whether such action is taken directly or indirectly by such Person.
Fo r the avoidance of doubt, all Schedules and Exhibits attached to this Agreement shall be a part hereof

Section 22.6 . Counterparts. Th is Agreement may be executed in any numberofcounterparts, each of which shall be an o riginal b ut all of which
together shall consti tute one instrument. Each counterpart may consist of a nmnber of copies hereof, each signed by less than all, but together signed by all,
of the parties hereto.
Section 22.7 . Governing Law. This Agreement shall be construed and enforced in accordance with, and the rights of the parties shall be governed by,
the law of the State of New York excluding choice-of-law princip les of the law of such State that would permit the application of the laws of a jurisdiction
other than such State.
Section 22.8. Jurisdiction a nd Process; Waiver of Jury Trial. (a) The Issuer irrevocably submits to the non-exclusive j urisdiction of any New York
State or federa l court sitting in the Borough of Manhattan, The City of New York, over any suit, action or proceeding arising out ofor relating to th is
Agreement, the Indenture and Credit Agreement or the Note . To the fullest extent permitted by applicable law, the Issuer irrevocably waives and agrees not to
assert, by way o f mot ion, as a defense or otherwise, any c laim that it is not subject to the jurisdiction of any such court, any objection that it may now or
hereafter have to the laying of the venue of any such suit, act ion or proceeding brought in any such court and any claim that any such suit, action or
proceeding brought in any such coun has been brought in an inconvenient forum.
(b) The Issuer consents to process being served by oron behalfof the holderofthe Note in any suit, action or proceeding of the nature referred to in
Section 22.8(a) by mai ling a co py thereof by registered or certified mail (or any substantially similar form of mail), postage prepaid, retum receipt requested,
to it at its address specified in Section 18 or at such otheraddress ofwhich such holder shall then have been notified pursuant to said Section. The Issuer
agrees that such service upon receipt (i)shall be deemed in every respect effective service ofprocess upon it in any such suit, action o r proceeding and
(ii) shall, to the fullest extent permitted by applicable law, be taken and held to be val id personal service upon and personal delivery to it. Notices hereunder
shall be conclusively presumed received as ev idenced by a delivery receipt furnished by the United States Postal Service or any reputable commercial
delivery service.
(c) Nothin g in this Section 22.8 shall affect the right of the holder of the Note to serve process in any manner pennitted by law, or limit any right that
the holder of the Note may have to bring proceedings against the Issuer in the courts of any appropriate jurisdiction or to enforce in any lawful manner a
judgment obta ined in on e j urisdiction in any other jurisdiction.
-16-
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(d) The parties hereto hereby waive trial by j u1y in any action brought on or with respect to this Agreement, the Indenture and Credit Agreement, the
Note or any other document executed in connection herewith or therewith .

Section 22.9. Limited Recourse Obligations. Notwithstanding any provision in any other Section of this Agreement to the contrary, the Note
Purchaser hereby acknowledges and agrees that the Issu er's payment obligations under this Agreement shall be limited to the extent of funds availab le for
payment of the foregoing amounts under the Indenture and Credit Agreement. Any amount which the Issuer does not pay hereunder pursuant to the operation
of the preceding sentence shall not constitute a claim (as defined in Section IO I of the United States Bankruptcy Code) against the Issuer until such time as
funds do become so available to the Issuer to pay such amount and such amount is not paid promptly thereafter.
Section 22.10. No Proceedings. The Note Purchaser hereby agrees that it will not institute against, or join any other Person in instituting against, the
Issuer any bankruptcy, reorganization, arrangement, insolvency or liquidation proceeding under any federal or state bankruptcy or similar law for one year
and a day after the f inal Maturity Date of the Note.
Section 22.1 I. Limitation of Liability of Deutsche Bank Trust Company Delaware. Notwithstand ing anything contained herein to the contrary,
(a) this Agreement has been executed by Deutsche Bank Trust Company Delaware, not in its individual or persona l capacity but so lely in its capacity as
ovmer tmstee for the Issuer in the exercise of the powers and authority conferred and vested in it as owner tmstee under the Trust Agreement, subject to the
protections, indemnities and limi tations from liabi lity afforded to the Owner Trustee thereunder; (b) the representations, warranties, covenants, undertakings,
agreements and ob ligations by the Issuer are made and intended not as personal representations, wa1rnnties, covenan ts, unde1takings, agreements and
obligations by the Owner Tmstee, but are made and intended for the purpose ofonly binding the Issuer; (c) nothing contained herein shall be constmed as
creating any liab ility on the Owner Trustee, individually or p ersonally, to perfom1 any expressed or implied covenant, duty or obligation of the Issuer of any
k ind whatsoever conta ined herein; and (d) under no circumstances shall the Owner Tmstee be personally liable for the payment of any fees, costs,
indebtedness o r expenses of any kind whatsoever or be personally liable for the breach or failure of any obligation, representation, agreement, warranty or
covenant whatsoever made o r undertaken by the Issuer hereunder and (e) in no event shall Deutsche Bank Trust Company Delaware in its individual capacity
or any beneficial owner of the Issuer have any liability for the representations, warranties, covenants, agreements or other obligations of the Issuer hereunder
as to all of which recourse shall be had solely to the assets of the Issuer.
Section 22.12. Concerning the Administrator. It is expressly understood and agreed by the parties to this Agreement that (a) in the exercise of the
powers and authority conferred and vested in it as Administrator under the Administration Agreement, and subject to the protections and limitations from
liability a fforded to the Administrator thereunder, Access Group, Inc. is acting solely in its capacity as Administrator on behalf of the Issuer and not in its
individua l or
- 17-
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personal capacity; (b) the representations, wammties, certifications, covenants, undertakings, agreements and ob ligations by Access Group, Inc. here in and in
the certificates delivered pursuant hereto are made and intended not as personal representat ions, warranties, covenan ts, undertak ings, agreements and
obligations by Access Group, Inc., bu t a re made and intended for the purpose ofon ly binding the Tmst Estate and the Issuer; and (c) except as provided in the
Administration Agreement, nothing contained herein sh al I be constmed as c reating an y liability on Access Group, l.nc., individ ually or personally, to perfonn
any expressed or imp lied covenant, duty or obligation of any kind whatsoever contained herein.

* * * * *
-1 8-
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If you are in agreement with the foregoing, p lease sign the fonn of agreement on a counterpart of this Agreement and return it to the Issuer, whereupon
th is Agreement shall become a binding agreement between you and the Issuer.
Very truly yours,
PEAKS TRUST 2009-1
By: DEUTSCHE BANK TRUST COMPANY DELAWARE, not
in its individua l capacity or personal capacity but solely in its
capacity as Owner Trustee
By
Isl Susan Barstock
Name Susan Barstock
Title Attorney in Fact
By
Isl Mark Di Giacomo
Name Mark DiGiacomo
Title Attorney in Fact
This Agreement is hereby
accepted and agreed to as
of the date thereof.
ITT EDUCATIONAL SERVICES, INC.
By
Name
Title

Isl Kevin M. Modany
Kev in M. Modany
Chairn1an and CEO
-19-
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SCHEDULE A
PEAKS TRUST 2009-1

c/o DEUTSCHE B ANK TRUST COMPANY DELAWARE
101 l CENTRE ROAO, SUITE 200
WILMINGTON, DELAWARE 19805
INFORMATION R ELATING TO NOTE P URC HASER
NAME AND ADDRESS OF NOTE PURCHASER

ITT Educational Services, Inc.
13000 North Merid ian Street
Carmel, IN 46032

( 1)

All payments by wire transfer of immediately availab le funds to:
ITT Educationa l Services, Inc.
Bank: JPMorgan
Acct# : 70500 I 304003
Routing#: 0740000 I 0
with sufficient infom1ation to identify the source and app lication of such funds.

(2)

All notices of payments and written confirmations of such wire transfers:
ITT Educationa l Services, Inc.
Attn: Controller
13000 North Me ridian Street
Cannel, IN 46032

(3)

E-mai l address for de livery of reports pursuant to Section 7.1 (a) and (b ):
mhuber@ i ttesi .com
gwallis@ittesi.com
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(4)

All other communications:
ITT Educational Services, Inc.
13000 North Meri d ian Street
Cannel, IN 46032- 1404

(5)

Tax Identification Number: 36-206 13 I I
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SCHEDULE B
DEFIJ'IED T ERMS

As used in the Note Purchase Agreemen t, the following terms have the respective meanings set forth below.

"Advance" means an increase in the aggregate Outstanding Amount of the Note in accordance with the provisions of Section I.
"Advance Date" means the date on which an Advance occurs, wh ich must be a Business Day.
"Affiliate" means, at any time, and with respect to any Person, any other Person that at such time directly or indirectly through one or more
intermediaries Controls, or is Controlled by, or is under common Control with, such first Person, and, with respect to the Issuer, shall include any Person
beneficially owning or holding, directly or ind irectly, I 0% or more of any class of voting or equity interests of the Issuer or any corporation of which the
Issuer beneficially owns or holds, in the aggregate, d irectly or indirectly, 10% or more of any class of voting or equity interests. As used in this definition,
"Control" means the possession, direct ly or ind irectly, of the power to direct or cause the direction of the management and policies ofa Person, whether
through the ownership of voting securities, by contract or otherwise. Unless the context otherwise clearly requires, any reference to an "Affiliate" is a
reference to an Affiliate of the Issuer.
"Anti-Terrorism Order" means Executive Order No. 13,224 ofSep tember 24, 200 I, Blocking Property and Prohibiting Transactions with Persons
Who Commit, Threaten to Commit or Support Terrorism, 66 U.S. Fed. Reg. 49,079 (200 I), as amended.
"Capital Lease" means, at any time, a lease with respect to which the lessee is required concurrently to recognize the acquisition ofan asset and the
incurrence ofa liabil ity in accordance with GAAP.
"Code" means the Internal Revenue Code of 1986, as amended from time to time, and the rules and regulations promulgated thereunder from time to
time.

"Default" means an event or condition the occurrence or existence of which would, with the lapse of time or the g iving of notice or both, become an
Event of Default.
"Environmental Laws" means any and all Federal, state, local, and foreign statutes, laws, regulations, ordinances, mles,judgments, orders, decrees,
permits, concessions, grants, franchises, licenses, agreements or governmental restrictions relating to pollution and the protection oft he environment or the
release of any materials into the environment, including but not limited to those related to Hazardous Materials.
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"ERISA" means the Employee Retirement Income Security Act of 1974, as amended from time to time, and the rules and regulations promulgated
thereunder from time to time in effect.
"GAAP" means generally accepted account ing principles as in effect from time to time in the United States of America.
"Governme ntal Autho rity" means
(a) the govemment of
(i) the United States of America or any State or other political subdivision thereof, or
(ii) any other jurisdiction in which the Issuer conducts all o r any part of its business, or which asserts j urisdiction over any p roperties of the
Issuer, or

(b) any entity exercising executive, legislative, j udicial, regulatory or administrative functions of, or pertaining to, any such government.
"Haz ardous Material" means any and all pollutants, toxic or hazardous wastes or other substances that might pose a hazard to health and safety, the
removal of wh ich may be required or the generation, manufacture, refining, production, processing, treatment, storage, handling, transponation, transfer, use,
disposal, release, discharge, spillage, seepage or filtration of which is o r shall be restricted, prohib ited or penalized by any applicab le law including, but not
limited to , asbestos, urea formaldehyde foam insulation, polychlorinated biphenyls, petroleum, petroleum products, lead based paint, radon gas or similar
restricted, prohibited or penalized substances.
"ho lder" means, with respect to any Note, the Person in whose name such Note is registered in the Credit Register.
"Institutio nal Accredited Investor" means any Person who is an "accredited investor" within the meaning of Rule 50 I (a)(l), (2), (3) or (7) of
Regulation D promulgated under the Securities Act
"lnnstment Com pany Act" means the Investment Company Act of 1940, as amended from time to time, and the rules and regulations promulgated
thereunder rrom time to time in effect

"Lien" means, with respect to any Person, any mortgage, lien, pledge, charge, security interest or other encumbrance, or any interest or title of any
vendor, lessor, lender or othe r secured party to or of such Person under any conditional sale or other title retention agreement or Capital Lease, upon or with
respect to any prope1ty or asset of such Person (inc luding in the case of stock, stockho lder agreements, voting trnst agreements and all similar a1rangements).
B-2
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"Material" means material in relation to the business, operat ions, affairs, financial condition, assets, properties, or prospects of the Issuer.
"Material Adve rse Effect" means a Material adverse effect on (a) the business, operations, affairs, financial condition, assets or properties of the Issuer,
or (b) the ab ility of the Issuer to perfo1m its obligations under this Agreement, the Indenture and Credit Agreement and the Note, or (c) the validity or
enforceab ility of this Agreement, the Indenture and Cred it Agreement or the Note.
"Maximum Outstanding Amount" means $95,937,703 .
"Multi-employer Plan" means any Plan that is a "multiemployer plan" (as such tennis defined in section 400 I (a)(3) of ERISA).
"NAIC" means the National Association of Insurance Commissioners or any successor thereto .

"Officer's Certificate" means a certificate ofan officer of Access Group, Inc., the administrato rofthe Issuer, whose responsibilities extend to the
su bject matter of such certificate.
"PBGC" means the Pension Benefit Guaranty Corporation referred to and defined in E RISA orany successor thereto .
"Pe rson" means an individual, partnership, corporat ion, limited liability company, association, trnst, unincorporated organization, b usiness entity or
Governmental Authority.
"Plan" means an "employee benefit plan" (as defined in section 3(3) ofERISA) subject to Title I ofERISA that is or, within the p receding five years,
has been established or maintained, o r to which contributions are or, within the preceding five years, have been made or requi red to be made, by the Issuer or
with respect to which the Issuer may have any liability.
"Program" means the student loan program relating to schools owned and operated by the Guarantor pursuant to which the Financed Loans were
originated.
"pro perty" or "properties" means, unless othenvise specifically limited, real or personal property of any kind, tangible or intangible, choate or
inchoate.
"Qualified Institutio nal Buyer" means any Person who is a " qualified institutional buyer" within the meaning of such tenn as set forth in
Rule I 4 4A(a){I ) under the Securi ties Act.
B-3
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"Res pons ible Officer" means any officer of Access Group, Inc., the administrator of the Issuer, with responsi bility for the administration of the relevant
portion of this Agreement and the Indenture and Credit Agreement,
"SEC" shall mean the Securities and Exchange Commission of the United States, or any successor thereto.
"Securities" or "Security" shall have the meaning specified in Section 2(1) of the Securities Act.
"Securities Act" means the Secu1ities Act of 1933, as amended from time to time, and the rules and regulation s promulgated thereunder from time to
time in effect.
"Subsidiary" means, as to any Person, any other Person in which such first Person or one or more of its Subsidiaries or such first Person and one or
more of its Subsidiari es owns sufficient equity or voti ng interests to enable it or them (as a group) ord inari ly, in the absence of contingencies, to elect a
majority of the d irec tors (or Persons petfonning similar functions) of such second Person, and any partnership or joint venture if more than a 50% interest in
the profits o r cap ital thereof is owned by such first Person or one o r more of its Subsidiaries or such first Person and one o r more of its Subsidiaries (unless
such partnership or joint venture can and does ordinari ly take major business actions without the p rior approval of such Person or one or more of its
Subsidiaries).
"SVO" means the Securities Valuation Office of the NAIC or any successor to such Office.
"USA Patriot Act" means United States Pub lic Law I 07-56, Uniting and Strengthening America by Providing Appropriate Tools Required to Intercept
and Obstruct Terrorism (USA PATRIOT) Act of200 I, as amended from time to time, and the mies and regulations promu lgated th ereunder from t ime to time
in effect
B-4
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EXHIBIT 10.50

AGREEMENT FOR SERVICING PRIVATE STUDENT LOANS
By and Among
PEAKS TRUST 2009-1,
DEUTSCHE BANK TRUST COMPANY AMERICAS, as inde nture trustee and collateral agent,
ITT EDUCATIONAL SERVICES, INC.,
and
FIRST ASSOCIATES LOAN SERVICING, LLC

DATED AS OF DECEMBER 10, 2011
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Agreement for Servicing Private Student Loans
This Agreement for Servicing Private Student Loans is made and entered into as of December I 0, 20 I I, by and among First Associates Loan
Servicing, LLC, a Delaware limited liability company (the "Servicer"), PEAKS Trust 2009-1, a Delaware statutory trust (the "Trust"), ITT Educational
Ser v ices, Inc., a Delaware corporation (the "Guarantor"), and Deutsche Bank T r ust Co mpany Americas, in its capacity as indenture trustee and col lateral
agent under the Indenture and Credit Agreement referred to herein (the " Secured Party").

REC ITALS:
A.

The Trnst has been estab lished pursuant to an Amended and Restated Trnst Agreement dated as of January 20, 20 IO (the "Trust Agreement") for
the purpose of purchasing and hold ing beneficial ownership of student loans ("Student Loans") made by Liberty Bank, N.A. (the "Originating
Lender'') to students attending post-secondary educational institutions operated by the Guarantor (each, a "School").

B.

The Trnst, as beneficial owner of the Student Loans, is responsib le for providing for the servicing and collection of the Student Loans.

C.

The Trust, Deutsche Bank National Trnst Company, as lender trustee, and the Secured Party have entered into an Amended and Restated
Indenture and Credit Agreemen t, da ted December 3 1, 20 IO (the "Indenture"), which provides for the issuance by the Trust of its notes and for the
Trust to ob tain a loan, which notes and loan are secured by the Student Loans and certain of which are g uaranteed by the Guarantor.

D.

The Trust, the Secured Party, the Guarantor and Access Group, Inc. were part ies to an Agreement for Servicing Private Student Loans dated as of
Janua1y 20, 20 IO which previously provided for the servicing of Student Loans and has been tenninated as of the date hereof.

E

At the direct ion of the Servici ng and Collections Advisor an d with the consent of the Voting Party (as such tem1s are defined in the Indenture),
the Servicer has been selected as successor servicer for the Student Loans.

F.

Subj ect to the te m1s and condit ions set forth in thi s Agreement, the Servicer wi ll provide servicing and collection services for Student Loans
while they are held by the Trust, and thereafter whi le they are held by a purchaser from or assignee of the Trust and/or the Lender Trustee.
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AGREEMENT:
In consideration of the forego ing premises and the mutual covenants contained herei n, and of other good and valuable consideration, the receipt of
which is hereby acknowledged, the parties agree as follows:

ARTICLE I

DEFINITIONS
Section 1.0 I. Definitions
The following tenns as used in this Agreement (i ncluding the preamble of th is Agreement) shall have the following meanings unless the context
clearly indicates otherwise:
(A) "Administratio11 Agreeme11t" means the Administration Agreement, dated as of January 20,20 10, among Access Group, Inc., the Tmst, the
Guarantor, the OwnerTmstee, and the Secured Party, as supplemented and amended from time to time pursuant to the tenns thereof.
(B) "Agreeme11t" means th is Agreement for Servicing Private Student Loans, i ncluding Schedu les A through F hereto wh ich are made a part
hereof, as supplemented and amended from time to time in accordance with the provisions hereof.
(C) "Applic"ble Laws" means the State and Federal consumer lendi ng and collection laws and other laws applicable to the Services, to the
extent the same apply to the servicing and collection of loans made by a national bank to competent adult individuals (inc luding such loans that have been
trans ferred to another ent ity), including, without lim itation, the Equal C redit Opportunity Act, the Fair Cred it Report ing Act, the Fair Debt Collection
Practices Act, the Gramm-Leach-Bliley Act, the Tmth-in-Lending Act, the Higher Educat ion Opportunity Act, the Federal Trade Co mmission Act, the USA
PATRIOT Act, and any regulations imp lementing such statutes (inc luding, without limitation, the FTC Red Flag Rules).
(D) "Borrower" means an individual who borrows funds through a Student Loan.
(E) "Busines~· Day" means a day of the year other than a Saturday, a Sunday or a day on which banks located in New York, New York are
requ ired or authorized by law to re main closed.
(F) "Customer l11for111atio11" means nonpub lic infon11ation relating to Borrowers or co-signers of Serviced Loans, including without limitation
names, addresses, telephone numbers, e-mai l addresses, credit inforrnation, account numbers, social security numbers, loan balances or other account
infonnation, and lists d erived there from.
(G) " Deco11ver5·io11 Services" means those services to be provided by the Servicer pursuant to Schedule D hereto.
-2-
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(H) "Defaulted L0t111" means a Sexviced Loan with respect to which (I) any required payment b ecomes more than 180 days delinquent (without
regard to whether such payment is later made), or (2) the Servicer is notified that the Borrower is deceased.
(I) "Examiner" has the meaning assigned thereto in Section 2.06(A) hereof.

(J) "Forheara11ce Period" means a period pennitted by the Program Guidelines during which a Borrower(in Repayment) is pennitted to
temporarily forego payments or make reduced payments on the Borrower's Student Loan.
(K) "btde11ture" means the Amended and Restated Indenture and Credit Agreement, dated as of December 3 1, 20 I 0, among the Trust, the Lender
Trnstee and the Secured Party, as supplemented and amended from time to time pursuant to the terms thereof.
(L) "lllterim Periotl" means the period from the disbursement ofa Serviced Loan to the commencement of Repayment.
(M) "Le11der Trustee" means Deutsche Bank National Trnst Company, in its capacity as trustee under the Lender Trustee Agreement, dated as of
January 20, 20 I 0, between the Trust and the Lender Trustee.
(N) "Note" means the authoritative electron ic copy ofan e lectronically signed application and loan agreement ev idencing a Student Loan.

(O) "Origi,wti11g L e11der" means Liberty Bank N.A., a national banking associat ion, which makes or has made the Student Loans.
(P) "Ow11er Trustee" means Deutsche Bank Trust Company De laware, in its capacity as trnstee under the Trust Agreement, and its successors and
assigns in such capacity.
(Q) "Program" means the PEAKS private student loan program under which the Originating Lender makes or has made loans to students for
costs of attendance at the Schools.
(R) "Program Guideli11es" means the guidelines for origination, servicing and administration of the Student Loans attached hereto as Schedule
E, as amended by agreement of the parties hereto.

(S) " Program Loa11 Origi11atio11 Agreeme11t" means the Private Education Loan Orig ination and Sale Agreemen t, dated as of January 20, 20 I 0,
by and among the Originating Lender, the Lender Trnstee, the Guarantor, Access Group, Inc. (in its capacity as origination agent) and the Trust, as amended
by the First Amendment thereto dated as of December 3 1, 20 IO and the Second Amendment thereto dated as of Febrnary 8, 20 I I and as supplemented by the
Approval of Documents and Procedures pursuant the reto dated as of February 11 ,2010 and as further supplemented and amended from t ime to time pursuant
to the terms thereof.
-3-
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(T) "Program Requirements" means the applicable prov isions and requirements of the Note, the Program Guidelines and any Applicable Laws.

(U) "Repayme11t" or " Repay111e11t Period" means the period of time during wh ich a Borrower is required under his or her Note to make
installment payments to repay the aggregate principal amount of, plus accrued interest on, the Boxrower's Student Loan.

(\I) "Repay111e11t Schedule" means the schedule ofloan payments established prior to the commencement oft he Repay ment Period with respect
to a Student Loan, which schedule sets out the amount and timing of installments necessary to pay such Student Loan in full within the applicable
Repayment Pe riod.
(W) "School" means an inst itution of higher education owned and operated by the Guarantor.

(X) "Secure,/ Pa rty" means Deutsche Bank Trust Company Americas, in its capacities as indenture trustee and collateral agent under the
Indenture, and its successors and assigns in such capacities.
(Y) "Serviced Loan " means any of the Student Loans identi fied in Section 2 .0 I hereof, excep t for those Student Loans with respect to which this
Agreement has been tenninated as provided in Section 5.03.
(Z) "Sen ,icer" means First Associates Loan Servicing, LLC, a Delaware limited liabil ity company, and its successors and permitted assigns.
(AA) "Servicer Default" means the occuxrence and continuance of any of t he following events with respect to Sexviced Loans:
(I) any fai lure by t he Servicer to deliver to the Secured Paxty any payment required hereunder, which fai lure cont inues unremedied for three Business
Days after the date on which written not ice of such failure, requiring the same to be remedied, shall have b een given to the Servicer by the Secured
Party;

(2) any fai lure by t he Servicer to observe or to perfonn in any material respect any covenant or agreement of the Servicer set forth in th is Agreemen t,
which failure shall continue unremedied for a period of30 days after the earlier of(a) the date on wh ich written notice of such failure, req uiring t he
same to be remedied, shall have been given to the Serv icer by the Voting Party or (b) the date on which an officer of the Servicer responsible for
servicing o perations becomes aware of the failure to obsexve or perfom1 such covenant or agreement;
(3) (i) the fil ing o f a decree or o rd er by a couxt having jurisdiction in the premises with respect to the Servicer or any substantial part of its property
(a) for relief in an involuntary case under any applicab le federal or state bankruptcy, insolvency or other similar law now or hereafter in effect,
(b) appo inting a receiver, liquidator, assignee, custod ian, trustee, sequestrator or simi lar official for t he Servicer or for any substantial part of its
property, or (c) ordering the wind ing-up or liquidation of the Servicer's affairs,

-4-
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and such decree or order shall remain undismissed, unstayed and in effect for a period of 60 consecutive days, or (ii) the commencement by the Servicer
of a voluntary case under any applicable federal or state bankruptcy, insolvency or o ther similar law now or hereafter in effect, or the consent by the
Servicer to the entry of an order for relief in an involuntary case under any such law, o r (iii) the consent by the Servicer to the appoint ment ofor taking
possession by a receiver, liquidator, assignee, custod ian, trustee, sequestrato r or simi lar official for the Servicer or for any substantial part of its
property, or the making by the Servicer ofany general assignment for the benefit of creditors, or (iv) the failure by the Servicer generally to pay its
debts as such debts become due, or (v) the taking of action by the Servicer in furtherance of any of the foregoing.
(BB) "Ser11ices" means those services to be prov ided by the Servicer pursuant to Sections 2 .02 and 5.03(A) hereof.

(CC) "Servicing and Collections Advisor" shall mean the party identified as such in, or such patty's successor appointed pursuant to, the
Indenture.
(DD) "Servicing R eports" means those reports to be provided to the Trust, the Secured Party and the Guarantor by the Servicer pursuant to
Section 2.03 hereof.
(EE) "Student Loan" means a student loan made by the Originating Lender under the Program to finance or refinance a portion of a Borrower's
costs of attending a Schoo l.

(FF) "Trul·t" means the PEAKS Trust 2009-1 , a Delaware statuto1y trust established pursuant to the Trust Agreement.
(GG) "Trust Ag reeme11t" means the Amended and Restated Trust Agreement, dated as of January 20, 20 I 0, between Access Group, Inc., as
depositor, and the Ovmer Trustee, as supplemented and amended from time to time pursuant to the terms thereof.
(HH) "Voting Party" means (I) whi le the Indenture rema ins in effect, (a) the Guarantor, unless and unti l the Servicer recei ves notice from the
Secured Party that the Guarantor is no longer the Voting Pany under t he Indenture, and (b) after receipt by the Servicer of the notice described in clause (a),
the Secured Party, and (2) after the discharge of the lndent11re, the Trnst.

Section 1.02. Definitions of Ge neral Terms
Unless the context clearly i ndicates otherwise, or may otherwise requi re, in this Agreement the terms "herein", "hereunder", "hereby", "hereto",
" hereof" and any similar tenns refer to this Agreement as a whole and not to any pa1ticular article, section or subsection thereof.
Unless the context clearly i ndicates otherwise, or may otherwise requi re, in this Agreement (i) references to articles, sections and other
subsections, whether by number, letter or otherwise, are to the respective or corresponding art icles, sections or subsections of this Agreement as such artic les,
sections or subsections may be amended from time to time; (ii) references to chapters, subchapters and sect ions of any public law or statute of the Un ited
States are to the respective or corresponding chapters, subchapters and sections as t hey may be
-5-
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amended from time to time; and (iii) the word "heretofore" means before the date of execution of this Agreement, the word "now" means at the date of
execution of t his Agreement, and the word " hereafter" means after the date of execution of t his Agreement.

ARTICLE II
PROVISION OF SERVIC ES

Section 2.0 I. Loans Covered by this Agreement
The Trnst hereby agrees to deliver to the Servicer for servicing hereunder, and the Servicer agrees to provide the Services for, all Student Loans
acquired or held by the Ttust.

Section 2.02. Serv ices
(A) The Servicer shall service, administer and make collections on the Serviced Loans in accordance wit h the terms hereof The Servicer shall
provide the services described in Schedule B hereto with respect to Serviced Loans.
(B) ln performing the Services, the Serv icer sha ll exerc ise commercially reasonable care and dil igence and shall comply with the Program
Requirements in all material respects.
(C) The parties expressly acknowledge that the Servicer shall have no obligation to g ive any notices to, comply wi th any requests or directions
of, or otherwise be responsible for communicating or coo rdinating with any guarantor or surety of any Serviced Loans, except as the Servicer may specifically
agree.

Section 2.03. Servicing Repo rts
(A) The Servicer shall provide via FTP and/oronline self service to the Ttusl, the Secured Party and the Guarantor periodic Serv ici ng Reports
described in Schedule C hereto.
(B) The Servicer shall provide all Servicing Reports, at the Servicer's election, either(i) by delivery to the Trust, the Secured Party, and/or the
Guarantor, as the case may be, as provided in Section 6.08 hereof or (ii) by making such Serv icing Reports ava ilable to the Trust, t he Secured Party and/or the
Guarantor, as the case may be, in electronic fo1mat (inc luding on a server to which the Trust, the Secured Party or the Guarantor, as the case may be, is granted
access).
(C) The parties to this Agreement shall comply wit h all Applicable Laws, including (without limitation) those relating to privacy and
infom1ation security , in connection with the provision, receipt, storage, and use of the Servici ng Reports.
(D) The Servicer agrees to provide a Data Dump as defined in Schedule C as oft he end of each month on the first Business Day of the following
month, provided tha t the fai lure to prov ide the Data Dump (as defined in Schedule C) by the 15th day of the month following the month to which such Data
Dump relates shall (subject to Section 5 .04(A) hereof) be a material fa ilure for purposes of Section 1.0 I (AAX2) hereof.
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Section 2.04. Man ner of Performance of Services
The Servicer shall be entitled to detennine the manner in which the Services are accomplished and shall have the right to effect such changes or
modifications to its equipment, computer programs, reports, procedures and techniques as it deems necessary or advisable without the consent of the Trust,
the Secured Party, o r the Guarantor; provided, however, that such detennination, changes or modifications shall not abrogate or in any way modify the
Servicer's obligations under th is Agreement (including with respect to the standard of care relating to the servicing of the Serviced Loans). The Servicer shall
notify the Trust, the Secured Party and the Guarantor ofany major systems modifications, such as replacing its hardware or software platfonns.

Section 2.05. Safekeepini; of Loan Docume nts
A copy of each Note and either originals, duplicate copies or other electronic documentat ion of all other material documents related to the
Serviced Loans which are in the custody of the Servicer shall be maintained by the Servicer. The Servicer shall employ reasonable efforts, consistent with
industry standards, to safeguard the Serviced Loan documentation from loss, damage or destruction due to fire, flood, theft, or o ther hazard. The Servicer shall
execute backups of all of the electronic fi les relating to Serviced Loans to magnetic tape or other electronic media, and periodically rotate a copy of such
electron ic files to an off-site storage facil ity. Notwithstanding the foregoing, the Servicer may destroy physical loan documentation to the extent s uch
destruction does not violate the Program Requirements, if adequate primary and back-up electronic records are maintained of such destroyed physical loan
documentation to the extent required by the Program Requ irements.
Section 2.06. Exam ination of Reco rds

(A) The Trust, the Secured Party, the Guarantor, and their respective agents, auditors, and consultants (each of which is referred to herein as an
"Exami ner" ) will have the right, at any time and from time to time (subject to the limits set forth in Section 2.06(8) below), during nonnal business hours,
with at least five Business Days' notice, to examine, audi t, and copy any and all of the Servicer's records or accounts pettaining to any Serviced Loan,
including loan documentation, and to interview or consu lt with the Servicer's officers and employees as it deems necessary to detennine compliance with this
Agreement. Any such examination or audit shall be at the expense of the party on whose behalf it is conducted.
(B) Except during the continuance ofa Servicer Default, each oft he Trust (and its agents, aud itors and consultants), the Secured Party (and its
agents, audi tors and consultants), and the Guarantor (and its agen ts, aud itors and consultants) sha ll be limited to a single such examinat ion or audit in any
calendar year.

(C) Prio r to granting access as provided in Section 2 .06(A), the Servicer may require that any Examiner sign an agreement containing the
confidentiality provisions set forth in Section 6.02(E) hereof.
-7-
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Section 2.07. Appointment as Agent
The Txust hereby a ppoints the Servicer as its agent (and, at such time if any, as the Secured Party becomes owner of a Serviced Loan, the Secured
Party hereby appoints the Servicer as its agent) solely for endorsing and depositing negotiable instxuments (checks, money orders, etc.) made payable to the
Trnst (o r the Secured Party) but in the possession of the Servicer for the purpose of crediting Borrower accounts.

Section 2.08. Reports and Audits Relating to the Serv ice r
The Servicer shall provide to the Tmst, the Secured Party and the Guarantor in the manner provided in Section 2 .03(B):
By December 31 of each year, commencing 20 12, a report prepared by independent certified public accountants selected by the Servicer,
ofa type U SSAE 16 audit.

Section 2.09. Additional Inform ation and Actions
ln addition to inforrnat ion otherwise required to be p rovided hereunde r and actions othenvise required to be taken hereunde r, from time to time
upon request during the terrn of this Agreement, the Servicer shall su bmit such infonnation and take such ac tion as may be reasonably requested by the Trust,
the Secured Party or the Guarantor to assure that the Serviced Loans are maintained in a proper and secure condition; provided, however, that if additional
programming is requ ired to provide such infonnation, the party requesting such informat ion shall pay for such programming at th e rate set forth in Schedule
A (unless such programming would otherwise be required to meet the standard of care set forth herein or for reports or p rocesses integrated by the Servicer
into its loan servic ing generally), and as a condition to its ob ligation to provide such infom,ation, the Servicer sha ll be entitled to reasonable assurance of
such payment (if applica ble).

ARTICLE Ill
COMPENSATION
Section 3.0 I. Amount of Compensation
(A) The Trust shall pay o r cause to be paid to the Servicer the fees and expenses specified in Schedule A hereto for the perforrnance of the
Services with respect to the Serviced Loans. The fees specified in Schedule A hereto shall remain fixed for the tenn of this Agreement, except as otherwise
provided in subsection (B) below.
(B) If any of the Program Requ irements are amended or otherwise changed (including any change in the interpretation or applicab il ity of
Appl icable Laws) or if the Servicer agrees to perfom, add itional services based upon the applicabili ty or (in the case of laws that the Servicer has determined,
based on the advice of counsel, are reasonably li kely to be he ld to be applicable) potential applicability ofother laws afterthe date of this Agreement so as to
materially increase the costs or ob ligations of the Servicer in providing the Services
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hereunder, the Servicer shall be entitled to propose to the Trust, the Secured Party, and the Guarantor an amendment to this Agreement which would increase
fees to offset the documented additiona l costs of comply ing with such amendment or change or performing such addit ional services, and if the parties are
unable to agree upon such amendment within 60 days after the proposed amendment is sen t to the Trust, the Secu red Party, and the Guarantor, then the
Servicer shall be entitled to tenninate this Agreement upon 90 days' prior written notice to the Trust, the Secured Party, and the Guarantor.
(C) The Servicer's compensation for managing the collection of Defaulted Loans shall be the amount it retains from collect ions received with
respect to the Defaulted Loans pursuant to Section 5 .03(A).

Section 3.02. Statements
The Servicer shal l send to the Trust and the Secured Party a billing statement for the fees, expenses, and other amounts due (including pursuant
to Section 6 .05 hereof) pursuant to th is Agreement with respect to each month. The Servicer shall transmit each bill ing statement no later than ten Business
Days before the 27th day of the following month; provided, however, that any delay in such mailing shall not relieve the Trust of its obligation to pay the
fees due hereunder.

Section 3.03. Dne Dates for Payments
(A) Except as prov ided in Section 3 .03(8), the Tmst shall pay the Servicer for Services rendered in each month on the 27th day of the following
month (or, if such day is not a Business Day, on the next Business Day). If the Servicer has timely submitted its billing statement, then except as provided in
Secti on 3.03(8), the Tmst shal l pay a late charge of 1.5% per month on any payment not rece ived on such date until such amount is paid. The Servicer
acknowledges that, for so long as the Ind enture remain s in effect and the applicable Se1viced Loans remain subject thereto, such amounts shall be payable
solely from amounts available therefor under the I.ndentu re, including payments from the Guarantor required under the Guarantee Agreement (as defined in
the Indenture).

(B) In the event of any good faith disp ute by the Trust regarding any amount for the cunent b illing period over $5,000 billed by the Servicer, the
Tmst may, by written notice to the Serv icer d eta iling the grounds for the dispute, withhold payment of such disputed amount for a reasonable period pending
resolution of the dispute, but shall pay the undisputed ponion billed when and as due. Any amount in dispute that does not exceed $5,000 shall be paid as
provided in Section 3.03(A). The parties wi ll use best efforts to resolve any disputes wi th in 90 days of the date payment would otherwise be due.
(C) Upon any tennination of th is Agreement, all fees, expenses, and other amounts owed to the Servicer hereund er shall become immediate ly due
and payable.
-9-
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ARTICLE IV
REPRESENTATIONS AND WARRAIY flES
Section 4.01. Representations a nd Warranties of the Servicer
The Servicer hereby represents and warrants that it is duly organized and val idly existing as a limited liability company in good standing under
the laws of the state of Delaware.

Section 4.02. Representations and Warranties of the Trust
The Trust hereby represents and warrants that it is duly organized and val idly ex isting as a statutory trust in good standing under the laws of the
state of Delaware.

Section 4.03. Representations and Warranties of Secured Party
The Secured Party hereby represents and warrants that it is duly organized and validly ex isting as a banking corporation in good standing under
the laws of the state ofNew York, and is the duly qualified, appointed and acting trustee under the Indenture.

Section 4.04. Representations and Warranties of the Guarantor
The Guarantor hereby represents and warrants that it is duly organized and val idly ex isling as a corporation in good standing under the laws of
the state of Delaware.

Section 4.05. Mutual Representations and Warranties
Each party hereby represents and warrants to the others as follows:
(A) It has the corporate (or trust) power and authority to own its assets and carry on its business as contemplated by this Agreement, and to enter
into, and pe1fonn in accordance with, the terms of this Agreement.
(B) It has, and its officers (or trustee) act ing on its behal fhave, the requisite corpo rate (or trust) authority to engage in the transactions
contemplated by this Agreement, and the execution and de livery of this Agreement, the consummation of the transactions herein contemplated and
comp liance with the tenns, conditions and provisions of this Agreement do not and will not violate, contlict with or resul t in a breach of any of the tenns,
conditions or prov isions of applicable law, its organizational and governing documents or any agreement or instrument to which it is a party or by which it is
bound, or constitute a default thereunder; and it is not a pa1ty to or bound to any agreement or instrument or subject to any corporate (or trust) restriction or
judgment, o rder, writ, injunction, decree, law, ru le or regulation which may materially and adversely affect its abi li ty to perform its obligations under this
Agreement.
(C) This Agreement constitutes a valid and binding obligation of such party, enforceable against it in accordance with its terms, excep t as such
enforcement may be limited by applicable bankruptcy, insolvency, receivership, reorganization and other similar laws relating to creditors' rights generally
and to general principles of equity.
-I 0-
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(D) It has ob tained all consents, approvals, licenses, exemptions or authorizations of, or filings or registrations with, any govemment or
governmental body wh ich are required in connection with the execution and delivery of th is Agreement and the perfonnance of its obligations hereunder, the
failure to obta in which could materially and adverse ly affect its ability to perfonn its obligations under this Agreement.

(E) There is no p ending act ion, su it, p roceeding, inquiry o r investigation with respect to which notice has been served upon it before any court,
governmental or public entity or arb itrato r against or affecting, directly or indirectly, it or any of its properties, which if adversely d etennined would have a
material adverse e ffect on its abi li ty to perfonn its obli gations hereunder, and, to the best of its knowledge, no such action or proceeding has been threatened.

ARTICLE V
TERJ\1 AND TERMINATION

Section 5.01. Term of Agree ment
Unless sooner tenninated in accordance with the tenns hereof, this Agreement shall remain in full force and effect with respect to all Serviced
Loans from the date hereofuntil there are no Serviced Loans outstanding and the Trust has no further right or obligation to acquire beneficial ownership of
Program Loans under the Program Loan Origination Agreement.

Section 5.02. Termination
(A) The Voting Party may tenninate this Agreement, by ,,~·itten notice to the Servicer, (i) at any time after the occurrence and during the
continuance of a Servicer Default or (ii) as provided in Section 5 .04(A).
(B) The Servicer may tenninate th is Agreement as provided in Section 3.0 1(B) hereof
(C) If (i) the Trust fails to pay or cause to be pa id any fees or other amounts required under Article III as and when due, or (ii) the Trust or the
Guarantor, as the case may be, fails to pay or cause to be pa id any indemnity payment under Section 6.05(B) or (C) hereof when due, and such fa ilure is not
cured within 10 days after recei pt by the Trust, the Secured Party, and the Guarantor ofnotice thereof, the Servicer may tenninate this Agreement, by written
notice to the Tmst, the Secured Party, and the Guarantor.
(D) The Servicer may tetminate th is Agreement, on 180 days' notice to the Trust, the Secured Patty, and the Guarantor, if the Servicer ceases its
third party loan collection servicing act ivities on an organization -wi de basis.
(E) The Voting Patty may tenninate this Agreement by 30 days' written notice to the Servicer, or the Servicer may tenninate this Agreement by
30 days' written notice to the Trust, the Secured Party, and the Guarantor, upon the condition s specified in Schedule F.
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Section 5.03. Termination with Respect to Specific Loans
(A) This Agreement shall cease to app ly with respect to a Serviced Loan when such Serviced Loan is paid in full or becomes a Defau lted Loan;
provided, that the Servicer shall assign to one or more collection agencies any such Defaulted Loan, shal I continue to account for such Defaulted Loan, and
shall transfer to the Secured Party an amount equal to 73.5% of the gross amount received (prior to reduction for collection agency fees) with respect to such
Defaulted Loan (and shall retain the balance as its compensation for collection and management of collection of, and accounting fo r, Defaulted Loans).
(B) The Trust may elect that th is Agreement cease to apply with respect to Defau lted Loans, upon 90 days written notice to the Servicer, at any
time. In such event (and thereafter when Serviced Loans become Defaulted Loans), the Servicer shall provide to the Servicing and Collections Advisor, or
such other Person as the Trust may direct, the electronic files maintained by the Servicer on its recovery system and the physical files relating to the Defaulted
Loans, and to the extent the Servicer does not provide any documentation related to such Defaulted Loans, the Servicer shall continue to comply with
Section 2 .05 hereof with respect to such Defau lted Loan documentation.

Section 5.04. Impossibili tv o f Performance; Disaster Recovery Plan
(A) If the Servicer is rendered unable, wholly or in part, by a force outside of its control (including but not limited to acts of God, strikes,
lockouts, riots, acts of war or terrorism, epidemics, fire, communication line or power fai lure, earthquakes or other disasters) to carry out its obligations under
this Agreement, the Servicer shall give to the Trust, the Secured Party, and the Guarantor prompt written notice to that effect. Thereupon, the affected
obligations of the Servicer shall be suspended so long as the Servicer is unable to so pe1fonn any affected obligation; p rovided, however, the Voting Party
may tenninate this Agreement if such inability or suspension continues for more than one week and results in a failure by the Servicer to perform its basic
functions under th is Agreement.
(B) The Servicer will maintain a disaster recovery p lan, which is designed to achieve, within commerc ially reasonable parameters, the continuous
operation, and in the event ofa material intem1ption, the recove1y of all material business functions needed to meet the Servicer's obligations under this
Agreement. The Servicer's disaster recovery plan wi ll include, at a min imum, procedures fo r back-up and restoration of operating and administrative
equipment and computer systems; procedures and third party agreements for rep lacement equipment (e.g., computer systems) and procedures and third pa11y
agreements for off-site production facilities. The Se1vicer will provide the Trust, the Secured Pa11y, and the Guarantor with a disaster recovery plan summary
and test resu lts of such plan no less frequently than on an annua l basis and will make its disaster recovery plan ava ilable for the Trust's, the Secured Party's
and the Guarantor's review at Servicer's site upon reasonab le request, at no charge. If any event described in Section 5.04(A) occurs, the Servicer shall service
the Serviced Loans in the same manner as it serv ices other private student loans pursuant to the Servicer's business continu ity and disaster recovery plan.
-12-

Source ITT EDUCATIONAL SERVICES INC. 10-K. October 16. 2014

ED00017185

Powered by Morningstar Document ResearchSM

The information contained herein may nor be copied, adapted or distributed and is not warranted to be accurate, complete or timely. The user assumes all rislf.s for any damages or losses aris;ng from any use of this information,
exa,pt to the extent such dam11ges or losses cannot be Hmlted or excJudod by appHcabfe law. Past financial perlormana, Is no guarantoo of future results.

CL_Review003099

Section 5.05 . .Dcconvcrsion Services
(A) Upon the expiration or te1mination of th is Agreement, the Servicer shall provide the Deconversion Services.
(B) The Deconversion Services shall be provided at the Servicer's so le cost and expense, unless this Agreement is tenninated by the Servicer as
provided in Section 5.02(B) or (C) hereof, or by the Voting Party as provided in Section 5 .02(E) hereo f. In any of the cases set forth in the preceding sentence,
the Deconversion Services shall be at the Trust's cost as prov ided in Schedule A. The Servicer shall have no obligation to provide the Deconversion Services
in such case unless it shall have reasonable assurance that it will be paid for such Deconversion Services in accordance with the tenns hereof.
Section 5.06. Forwardini,: of Pavments
After tennination of this Agreement pursuant to Section 5.02 or tennination with respect to Defaulted Loans pursuant to Section 5 .03 (B), the
Servicer shall forward to the Secured Party paymen ts received with respect to Student Loans that were fonnerly Serviced Loans, promptly upon Servicer's
detennination that the payments relate to such Student Loans.

ARTICLE VI.
MISCELLANEOUS
Section 6.01. Limited Agency Powers
The Servicer is an independent contractor and is not, and will not hold itselfout to be, the agent of the Trust, the Lender Trustee, the Secured
Party, or the Guarantor except with respect to the limited agency powers specifically provided herein.
Section 6.02. Confidentiality; Trade Secrets and Proprietary Information
(A) This Agreement is considered confidential infonnation of each party and sha ll not be copied or disclosed by any party to anyone other than
employees, officers, directors, counsel, accountants and agents whose resp onsibil ities require s uch disclosure, to affiliates and potential purchasers of such
party, to any governmenta l agency hav ing supervision over such party, to the Owner Trustee, and investors in th e notes issued under the Indenture or as
otherwise required by law, without the express written consent of the other pa1ties.
(B) Except as prov ided in th is Section 6.02(B), the Servicer (i) will use the Custo mer Infonnat ion solely for the purpose ofperfonning its duties
and exercisi ng its rights under thi s Agreement, (ii) will not use the Customer lnfonnation for any other purpose, and (iii) will not disclose or communicate the
C ustomer lnfonnation, directly or indirectly, to any third party except as may be necessary o r appropriate for the perfonnance of its duties and the exercise of
its rights hereunder. The Servicer fi.Irther agrees that, except as d escri bed in this Section 6 .02(B), the Customer lnfonnation will be disclosed only to such of
its employees, agents and contractors who need access to the Customer lnforn1atio n for the purposes described
-13-
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above. The foregoing shall not restiict the Servicer's use of Customer Infonnation in connection with, or relating to(!) persons who have become
"consumers" (with in the meaning of the Gramm-Leach-Bliley Act) of the Servicer or (2) data gathering and analysis done by the Servicer regarding loan
repayment that does not contain individual borrowers' nonpublic personal infom1ation.
(C) The Servicer shall implement and maintain in formation security measures to protect against unauthorized access to or use of Customer
Jnfonnation, and meet the objectives of the Interagency Gu ide lines Establishing Standards for Safeguarding Customer lnfonnation, Fina l Ru le (12 C.F.R. Part
30, Appendix B), and the Federal Trade Commission 's Standards for Safeguarding Customer In formation ( 16 C.F. R. part 3 14), including without lim itation:
(i) access controls on information systems; ( ii) access restrictions at physical locations containing Customer Information; (iii) enciypt ion of electronic
Customer Infonnation conununicated via ConunonLineSM, secure connections for website access, and with respect to other transmissions by the Servicer of
Customer lnforrnation comp liance with the Servicer's safeguards program as communicated to the Trust, the Secured Party, and the Guarantor from time to
time; (iv) monitoring systems and procedures to detect attempts to access servers on wh ich Customer Infonnation resides; (v) measures to protect against
destruction, loss or damage of Customer lnfom1ation due to potential environmental hazards such as fire and water damage or technological failures;
(vi) testing of key contro ls, systems and procedures; and (vii) monitoring the infonnation security policies of any of its subcontractors that are provided with
Customer Infonnation.
(D) The Trust, the Secured Party, and the Guarantor hereby acknowledge that a ll materials, procedures, written instruments, files and records
(except specific Borrower files and records) developed by the Servicer in connection with the Services and the perfom1ance of its other obligations hereunder
are and shall be treated as proprietaiy in nature. Neither the Trust, the Secured Party, nor the Guarantor shall have or acquire any proprietaiy or any other right
whatsoever in any such materials, procedures, written instruments, files, or records developed by the Se1vicer.

(E) Subject to any disclosure obligation imposed by law or regulation, any exam inations or audits of the Servicer conducted under Section 2 .06,
any financial statements or other inforrnation of the Se1vicer provided under Sections 2 .08 or 2.09, any business continuity and disaster recovety plan of th e
Servicer, any other in forrnation disclosed by or on behalf of the Servicer in connection herewith or therewith, and any copies of documents made or other
documents generated in connection herewith or therewith, shall be treated as confidential by the Trust, the Secured Party, the Guarantor, and each Examiner
and used only for the purpose of managing and administering the Serviced Loans and detennining compliance by the Servicer hereunder. No documents or
information provided in connection therewith shall be delivered by the Trust, the Secured Party, the Guarantor, or the Examiner to any th ird party other than
the Trust's, the Secured Party's or the Guarantor's accountants, attorneys, or other professional advisors (in each case, which has agreed in writing for the
Servicer's benefit to be bound by confi dentiality provisions set forth in this Section 6 .02) or governmenta l agencies having jurisdiction over the Trust or the
Secured Party. The Trust, the Secured Party, the Guarantor and each Examiner will adopt procedures and safeguards to protect against unauthorized
disclosure of such documents or information, and shall, a t a minimum, exerc ise the same
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standard of care to protect the Servicer's confidential or proprietary documents and infonnation from unautho,ized disclosures as is used to protect its own
confidential or proprietary documents and infonnation from unauthorized disc losure.

Section 6.03. Amendments; Entire Ai:reement; Prior Ai:reements
(A) This Agreement may not be amended or modified in any respect except by an instn unent in writing signed by each party to be affected
thereby and communicated in accord ance with Section 6 .08 hereof regard ing notices and as otherwise provided in this Agreement.
(B) This Agreement shall be the ent ire agreement between the parties with respect to the subject matter hereof and supersedes all prior written or
oral agreements, representa tions, statements, negotiations, and undertakings among any o f the Servicer, the Trust, the Secured Party and the Guarantor with
respect to the Services. In the event ofan inconsistency between the provisions of the Schedules attached hereto and the provis ions of Articles I through VI of
th is Agreement, the Schedules sha ll prevail.

Section 6.04. Assii:nment and Subcontractini,:
(A) Except as provided in subsect ion (B), (C), (D) and (E) below, this Agreement may be assigned by any party only with the consent of the other
parties.
(B) The Servicer may assign its rights to receive payments under th is Agreement and/or may subcontract its obligations hereunder without the
consent of the Trust, the Secured Party, or the Guarantor; provided, however, that (except as p rovided in subsection (C) below) unless the Trust, t he Secured
Party, and the Guarantor have otherwise agreed, t he Servicer ( i) shall not subcontract its obl igations in the ir entirety, (ii) shall not subcontract its management
and oversight of servic ing operations, and (iii) shall remain responsible fo r the performance of all of the Services with respect to the related Se1viced Loans in
accordance with the standards set forth he rein.

(C) The Servicer may, without the consent of the Trust, the Secured Party, or the Guarantor, assign its rights under this Agreement to an affiliated
entity; provided, however, that unless the Trust, the Secu red Party, and the Guarantor have otherwise agreed, Access Group, Inc. shall remain responsible for
the perfonnance of its duties hereunder.
(D) Subj ect to the restrictions in the Indenture and the Trust Agreement, the Trust may assign its rights hereunder to an assignee of Serviced
Loans that assumes t he related obligations of the Trust hereunder.

(E) The Servicer acknowledges that the Trust will assign its rights hereunder to the Secured Paity, as collateral security to secure the paymen t of
the Trust's notes issued under t he Indent ure. The Secured Party agrees that it shall, upon foreclosure upon any such collateral security , assume (or cause any
assignee of the Serviced Loans or the rights of the Trust hereunder to assume) the related obligations of the Trust hereunder.
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(F) All covenants and agreements herein conta ined shall extend to and be obligatory upon all assigns and successors of the respective parties

hereto.

Section 6.05. Indemnity
(A) Seiv icer Indemnification. The Seivicer agrees to indemnify and ho ld the Tmst, the Secured Party, and t he Guaran tor and their respective
directors, officers, emp loyees and agents harmless of, from and against any and all loss, liability, cost, damage or expense, including reasonable attomeys'
fees and disbursements (collect ively, "Damages"), resu lting from any misrepresentation, any breac h of warranty, or non-fulfi ll ment of any agreement or
covenant on the pa1t of the Seivicer under this Agreement.
The Seivicer assumes no responsibi lity or liabi lity for the fail ure of:
( I) any o rigi nator or serv icer (in e ither case, other than the Servicer) to exercise reasonable care or due dil igence in making or seivicing a
Seiviced Loan prior to t he Serv icer assuming responsib ility for providing Services with respect to such Serviced Loan;
(2) any Borrower or co-signer to repay a Serviced Loan; provided, however, that with respect to any former Serviced Loan that has been
deconverted in connection with the tennination of this Agreement p ursuant to Section 5.02, the Servicer's indemnification obligation shall
apply to the amount of any loss of the legal right to co llect, or reductions in any amounts payable on or with respect to, such fonner Serviced
Loan that resu lt, directly or indirectly, from the Servicer's failure to provide any Data Dump, as provided in Section 2.03(0) hereof, or the
Deconversion Services, as p rov ided in Section 5.05 hereof, to the extent such loss or reductions result from the application of Applicable Law to
such former Serviced Loan, as serviced by a successor servicer;

(3) t he terms and conditions of any Serviced Loan or the Program Guidelines to comply with applicable law; or
(4) any Tm th-i n-Lending disclosure to comply with the Federal Tm t h-in-Lend ing Act or Regulation Z unl ess the Originating Lender has
provided, and the Servicer fails to comply with, express instmctions concerning completion of the notice.

(B) Tmst Indemnificat ion. The Tmst agrees to indemnify and hold t he Servicer and its directors, officers, employees and agents harmless of, from
and against any and all loss, lia bility, cost, damage or expense, including reasonable attorneys' fees and d isbursements (collect ively, "Costs and Damages"),
result ing from:

(! ) Any failure of the Tmst to pay the fees and expenses provided for under Article IT.I hereof;
(2) Any breach by the Tmst or the Secured Party of their respective ob ligations hereunder;
-16-
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(3) Any violation of the Fair Debt Collection Practices Act or other bo1rower or consumer protection laws based in whole or in pa1t on
collection act ivit ies conducted by any i nsurer or guarantor (which terms do not include the Guarantor) of a Serviced Loan or Defaulted Loan
(including the Servicer's failure to comply wit h instructions provided to any such other party by or on behalfofa Borrower); or
(4) The Servicer's perfomiance of t he Services hereunder (including, without limitation, any Costs and Damages arising from the Se1vicer
being made a defendant in or being required to appear in any legal actio n or other proceeding relating to the Serviced Loans or Defaul ted
Loans), except to the extent arising from the Servicer's (i) negligence, (ii) will fol misconduct, or (iii) breach of the terms of this Agreement
(including its obligation to comply with the Program Requirements).

(C) Guarantor Indemnification. The Guarantor agrees to indemnify and hold t he Serv icer and its directors, officers, emp loyees and agents
hannless of, from and against any Costs and Damages, resulting from:

(I ) Any breach by the Guarantor of i ts obligations hereunder; or
(2) Any violation of the Fair Debt Collection Practices Act or other bo1r ower or consumer protection laws based in whole or in pait on
collection acti vities co nducted by the Guarantor or any School, o r their respective agents (including the Servicer's fail ure to comply with
inst ructions provided to any such other pa1ty by or on behalf of a Borrower that have not been prov ided to the Servicer by or on behalf of such
Borrowe r).

(D) Indemnification Condit ioned. Notwithstanding the foregoing in this Section 6.05, the obligation of any party to indemnify and hold
hannless any other p arty as an indemnified pa1ty is expressly conditioned on such indemnified party folly satisfying all of the following condi tions:
(i) provid ing the indemnifying party with prompt, written notice of any such Damages, or any claim that could result in any such Damages (provided that
failure to prov ide notice will not relieve an indemnifying party of its ob ligations under this Section 6.05 except to the extent the indemnifying party is
prejudiced by such failure) and (ii) cooperat ing fully w ith the indemni fying party and its legal representat ives in the invest igation and defense of any and a ll
such claims. The indemnified patty shall have the right to employ separate counsel at its own expense to participate in the defense of any action with respect
to wh ich such party is indemnified. The indemnifying party shall not compromise any claim subject to indemnificati on if such compromise req uires anything
other t han the payment of money, wit hout the prior w ritten consent of the indemnified party.

(E) Liability Limited. Notwithstanding the foregoing in this Section 6.05:
(I) In no event shall any party be liab le for any special, consequential, exemplary or punitive damages with respect to any matter
whatsoever arising out of this Agreement; prov ided that the foregoing shall not rel ieve any party of its ob ligation to indemnify another party
against any such damages awarded to a th ird party.
- 17-
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(2) It is ex pressly understood and agreed b y the parties to this Agreement that (a) this Agreement is executed and delivered by Deutsche
Bank Tmst Company Delaware not in its ind ividua l or persona l capacity but solely in its capacity as t rustee under th e Tmst Agreement on beha lf
of the Trust, in t he exercise of the powers and authority conferred and vested in it as trustee under the Trust Agreement, subject to the
protections, indemnities and limitations from liability afforded to the Owner Trustee th ereunder; (b) the representations, warranties, covenants,
undertakings, agreements and obligat ions by the Trnst are made and intended not as personal representations, warranties, covenants,
undertakings, agreements and obligations by the administrator of the Trust under the Administration Agreement, or the Owner Trustee, but are
made and in tended for t he purpose ofonly binding t he Trnst; (c) nothing contained herein shall be constmed as creat ing any liab ility on such
administrator or the Owner Trnstee, individually or p ersonally, to perfom1 any expressed or imp lied covenant, duty or obl igation of the Trust of
any kind whatsoever conta ined herein; and (d) under no circumstances shall such administrator or the Owner Tmstee be personally liable for the
payment of any fees, costs, indebtedness or expenses of any kind whatsoever or be personally liab le for t he breach or failure of any o bligation,
representation, agreement, warranty or covenan t whatsoever made or undertaken by the Tru st hereunder.

Section 6.06. Insurance
The Servicer wi ll , at all times during the term of this Agreement and at its own expense, cause to be carri ed and maintain i n full force and effect
insurance in such amounts and with such terms as follow:
(i) comprehens ive general liabi lity wit h limits not less than $ 1 million per occurrence and $2 mi llion annual aggregate ($3 mill ion annual
aggregate commencing May I , 2012), with coverages to include contractual liability, personal injury and advertising inj ury;
(i i) statutorily required worker's compensation ;
(i ii) emp loyer's liability of$ I mill ion per emp loyee/occu1Tence;
(iv) crime liabil ity of $500,000 per occurrence ($2 million commencing May I , 201 2);
(v) umbrella liability with limits not less than $3 million per occurrence and aggregate ($10 million conunencing May I, 2012);
- 18-
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The Servicer will provide certificates of insurance to the Trust, the Secured Pa11y and the Guarantor evidencing compliance with the above
requirements at the time of execu tion of this Agreement and, upon request, on an annual basis thereafter as the policies renew or expire.

Section 6.07. Governi ng Law
This Agreement shall be interpreted under and governed by the laws of the State of Delaware, without regard to conflict-of-laws mies.

Section 6.08. Notices
Notices, requests or demands which may or are required to be g iven by any party hereunder shall be in writ ing or by e-mail and shall be deemed
to have been properly g iven upon actual receipt or (i) seventy-two (72) hours after being sent by certified mail, return receipt requested, (ii) forty-eight
(4 8) hours after being sent b y national overnight couri er, or (iii) upon receipt by the sender of electronic or oral confirmation of receipt of an e-mail message
by the intended recipient.
All such notices and other items required to be delivered hereunder shall be addressed as fol lows:

If intended for the Trust or the Owner Trustee:
c/o Deutsche Bank Tmst Company Delaware
1011 Centre Road, Su ite 200
Wilmington, Delaware 19805
Attent ion: Elizabeth B. Ferry
Telephone: (302) 636-3392
Facsimile: (302) 636-3399
Email: e lizabe th.b.ferry@db.com
With a copy to:
Deutsche Bank Tmst Company Americas
c/o Deutsche Ba nk National Trust Company
I 00 Plaza One
Jersey Ci ty , New Jersey 07311
Attent ion: Susan Barstock
Telephone: (20 I ) 593-842 1
Facsimile: (2 12) 553-2458
Email: susan.barstock@d b.com
And a copy to:
Access Group, Inc.
Attention: Vice Presi dent Portfolio Management
5500 Brandywine Parkway
- 19-
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Wilmington, Delaware 19803
Telephone: (302) 4 77-407 1
Facsimile (302) 477-4032
Email: pquigley@accessgroup.org
If intended for the Secured Party:

Deutsche Bank Trust Company Americas
c/o Deu tsche Bank National Trust Company
I 00 Plaza One
Jersey C ity, New Jersey 07311
Attention: Susan Barstock
Telephone: (20 I) 593-842 1
Facsimile: (2 12) 553-2458
Emai I: susan .barstoc k@db.com
If intended for the Servicer:

First Associates Loan Servicing, LLC
15090 Avenue of Science
San Diego , CA 92 128
Attent ion: Laurence Chiavaro
Executive Vice President
Telephone : (858) 451 -2444
Facsimile: (858 451-0022
Email: lchiavaro@ Istassociates.com
If intended for the Guarantor:
ITT Educational Services, Inc.
Attent ion: Chief Financial Officer
13000 N. Meridian Street
Carmel, Indiana 46032
Telephone: (317) 706-9200
Facsimile: (3 17) 706-9254
Ema il: dfitzpatric k@ ittesi .com
Any party may change the address to which communications to it are to be sent by noti ce to the other parties given as a foresaid.

Section 6.09. Seve rability
Any provision ofth is Agreement wh ich is prohibited, une nforceable ornot authorized in any jurisdiction shall, as lo such jurisd ictio n, be
ineffect ive to the extent of such prohibition, unenforceability or lack of authorization without invalidating the rema ining provisions hereofor affect ing the
validity, e nforceability or legality of such provision in any other jurisdiction.
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Section 6.10. Surviva.l
All covenants, agreements, representations, warranties and indemnities contained in this Agreement shall su1vive the tennination of this
Agreement as covenants, agreements, representations, warranties and indemnities for any occurrence or fail ure occurring during the tenn of this Agreement.

Section 6. 11 . Waiver of Rig hts
No failure by any party to exercise, or any delay in exercising, and no course of dealing wit h respect to any right of such pa rty or any obligat ion
of any other party under this Agreement sha ll operate as a wa iver thereof, un less, and only to the extent, agreed to in writi ng by such party. Any single or
partia l exercise by any party of its rights shall not precl ude such party from any other or further exercise of such right or the exercise of any other right. Any
s ingle or pa1tial waiver by any party of any ob ligation of any ot her party under this Agreement shall constit ute a waiver of such obligation only as specified
in such waiver and shall not constitute a waiver of any other ob ligation.

Section 6.J 2. Cumulative Remedies
No remedy by the tenns of this Agreement confen-ed upon or reserved to the Se1vicer, the Trust, the Secured Paity, or the Guarantor is intended to
be exclusive of any other remedy , but each and every such remedy shall be cumu lative and in add ition to every othe r remedy g iven under this Agreement or
existing at law or in equity or by statute on or after the date of this Agreement including, without limitation, the right to such equitable rel ief by way of
injunction, to prevent the breach or threatened breach of any of the provisions of this Agreement or to enforce th e perfom,ance hereof.

Section 6.13. Certain Refere nces Ineffective After Transfer or Discharge
(A) References to Trust Agreement. References herein to the Trust Agreement shall be ofno further force and effect to the extent that the Trust is
no longer t he owner of Serviced Loans. In such event, this Agreement shall be construed without regard to those references.
(B) References to Indenture and Secured Party. References herein to the Indenture, the Secured Party, and the Guarantor shall be ofno fi.1rther
force and effect to the extent the Trust's obligations under the Indenture shall have been discharged as provided in the Indenture. In such event, this
Agreement shall be construed without regard to those references.

Section 6.14. Headings
The Article and Section headings con tained in this Agreement are for convenience only and shall not be deemed part of this Agreement.
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Section 6.15. .Execution in Counterparts
This Agreement may be executed in one or more counterparts, each of which shall be deemed an original and all of which shall be deemed to
constitute but one and the same instmment.

Section 6.16. Certain Activities in U.S. Only
The Servicer will perfonn all Services hereunder that involve communications with a Borrower or a School from locations in, and by employees
or agents located in, the United States, except in the case of Services with respect to a Bonuwer whose residence is located outs ide the United States.

Section 6.17. Bankruptcy Non-Petition
Neither the Servicer, the Secured Pa1ty, nor the Guarantor will at any time institute against the Trnst any bankruptcy proceeding under any
United States federal or State ban kruptcy or similar law in connection with any obligations of the Trnst under th is Agreement; provided, that nothing in this
Section shall preclude any pany hereto from tak ing any action in any case or proceeding voluntarily filed or commenced by the Trust or in any invo luntary
proceeding filed or commenced against the Trust by any other person.
-22-
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IN WITNESS WHE REOF, the Servicer, the Trust, the Secured Party and the Guarantor have executed this Agreement as of the date and year
first above written.
FIRST ASSOCIATES LOAN SERVICING, LLC
By:

Isl Laurence Chiavan
Laurence Chiavan, Executive Vice President

PEAKS TRUST 2 009-1
By:

Deutsche Bank Tnist Company Delaware, not in its
individual capacity, but solely as trustee under the Trust
Agreement
By:

Isl Susan Barstock
Susan Barstock
Attorney-in-fact

And: Isl Ellen Jean -Baptiste
Ellen Jean-Baptiste
Attorney-in-fact
DEUTSCHE BANK TRUST COMPANY Al\llERICAS, as
indenture tnistee under the Indenture
By:

Deutsche Bank National Trust Company

By:

Isl Susan Barstock
Susan Barstock
Vice President

And: Isl Ellen Jean-Baptiste
Ellen Jean-Bap tiste
Associate
ITT EDUCAT IONAL SERVICES, INC.
By:

Isl Kevin M. Modany
1212/11
Kevin M. Modany, Chairman and CEO

[Signature Page to Agreement for Servicing Private Student Loans]
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SCHEDULE A
FEE SCKEDULE
Basic Servicing Fee: 1.025% per annum, based on the aggregate principal balance, as of the last day of the month, of(I) the Serviced Loans
(which shall not include Defaulted Loans); and (2) the Student Loans (or portions thereof) in which the Trust owns a I 00% part icipation interest as provided
in the Program Loan Origination Agreement. The Basic Servicing Fee shall be computed on the basis ofa 360-day year for the actual number of days elapsed.
Deconversion fees shall be $25 per Borrower; provided that if the Agreement is terminated by the Voting Party pursuant to Section 5.02(E)
hereof, the Trnst will, in lieu ofdeconversion fees, pay the Servicer's actual costs and expenses (as described in reasonable deta il on submitted invoices) in
connect ion with deconversion, up to a max imum amount of$500,000.

Addit ional activities, including development of additional reports, may be provided and billed as agreed upon between the parties.
Programming wi ll be billed at$ I 25 per hour.
A-I
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SCHEDULE B
SERVICES
The Servicer shall provide the following Services:
I.

Receive and load electronic loan data onto the Servicer's servic ing system. Create and maintain electronic files and records pertaining to the Serviced
Loans.

2.

Update enrollment data, including by periodic monitoring of, and receipt of data from, the clearinghouse; convert Serviced Loans to Repayment in
accordance with Program Guidelines.

3.

After the Interim Period for a Serviced Loan ends, (i) establish a Repayment Schedule for such Serviced Loan consistent with the Note tenns, and
(ii) (subject to Section 6.05(A)(4) hereof) send to the Borrower a Truth-in -Lending repayment disclosure (to the extent required by the Truth-inLending Act).

4.

Calcu late and apply origination fee (if any) and interest rate as in effect at any given time, capitalize interest on a monthly basis when applicable, and
recalculate monthly payment amounts on a quarterly basis during the Repayment Period, al l pursuant to the Program Guidelines.

5.

Grant Fo rbearance Periods to Borrowers consistent with the Program Guidelines.

6.

During Repayment, p rov ide month ly bill ing statements to Borrowers for principal and interest due.

7.

Respond to inquiries and communications from Borrowers, Schools, the Tmst, the Secured Party, the LenderTmstee and the Guarantor, and
communicate with Borrowers, Schools, the Trust, the Secured Party, the Lender Trustee, the Guarantor and others to the extent necessary to
appropriately provide Services. Provide telephone and internet customer service options for Borrowers.

8.

Process Bonower payments on Serviced Loans promptly, and set up automatic bank account debit loan payments upon Borrower request.

9.

Remit payments received (net of any reversals) on Serviced Loans to the Secured Party (or the assignee of the Serviced Loan) within three Business
Days after receipt or such longer period as may be pennitted by the Secured Party (or the assignee of the Serviced Loan).

I 0.

Prepare and send Internal Revenue Service Fonns I 098 to Bonowers for which tax documentation is provided in connection with their Serviced Loans.

11.

Perfom1 coll ection calls and send delinquency not ifications to delinquent Borrowers in accordance with the Program Guidelines.

12.

Provid e skip tracing activit ies in accordance with the Program Guidelines.
B-1
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13.

Report repayment performance to credit repo1ting agencies in accordance with the Program Guidelines.

14.

Send annual privacy policy notices on behalf of the Trust.

15.

Other services specified to be petfonned by the Servicer (but not the Origination Agent) in the Program Guidelines.

B-2
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SCHEDULEC
REPORTS

Item

Report Na me

Dissemination
Method

Report Description

Frequency

Principal Reconcile - Lender
Summary (Accmal Summary
Report)

The Principal Reconci le reports are used to reconcile the beginning and
ending portfolio current principal balances (as reported by the loan records)
to the monetary activity (as reported by the loan history records).

Online SelfService

Month ly

2

Interest Reconcile - Lender
Summary (Accmal Summary
Report)

The Interest Reconcile reports are used to reconcile the beginn ing and
ending portfolio current Borrower interest balances (as reported by the loan
records) to the monetary activity (as reported by the loan history records).

FTP and/or Online
Self Service

Monthly

3

Fees Reconcile - Lender Summary The Fees Reconcile report is used to reconcile the beginning and ending
(Accmal Summary Report)
portfolio current fees balances (as reported by the loan records) to the
monetaiy activity (as reported by the loan h istory records).

Online SelfService

Monthly

4

Disbu rsement Cancellation
Report

The Disbursement Cancellations Report is a detailed list of the
disbursements that were cancelled during the selected time period.

FTP

Monthly

5

Servicing Extract ("Data Dump")

This report is a data snapshot of all Borrower Program Loans loans for
Orig inating Lender Borrowers serv iced by the Origination Processor;
includes data pertaining to loan principal, interest accrual, payments (dates,
amount, schedu le, etc.).

Online Self
Service and FTP

Monthly

6

Collections Detail Loan Report

This report lists loans in a delinquent status grouped by the different
delinquency buckets (30 days, 60 days, 90 days, etc.).

Online SelfService

Month ly

7

Daily Activity Fi le

A daily activi ty fi le at the transactional loan level that includes payments,
disbursements, write-offs, capitalizat ions, interest accruals, and any other
monetary activity that affects the balance of the loan

FTP

Daily

8

Weekly Balance File

A weekly balance loan level fi le that includes the outstanding principal /
refund, interest, and fee(s) balance at the end of each week.

FTP

Weekly

C-1
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SCHEDULE D
DECONVERSION SERVICES
Upon the occurrence of any event ttiggering Deconversion Services under the tem1s of the Agreement, the Servicer shall provide reasonable
cooperation and assistance in transferring, to the entity designated by the Tmst, those records and documents maintained by the Servicer in connection with
the provision of Services with respect to the Serviced Loans being deconverted (or reports with respect thereto); provided tha t the Servicer shall not be
obligated to forward any record or document in which it asserts proprietary rights or which relates to loans other than the Serviced Loans being d econverted.
All records and documents shall be transferred in such medium as may be required under any applicab le Program Requirements and not inconsistent with the
Servicer's private studen t loan servicing guidelines and all reports shall be in such detail as may be required under any applicable Program Requirements and
not inconsistent with the Servicer's private student loan servicing guidelines.
The Servicer shall use commercially reasonable e ffo1ts to provide records that are transferable in an electronic fo1m maintained by the Se1vicer
within 90 days after the triggering date and to provide paper records within a reasonable time (not to exceed 180 days) after the triggering date.
D- 1
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SCHEDULEE

PROGRAM GUIDELI NES
E-1
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Program Guidelines
PEAKS Private Student Loan Program
December I 0, 2011
"Pre TILA Transition Date"
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1)

General Prov isions
a) Purpose
A PEAKS Private Student Loan is a Loan designed to meet the higher education financing needs of U.S. citizens or eligible noncitizens enrolled in
associate, undergraduate or graduate programs of study, who are attending a schoo l ("ITT ESJ School") owned and operated by ITT Educational
Services, Inc. ("School").
Unless otherwise noted, Access Group will be responsible for executing the loan origination (Origination Agent) functions contained in these Program
Guidelines. The Access Group wi ll be entitled to assume the accuracy of all infonnation provided by the appl icant, the Clearinghouse, the credit
bureau and t he School (includ ing representatives ofan ITT ES I School). Unless otherwise noted, and on and after t he effective date of the Agreement
for Serv icing Private Student Loans as executed by First Associates Loan Servicing, LLC and others, First Associates (Servicer) wi ll be responsible for
the loan servicing functions contained in these Program Guidel ines. First Associates will be ent itled to assume the accuracy of all infonnation provided
to it by Access Group, the Program App licant, the Clearinghouse, the credit bureau and the School.
These Guide lines do not include procedural c ha nges for compliance wit h Title X regulation which is required by Februa r y .14, 201 O. It is
acknowledged by all pa rties tha t a ppli ca tion processing, note form a nd disclosure will be a ffected by the imple me ntation of the new regula tion.
b) Applicability of Program Guidelines
These Program Guidelines apply to Loans made under the PEAKS Private Student Loan Program applied for prior to 2/12/20 I 0.
c) Fonns

In the Private Education Loan Orig ination and Sale Agreement, the Originating Lender has approved the fonns attached he re to as exhibits 7-12. The
Origination Agent may use other or additional fonns as necessary or appropriate in connection with its collection, review and disposition of
app lication data, and may make revisions to the attached fonns that do not affect compliance wit h consumer protection law.
2)

Defini tions (Defined T erms)
See Addendum B for a Iisl of defined tenns. Capi tal ized tenns not defined in these Program GuideI ines will have the meanings assigned in other
app licable documents, such as the Private Education Loan Origination and Sale Agreement (the " Origination Agreement") or the Application and Loan
Agreement. Any conflict between these tenns will be governed by the respective Agreement.

3)

Borrower a nd School Elig ibili ty Requirements
a)

PEAKS Private Student Loan Borrower Elig ibil ity
In order to borrow a Loan , a Borrower must be el igible under the following Program underwriting guidel ines establ ished by the Originating
Lender:
i)

ITT ESI Schools wi ll ce1tify in the Loan Cert ification process that the School has received an Institutional Student Infomrntion Report
from the U.S. Department of Education for each Borrower.
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ii)

B01Tower must be enrolled or accepted for enrollment at least half-time (based on ITT ES! School criteria) a t, or have graduated from, an
ITT ESI School, as certified by the ITT ES! School. If the Borrower is accepted for enrollment, th e applicab le academic period must begin
no later than 120 days after the Application date, based upon the school certification. If the B01TOwer has graduated, the graduation date
must be no earlier than 120 days prior to the App lication date. Fonner ITT EST School students who did not graduate (e.g., dropped out of
school) are not eligible for the PEAKS Loan. The applicable ITT ES! School will be responsible for determining this eligibility and will
confinn through the loan ce1tificatio n process.

ii i)

Borrower must have completed by the App lication date a minimum of20 quarter cred it hours (or the equivalent) of credit for college
level courses. ITT ES! Schools will be responsible for detennining this eligib ility and will confinn through the Loan certification
process.

iv)

Borrower must be at least the following age, based on the Borrowe r's current address as set forth in the Loan Application:
(l)
(2)
(3)
(4)

b)

Alab ama
Nebraska
Puerto Rico
All Other U.S. Locations

19
19
21
18

v)

Borrower must electron ically execute the Application and Loan Agreement for the Program.

vi)

BoITower must have a U.S. address and possess a U.S. Social Security number.

vi i)

Borrowers must successfully meet OFAC (Office ofFore ign Asset Contro l) screening requirements. Access Group will perform the name
verification check that is ou tlined in the OFAC procedure in Addend um C.

viii)

BoITower must meet the BoJTower credit criteria (detailed in section 6 of th is document) of the Program.

PEAKS Private Student Loan School Eligibility
All Title IV eligible ITT ESI Schools located in the United States and its territories are eligible to participate in the PEAKS Private Student Loan
Program.

4)

Loan Period
Individual Borrowers may request Ii.Inds for prior and current Loan Periods at the same time. In these situations a si ngle Application and, if approved, a
single Loan will be made. In the event that the proceeds ofa Loan will be utilized to refinance amounts due with respect to a prior academic year or
portion th ereof and a current or upcoming academic year or portion thereof, th e "Enrollment Period" field on the Loan Application and the "Loan
Period" field on the Sc hool Certification shou ld be completed with the current o r upcoming academic year or portion the reof

5)

Application Overview
This section contains an overview of the loan process. Fmther detail is found in subsequent sect ions of thi s document. Any changes to the following
fom1s, or the method or timing of their completion, must be app roved by the 01iginating Lender p1ior to imp lementation:
Application
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Loan Agreement
School Cert ification
Truth In Lending Disclosure Statements
Adverse Action Letters
The Application process will be hosted by the Access Group Loan Servicing Website.
Borrowers wil l submit completed applications to the O1iginating Lender using the Access Group website and will sign the Application and Loan
Agreement electronically. A paper application process is not contemp lated. All documentat ion that is sent to Program Applicants after receipt of the
Application and Loan Agreement will be sent by Access Group to the Program Applicants by mail or electronically to the extent permitted by law.
Access Group on behalf of the Originating Lender will attempt to obtain a credit report for all Program applicants and underwrite the loan application.
The credit report, or the notification from the credit bureau that a credit report does not exist, will be maintai ned in the Appl ication fi le .
The Borrower wil l be noti tied of credit approval within 30 days based on the Borrower Credit Criteria outlined below, or an adverse action notice will
be sent with in 30 days, as required by applicable law.
Applicant will receive commun ications regarding any incomplete application status. Within 30 days of th e Application date a letter will be sent to the
Borrowernotifying the Borrower of the incomplete status and ind icating that the Loan will be declined for incomplete infom1ation if the required
information is not provided with in 120 days of the date Access Group completed the credit review process.
A FICO credit score for each appl icant wi ll be requested ; the cred it score will be maintained as part of the app lication file and used to assign each
app lication a pricing tier.
The O1iginating Lender will disburse loan proceeds in accordance with the Origination Agreement and will provide interim Truth In Lending
Disclosure statements to each borrower at the time of the first disbursement. The interim Truth in Lending Disclosure statement required fields wi ll be
calculated using methods approved by the Originating Lender. The Originating Lender's Privacy policy, attached as Addendum E, will be mailed to
borrower with the interim Truth In Lending Disclosure statement.
Once disbursed, the loan will be transferred to a loan servicing system and borrower documentation will be maintained as provided in these guidel ines.

6)

Borrowe r Credit Criteria
Applicants must either
a)

Meet the following credit criteria, based upon infom1at ion co ntained in the credit report:
i.

No fi led bankruptcy, discharged bankruptcy or foreclosure within 24 months before the Loan App lication date, and

ii.

No judgments, charge-offs, collections, liens, or repossessions in an aggregate amount of more than $2,500.00 exclud ing medical
related accounts, wi thin 24 months before the Loan Application date, and

iii.

No record ofa student loan default, unless the default has been paid in fu ll.
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or
b)

Have been extended cred it through the School "Temporary Credit" Program and have not had a fi led or discharged bankruptcy wi th in the 24
months preceding the Loan Application date, based upon infonnation conta ined in the credit repo1t.
1.

School will provide a file identifying all Temporary Credit recipients.

ii.

Access Group will use this infonnation to rev iew all applications that would otherwise be denied for any denial reason, except for
bankruptcy, outli ned by section a) above within 5 Business Days.

or
c)

Have no credit history with the credit bureau.

An approved credit deci sion expires if the Loan is not first funded with in 120 days from the date the credit decision was made. If the Loan isn't funded
within 120 days, Access Group will send an adverse action notification to the borrower. If the applicant desires to complete the loan, a new Application
must be created.

7)

Credit Decision Appeals
The app licant may appeal a denied credit deci sion through written correspond ence, accordi ng to the Reconsid eration Policy and Procedures attached
as Addendum D.

8)

Terms and Conditions of Loans
Table of PEAKS Private Student Loan Borrower Pricing Tiers
Pricing for each loan is based on the Borrower's FICO score*:
Tier
2
3
4
5
6

7

*

AGI Tier Code

FICO Score

600
601
602
603
604
605
606

790+
720-789
680-7 I 9
650-679
600-649
No credit score
599 and below

ln1eres1 Ra1e Margin
+ 1.5%
+2.5%
+5%
+7%
+8%
+ 9%
+ 11.5%

Origination Pee

0%
2%
3%
5%
7%
8%
10%

Eligib le Borrowers with an Experian/ Fair Isaac Score Code of9002 or 9003 will be priced as if part of tier 6 ("no credit score")
Inte rest Rate - Refer to Section 13.
Originat ion Fee - An Origination Fee will be added to a Loan at disbursement. This fee will be non-refundab le except in cases of certa in loan
cancellation or refimds as described in Section I 2. The applicab le Origination Fee will be calculated on the Disbursed Amount and capita lized.
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9)

Loan Limits
Borrower Loan Limits
i)

The min imum amount for each Loan is one thousand dol lars ($ 1,000.00).

ii)

The maximum annual Loan amount is equa l to the cost of attendance less financial aid for the ap pl icab le Loan Period(s) as certified by
each ITT ESI School.

ii i)

No aggregate or annual maximum limits will be enforced by the Access Group.

iv)

Agg regate limits are set by degree level and are enforced by each ITT ES! School.
(1)

Associate degree programs: $35,000

(2)

Bachelors degree programs: $60,000

(3)

Graduate d egree p rograms: $25,000

(4)

Maximum undergraduate (associate and bachelor degree programs comb ined): $60,000

(5)

Maximum tota l of all programs : $85,000

The Origination Fee is not included in determination of the minimum and maximum loan limits.

10)

School Certification
The PEAKS Loan requires School Certification. This School Certification must be provided by financial aid personnel at the applicab le ITT ES!
School or the School, us ing the Access Group web cert ifica tion tool.

11)

Funds Disbursement
Access Group will direct the Orig inating Lender to send Disbursement amounts to the School or for the account of the School via direct electronic
funds transfer as provided in the Origination Agreement.
School will cred it student accounts fo r the Disbursed Amount (which excludes the 01igination Fee).
Disb ursements will be scheduled in accordance with each ITT ES! School certification. Each Loan can have a maximum offour (4) disbursements. The
ITT ESI School will choose the dates and di sbursement amounts that best fit its needs and complies with applicable state law, as long as the first
disbursement will occur at least nine (9) d ays after the School has ce1tified the Loan.

If a disbursement is requested for a day on which Access Group or the Originating Lender is closed, the next available disbursement date will be used.
Access Group will detennine which loans will be postponed in the event daily Disbursement volume exceeds the daily Reserve Fund balance as
required by the Origination Agreement. A postponed loan Disbursement p1iority will be set by the date of the certification by the ITT ES! School (First
In First Out priority). Any individual Disbursement that is postponed must be postponed in its entirety, and will not be partially d isbursed .
Truth in Lending disclosures will be produced and sent at the time of the first disbursement.

l2)

Return of Loan Proceeds
The "Gross Refund Amount" ofa Loan as used in these Guideli nes means the portion of the Disbursed Amount on a Loan that is being cred ited to the
B01rnwer's Loan account in accordance
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with this Section. This section only applies to refunds and cancellations received from the ITT ES! School or the School. If funds are received from the
Borrower directly, those funds wi ll be processed as a pre-payment on the Borrower's Loan and Origination Fees and accrued interest will not be
refimded or waived.
lfa cancellati on or refund on a Loan is to be made after the Loan has been sold to the Trust by the Originating Lender:
The School will remit 72% of the Gross Refund Amount to First Associates, and will commun icate to First Associates what the Gross Refund
Amount with respect to that Loan is;
First Associates will credit the Borrower's Loan account with 100% of the Gross Refund Amount;
First Associates will remit the 72% of the Gross Refond Amount that it received from the School to the Trust; and
The Trust wi ll credit the subord inated note held by the School with an amount equal to 28% of the Gross Refund Amount.
Ifa cancellation or refirnd on a Loan is to be made before the Loan is sold by the Originating Lender to the Trust, or after the Loan has been sold to the Access
Group:
The School will remit 72% of the Gross Refund Amount to First Associates, and wil l commun icate to First Assoc iates what the Gross Refund
Amount with respect to that Loan is;
First Associates will credit the Borrower's Loan account with 100% of the Gross Refund Amount;
First Associates will request an amount equal to 28% of the Gross Refund Amount from the Trust;
The Trust will remit an amount equal to 28% of the Gross Refund Amount to First Associates on behalfofthe School, and will credit the
subordinated note held by the School with an amount equal to 28% of the Gross Refund Amount; and
First Associates will remi t 100% of the Gross Refund Amount to the Originating Lender, unless the loan has been sold to Access Group in which
case Access Group wil l reta in 100% of the Gross Refund Amount to Access Group.
In all events, if Access Group receives a check or electronic funds transfer from the School and/or an account of the School related to a cancellation or refimd
ofa Loan:
If the cancellation or refund proceeds are received wi thin 60 days of the Disbursement date:
If the Gross Refimd Amount equals the Disbursed Amount, then related fees and interest will be waived by the Originating Lender
and credited in ful l to the Borrower's account; and

If the Gross Refimd Amount is less than the Disbursed Amount, then the related fees and interest will be waived by the Origi nating
Lender and credited on a pro-rata basis to the Borrower's account.
If the cancellation or refund proceeds are received later than the 60th day after the Disbursement date, then no fees or interest ,vi ii be waived or
credited to the Borrower's account.
In all events, Access Group will communicate all cancellation infonnation to the appropriate parties including the Administrator. The Originating
Lender will calculate the adj ustments to the fee remittance required by the Origination Agreement. Premiums and Fees on any canceled or refunded
Loan will be refunded as provided in the Origination Agreement.
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13)

Interest Rate
a)

Accmal - Interest will accrue at the Variable Rate (as defined below) on the principal amount of each Loan outstanding.

b)

Interest will be calculated on a daily simp le interest basis, according to the outstanding principal balance each day of the tenn of the Loan. The
daily interest rate will be equal to the annua l interest rate in effect on that day, divided by 365.25 days and will not vary for leap years.

c)

Variable Rate - The Variable Rate will be equal to the " Index" (defined below), rounded up to the nearest one-eighth of one percent (0.1 25%)
plus a Margin assigned to the Loan based on the borrower's FICO credit score as described in Section 8 up to a maximum of25%.

d)

The Variable Rate may change, effecti ve on the first day of any month, i f the Index changes. The "Index" for any month is the U.S. Prime Rate, as
published by The Wall Street Journal on the seventeenth (17th) day of the immediately preceding month, o r if The Wall Street Journal is not
published on the seventeenth (I 7th) day of the immediately preceding month, then the next day on which it is published. If The Wall Street
Journal is no longer published, the loan holder will find an a lternate source for the Index. If the Index is no longer available, the loan holder will
choose a comparable Index.

e)

Changes in the Variable Rate will be communicated to the Borrower consisten t with federal and state regulatory requirements.

1)

The Servicemembers Civil Relief Act (The Act) requires consumer lenders to reduce t he interest rate to 6% on any Loan to a Borrower who is
called to Active Duty i f the Loan was disbursed priorto the Borrower being called to Active Duty. In order for the B01Tower to be eligible, the
Servicer must receive proofof military mobil izat ion or a call to active duty (i.e.: a copy of his/her mil itary orders) with a beginning date after the
date of the first Disbursement of the Loan. Ifno end date to the Active Duty is provided in t he documentation, the military website will be
queried on a quarterly basis to determine if the Borrower is stil l on Active Duty . The reduced interest rate will end when the Borrowe r is no
longer on Active Duty.

LOAN SERVIC I NG

14)

Loan File Documentation
The following documents will comprise the Loan File. These may be e lectronic or imaged paper documents.
a)

The fully-completed Application and Loan Agreement, dated and electronical ly signed by the borrower.
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15)

b)

The consumer reporting agency record on the borrower, if any, obtained in the loan application process and any updated consumer reporting
agency records.

c)

Evidence of communicating app lication underwriting decision to applicant.

cl)

If applicable, documentary evi dence that an exception was made in accordance with these Program Guidelines.

e)

ITT ES! School Certification (which is also used for verification ofenrollment).

f)

Evidence of disbursement activity.

g)

The Regulation Z d isclosure statement (both interim and repayment).

h)

The Loan history, maintained by the Servicer in its normal co urse of business, of payments made on the Loan.

i)

The documenta1y evidence of the Servicer's effo1ts to affect a cure of any delinquency or default and to collect the Loan.

j)

Material customer correspo ndence.

k)

First Associates and Access Group will each maintain the loan file documentation acco rding to its record retention schedule.

Capitalization of Interest
Accrued and unpaid interest will be added to the principa l ba lance (capita lized) on the first day of each month during the Interim Period and during
any period offorbearance, excluding Administrative Forbearance and during the Modified Graduated Repayment Schedule (MGRS).
Any remaining accrned unpaid inte rest will be capitalized at the end of the Interim or Forbearance period, excluding Administrative Forbearance, and
also a t the end of each step ofMGRS as described in Section 16 (h) (i)-(iv).

16)

RepaymentTerms
From a processing perspective, Inte1im Period is the in-school p eriod plus the grace period.
(a)

The Interim Period begins on the date ofthe first disbursement of the Borrower's first PEAKS Private Student Loan, continues while the Borrower
is continuously enrolled at an ITT ES! School on at least a half-ti me basis, based on the ITT ES! School criteria ("In School Status"), and ends on
the earliest of:
i)

the date that is six months (grace period) after the borrower graduates, un less the borrower enrolls in another program at an ITT ES!
School at least ha! f-time; or

ii)

the date that is three months (grace period) after the borrower ceases to be enrolled at least half-time for any reason other than graduation
unless the bon'O\ver enrolls in another program at an ITT ES! School at least half-time; or

iii)

the date that is 48 months after the first disbursement of the Borrower's first PEAKS Private Student Loan.

Any payments received from the Borrower during the Interim Period will be applied first to the accrued interest and then principal.
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(b)

Entry into Repayment
If a Borrower has not yet exhausted the Interim Period for one or more PEAKS Private Student Loans and subsequently re-enrolls in an ITT ESI
School on at least a half-time basis, whether or not the Borrower obtains another PEAKS Loan, the Borrower wil I return to an i n-school status and
all of the Bonmver's Loans will enter Repayment together at the earliest of the Interim Period end dates outlined in section I 6(a).
i)

In order to continue in an In-School status, the enrollment of the Borrower on at least a ha! f-time basis must be confirmed by the Servicer
through the Clearinghouse or the Borrower must provide evidence ofenrollment during the academic period in the fonn of a letter or
o ther documentation from an appropriate official of the ITT ESI School.

ii)

Once a Borrowe r has ex hausted the Interim Period, the following conditions apply:
PEAKS bo1rnwers who transfer to a11other ITT ES/ School within 48 months from the date of the first disbursement of their first
PEAKS Loan will be eligib le for an in-school forbearance on all of their PEAKS Private Student Loans as described in
Section 18.c.
PEAKS borrowers who transfer to a11 instillltion ocher tha11 a11 ITT ES! School are not eligib le for an in-schoo l fo rbearance on their
PEAKS Private Student Loans. Their Loans must remain in Repayment Status.

First Associates is responsible for monitoring the Clearinghouse and updating all Borrower enrollment status in fonnation to ensure it correctly appl ies
all Interim Periods and In School Forbearance periods. Such monitoring will be conducted on at least a monthly basis and updates applied as
applicable.
The following additional repayment tenns app ly to the PEAKS Loan.
(a)

Once the loan enters into Repayment Status, the repayment tennis up to IO years ( 120 months) which wi ll be extended by any periods of
Forbearance.

(b)

The comb ined month ly payment on all ofa Borrower's PEAKS Loans will be at least $50 each month or the unpaid balance, wh ichever is less.

(c)

Payments must be made in U.S. do llars drawn on a U.S. bank.

(d)

No penalty for prepayment

(e)

The Servicer may collect a late charge of$ I 0.00, for any part of any installment payment, other than late charges assessed on a prior monthly
payment, wh ich is not paid in full with in fifteen days aft.er the payment due date.

(f)

Any amount paid in excess of the monthly payment amount will be applied to future payments unless the Borrower specifically requests the
excess amount be applied to the princ ipal balance. The due date will be automat ically advanced. If the amount paid in excess is not a multip le of
the monthly payment, the next monthly payment will remain due at a lesser amount, reduced by the excess amount paid, on the following
month's due date. Borrower requests to have excess payments applied to the principal balance will be granted by the Servicer.

(g)

Standard Repayment
"Easy Pay Equal" Repayment plan - the standard repayment plan, requires monthly payments of both principal and interest. Th is amount is
recalculated quarterly to detem1ine whether the payment amount shou ld increase or decrease based on interest rate changes, lump sum payments,
periods of Forbearance, capita lization of interest, etc. to ensure the Loan is repaid
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within the remaining Repayment period. If the monthly installment payment amount is recalculated and the recalculated payment amount would
differ by 2 .0% or less from the monthly installment payment last in effect, the repayment amount will remain unchanged.
(h)

The other repayment schedu le, available upon the approval of the servicer on beha lf of the loan holder, is:
Modified Graduated Repayment Schedule - With this repayment plan, the Borrower will:
i.

Pay 50% of the standard monthly payment for the first six months.

ii.

Pay 75% of the standard monthly payment for the second six months.

iii.

Pay interest only for the second year.

iv.

After two years, return to making standard monthly payments.

v.

Unpaid accrued interest will be capita lized month ly.

PLEASE NOTE: MGRS is only offered once over the life of the loan and is a collections tool used during the delinquency phase. It is not a
standard re-payment p lan.
(i) Auto-debit payments (ACH) and interest rate discount- Borrowers who authorize First Associates to automatically withdraw their monthly
loan payments from their checking or savings account automatically qual ify for an interest rate discount of0.25% on all of their PEA.KS Loans.
This interest rate reduct ion will pennanently tern1inate the first time a payment is returned o r declined for any reason (unless the reason is
due to an error outside the control or responsibility of the Borrower).
After the first return or decline ofan automated payment, the Borrower can continue to make payments using the auto-debit electron ic
transfer method until they provide the Servicer with instructions to cancel the service or until a second incidence of a return or decline of
an automated payment occurs for any reason (unless the reason is due to an error outside the control or responsibility ofthe Borrower), at
which time the auto-debit electron ic transfer method is tem1inated for the Borrower's account. If the Borrower subsequently makes twelve
(12) consecutive monthly payments on time and in fu ll, the Borrower may then request the Servicer to resume automatic debit payments.
If the Borrower enters any type of Forbearance, the auto-deb it payment p lan and the assoc iated interest rate reduction are simultaneously
suspended until the Borrower re-establishes automatic payments, at which point the interest ra te reduction resumes.
Borrowers who enter a Modified Graduated Repayment Schedule repayment plan are allowed to continue using the auto-debit payment
method and do not forfeit the associated interest rate discount as long as no payment is returned or declined.
To activate this interest rate reduction the first time or following any suspension during a forbearance pe1iod, the Borrower must contact
First Associates and subm it the required request form.
Each Borrower will be sent information abou t this fea ture at least 30 days prior to the end of the Borrower's Interim Period.

17)

Account Billing

Borrowers in Repayment wi ll be billed on a monthly basis. The bi lling statements wi ll be sent at least 15 days before the due date. Payments will be
processed and posted to the Borrower's account
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effective the date the payment was received. Payments will be applied so that accrued and unpaid interest and any other fees or charges (e.g.,
collections charges) are satisfied before outstanding principal is reduced.

18)

Available Forbearances
The following Forbearances are avai lable at the discret ion of the Servicer on behalf of the loan holder. Any months that a Loan is in a period of
Forbearan ce will correspondingly extend the Repayment Period.

19)

(a)

Economic Hardsh ip Forbearance- This Forbearance may be granted in increments ofup to three months, for periods that collectively do not
exceed twelve months over the life of the loan. This Forbearance may be used retroactive ly to cover periods of deli nquency. The Borrower must
request an Economic Hardship Forbearance. The request may be made either over the phone or by using the ap plicable Forbearance request fonn.
Documentation of income or expenses is not required.

(b)

Administrative Forbearance - This Forbearance may be granted to cover borrower periods of delinquency arising from interruptions in payment
notification, b illing, or o ther delays not caused by the Bo1rower.

(c)

In School Forbearance - This Forbearance wi ll be granted in increments ofup to one year (l 2 months), for periods that do not extend beyond
four years (48 months) from the date of the first d isbursement of the Borrower's first PEAKS Loan. T he Borrower must be enrolled on at least a
ha! f-time basis (as defined by the School) at an ITT ESI School. To qua Ii fy for such Forbearance, the Servicer may rely on Clearinghouse data
without request from the Borrower, orthe Borrower must provide ev idence of enrollment during each academic period in the fonn ofa letterer
other documentation from an appropriate o fficial of such institution.

(d)

U.S. Mi litary Mobilization Forbearance - This Forbearance will be granted on Loans for Borrowers who are U.S. mil itary personnel and who are
activated or reassigned to Active Duty for a period of more than 30 days as a result ofa military mobilization. Borrowers can use up to 12 months
of U.S. Mi litary Mobilization Administrative Forbearance o n all private loans. The request may be made e ither over the phone o r in writing. In
order to be e ligib le, the Servicer must rece ive proofofmilitary mobilizat ion ora call to Active Duty (i.e.: a copy of the Borrower's military
orders).

(e)

Discretionary Administrative Forbearance- This forbearance may be granted in increments up to three months, for periods that collectively do
not exceed twelve months over the life of the loan. T his forbearance may be used to retroactively cover pe1iods of delinquency that arise from
borrowers who a re in an in school status but have exhausted their 3 month grace period. The Servicer may proactively apply this forbearance.

Making Demographic Changes
Customer demographic changes should be made to the app ropriate operating systems in a timely manner. Demographic change requests may be oral,
written, via returned mail, or other official sources. Permitted changes include Borrower addresses, phone numbers, references, and other pertinent
infonnat.ion that would allow the customer record to remain accurate. First Associates reserves the right to request supporting documentation from the
Borrower for any demographic change.
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20)

Reporting Loans to Consumer Credit Re porting Agencies
a)

The Servicer wi II report the status of all Loans (other than Defaulted Loans) on a monthly bas is to three of the national consumer credit reporting
agencies. Loans that are "current" and those that are 59 days or less past due as of the end ofa calendar month will be reported as "cunent."
Loans that are 60 days or more past due as of the end ofa calendar month and have not defaulted wil l be reported based on th e appropriate
delinquency status.
Once a loan has defaulted, that event will be reported and no further reporting will occur because the reporting of recoveries on defaulted
accounts will be reported by the collection agency perfom1ing recove1y activities for that Loan.
Loans in Forbearance status will be reported as such.

b)

21)

The Servicer will comply with the regulatory requirements that govern consumer credit agency reporting. The Servicer will attempt to resolve
any credit repo1ting disputes ra ised by the Borrower.

Financial Activ ity Reporting
The Servicer will provide the monthly repo rts identified in the Servicing Agreement and the Admin istration Agreemen t.

22)

Collection and Default Activities and Due Diligence
The Servicer is responsible for complying with all applicable federal and state laws while en forcing default and collection procedures.
a)

b)

Delinquent means the failure by a Borrower to pay when due a non-acce lerated scheduled periodic payment due under the tenns of the Loan.
Delinquent does not mean the violation by a Bon-ower of any other tenn or cond ition of the Loan. A Loan is deemed to b e delinquent (or in
delinquency) as of the close of business on the installment due date for which a scheduled periodic payment has not been made in full or within
10% of the amount due, but not more than $5.00 less than the amount due. The first day of delinquency is the day following the payment due
date. A Loan will conti nue to age or remain de linquent Crom that po int until payment in full is made o r other payment arrangements are enacted.
Once a Loan becomes delinquent, the delinquency may also be referred to as " days past due."

Default means:
i)

For any Loan owned by the 01iginating Lender or any institution subject to regulations promulgated by the Federa l Financial
Institutions Examination Council or its member regulatory agencies: a Loan that is one hundred twenty (120) days delinquent. A Loan is
deemed to be 120 days delinquent and is declared to be in default when the Borrower fails to make the scheduled periodic payments in
full when due or has fai led to comply with other approved written payment agreements and the Loan ages to 120 days past due, or
because of the Borrower's death.

ii)

When ownership is by other than an entity described in (i) above: a Loan that is one hundred eighty (180) days delinquent. A Loan is
deemed to be 180 days delinquent and is declared to be in default when the Borrower fails to make the scheduled periodic payments in
full when due or has fai led to comply with other approved written payment agreements and the Loan ages to 180 days past due, or
because of the Borrower's death.
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c)

Due Diligence is the group of activities that are perfonned during attempts to collect the Loan from the Borrower.

d)

Skip Trace is the group of activ ities that are perfonned to locate a Borrower the Servicer is unable to contact using the BotTOwer infonnation
contained in the cmTent loan record, such as when the address is detennined to be invalid (address skips) or the telephone number is detennined
robe inva lid (telephone skips).
i)

Activit ies in the attempt to locate the Borrower will be documented in the account histoty and any documentation related to the efforts
will become a pait of the Loan File.

ii)

The purpose of sk ip tracing is to obtain the necessaty con tact infonnation to resume nonnal Due Dil igence processes. Sk ip Trace
activit ies will be considered complete when the Servicer has obtained a valid address (address skip) or telephone number (telephone
sk ip) or has pe1fom1ed each of these activit ies:

ii i)

e)

I)

(I)

Attempted to con tact the Borrower to obtain a new address or telephone number for the Borrower.

(2)

Attempted to con tact all references listed on the Loan app lication to obtain a new address or telephone number for the Borrower.

(3)

Contacted the ITT ES! School for updated borrower contact infom,ation, if the ITT ES! School pennits its release.

When Sk ip Trace activities are comp lete and the process has not resulted in a new address or telephone number, no further Due Diligence
activit ies can be pe1fonned by Servicer.

Due Dil igence Schedule ofLetters and Notices
i)

When Default occurs at 120 days, the Servicer will sen d increasingly forceful collection letters an d/or electron ic communications no less
frequent ly than the I 0th, 20th, 40th, 70 th, and 90th days of delinquency to the Borrower. When Default occurs at 180 days, the Servicer
will send increasingly forceful collection letters no less frequently than the I Qth, 20th, 40th, 70th, 90th, I 20th, and 150th days of
delinquency to the Borrower. The collection letters must be sent out on a timely basis, with a tolerance for error of p lus or minus 5
business days.

ii)

The letter and/or electronic communication sent on the 90th day of delinquency for 120-day Defaults or on the 150th day for 180-day
Defau lts wi ll be a final Demand Letter which demands the fu ll amount past due.

ii i)

At the I 20th day ofdelinquency for 120-day Defaults or at the 180th day for 180-day Defaults, the Servicer will send a Notice of Default,
which infonns the Borrower that the Loan is in defau lt and may be turned over to a collection agency. The Notice of Default must be sent
out on a timely bas is, with a tolerance for error of p lus or minus 5 business days.

iv)

Servicer may employ postal email and/or electronic communications for all letters and notices.

Due Diligence Schedule ofTelephone and Letter / E-mail Contact
For purposes of this section the following definitions app ly:
"Contact" is defined as a phone conversation directly between the Bo1Tower and a rep resentative from the Servicer or an agency
represen ting the Servicer.
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"Attempt" is defined as an approach to try and secure communication with the BoITower. This can be through the telephone, electronic
message or physical letter.
During contact with the BoITower, the representative should identify the Loan(s) being discussed and detennine the reason for delinquency. The
representative should then work with the BoITower to identify the best option available to assist the 801mwer

Due Dil igence Schedule
Servicer will pe1fom1 the following actions, unless petfonnance of them wou ld be a violation of any applicable federal or state laws or
regulations arising from the assert ion of ri ghts by the Borrower.
Dilige11ce 81Jcket

Actions*

I to 14 days delinquent

Past-Due Notice

15 to 29 days del inquent

One Contact with borrower or attempts made on at least three separate
days

30 to 60 days delinquent

Two Contacts with boITower or attempts made on at least four separate
days

61 to 90 days delinquent

Two Contacts with borrower or attempts made on at least four separate
days

91 to 120 days delinquent

Two Contacts with borrower or attempts made on at least four separate
days

When app licab le: 121 to 150 days delinquent

Two Contacts with boITower or attempts made on at least four separate
days

When app licable: 151 to 180 days delinquent

Two Con tacts ,vith borrower or attempts made on at least four separate
days

* The collection telephone ca lls, letters and/or electron ic commun ications must be conducted on a timely basis, with a tolerance for error of plus or minus 5
business days. Attempts may be made using telephone, email, or letters. During each Diligence Bucket (beginning with the 30 to 60 days delinquent
bucket), at least one attempt must be by telephone and at least one attempt by email or letter.

g)

Initiation ofSkip Trace Activities
The Servicer will perfonn both address skips and telephone ski ps. It wil l init iate skip trace activities when it learns that the mail to the Borrower
has been returned as undeliverable or when it learns a telephone number is invalid , and that discovery occurs on or before the 901h day of
delinquency for 120-day Defau lts and on or before the ! 50•h day of delinquency for 180-day Defaults.

h)

Recovery Activities on Defaults
The following recovery act ivities apply if the Servicer has been con tracted by the Loan holder to perfom1 such activities.
i)

Once a Loan defau lts, it is no longer a serviced Loan under the tenns of the servicing agreement and the payment of servicing fees on that
Loan ceases. To p rovide for ongoing recovery efforts on defaulted Loans, Servicer will maintain the system of record for tracking the
then-current unpaid defau lted Loan ba lance.

ii)

Servicer will assign all defaulted Loans to one o r more recovery collection agencies.
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23)

24)

ii i)

Se1vicer may emp loy Deutsche Bank or its affiliates to perfom1 collection activities provided Servicer believes the proposed fees are both
cost-effect ive and reasonab le in comparison with other potential sources.

iv)

Any amounts rece ived from collection agencies will be transfen-ed to the loan holder or Secured Party, if appl icable, in an amount
ca lculated in accordance with the Servic ing Agreement.

v)

Servicer will track collect ion agency perfom1ance and will initially assign and subsequently re-assign d efaulted Loan collection agency
placements based on collection agency perfonnance when a lternat ive collection agencies are available.

vi)

Servicer wil l make al l dec isions as to whether to accept or reject part ial payments in settlement of the full defaulted Loan balance.

Bankruptcy
a)

The Servicer will send copies of a ll documents relating to any bankruptcy proceeding to the ownerofthe Loan within 15 business days of
receipt, and the Servicer wi ll cease all collection activity. Bankruptcy proceeding may include petitions in bankruptcy cou1t and/or
con-espondence concerning bankruptcy from the Bon-ower or an attorney representin g the Bon-ower.

b)

If the Serv icer rece ives notice that a Bon-ower files for a Chap ter 13 bankmptcy, the Servicer will file a Proof of Claim with the bankrnptcy court
and cease contact wi th the Bon-ower. Once a plan ofreorganization is approved, the Servicer will resume activities in accordance with the plan.

c)

If the Serv icer rece ives notice that a Bormwer files for a Chapter 7 bankmptcy, the Serv icer wi ll file a ProofofClaim with the bankmptcy court
only i f required by the bankmptcy court.

Death
a)

The Servicer wi ll send copies of a ll documents relating to any Bonower death to the owner of the Loan within 15 business days of receipt.

b)

The Origination Agent will cance l any fi.11ure disbursements tha t are dated after receipt of the death certi ficate.

c)

Acceptab le documenta tion ofa death is a ce1tified copy or a photocopy of the Death Ce1tificate.

Ifthe Serv icer suspects the documentation related to any Bonower death is fraudulent, the Servicer may continue to perfonn collect ion/due
dil igence activities wh ile completing its research and making its detem1 ination.

25)

Allowable Write-Offs and Re funds
a)

Any remaining loa n balance of$5.00 or less wi ll automatical ly be written olTduring t he nightly update to the serv icing system.
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b)

Any remaining loan balance of more than S5.00 but $ 10 .00 or less will be written off30 days after the balance is reduced to that amount.

c)

The Servicer may use its discretion to write-off amounts greater than$ I 0.00 but less than or equal to$ I 00.00. The write-off involves a manual
entry.

cl)

Not including default claim balances, amounts above $100.00 will be referred to the Owner for review and approval/denial. If approved, the
write-off will involve a manual entry.

e)

Refund amounts less than or equal to $1.00 are written-off within 30 days. Amounts greater than $ 1.00 are refunded within 45 days.

f)

If the borrower has other open program loans serviced by First Associates, providing the borrower did not request othenvise, refund amounts due
a borrower equal to $25.00 or less will be applied to the borrower's other open program loans.
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*****

: LIBERTY
**•**BANK, N.A.

I.
Addendum A

CUSTOMER IDENTIFICATION PROGRAM

Access Group, Inc.

For Comp liance with Section 326 of the USA PATRIOT Act
Revised April 27, 2009
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Purnose
The purpose of this document is to desc1ibe the student loan processing procedures Access Group, Inc. has in place to comply with the Customer Identity
Verification Requirements under Section 326 of the Uniting and Strengthening America by Providing Appropriate Tools Required to Intercept and Obstruct
Ten-orism (USA PATRIOT) Act. Regulations issued by the Departmen t of the Treasury on April 30, 2003 require banks to develop a Customer Identi ficat ion
Program (ClP) that implements reasonable procedures relative to the core concepts of Section 326: ( I) collection of identifying information about customers
opening an account, (2) verifying that the customers are who they say they are, (3) maintaining records of the informat ion used to verify their identity, and
(4) detennin ing whether the customer appears on any list of suspected terrorists or te1TOrist organizations. Customer Ide ntification Programs must be in place
for banks by October 2003.
This Customer Identification Program has been created because: (a) Section 326 of the USA PATRIOT Act currently ap plies to Access Group; (b) the
Department of the Treasury has indicated that separate regulations regarding Section 326 are forthcoming with respect to non -bank financia l institut ions and
are expected to closely track the bank regulations; and (c) The Originating Lender has requested that, as origination agent for them, we share with them our
C ustomer Identification Program.
Access Group and th e Federal Family Education Loan Program (FFELP) have controls in place that mitigate the risk o f providing student loans to persons for
terrorist purposes. These controls have been examined in light of th e C[P requirements and are described within this document. Loan processing procedures
reflect the steps taken to verify id entity, including what information needs to be collected and reviewed, time frames for the review and positive
identification of customers, and escalation procedures for problems and discrepancies found. In consu ltation with the Comp liance Depa1tment, the
Opera ti ons processing areas will tra in employees on any changes that occur because of the requirements imposed by the USA PATRIOT Act as well as other
statutes and regulations goveming student loan processing.
Access Group has a Director of Compliance whose responsibility it is to document the C IP and monitor the company's compliance with the CLP requ irements,
and to include the requirements of the Act in the company's intema l compliance audit function.
Identity Verification Procedures
§ I 03 .l 2 l(b)(2)-

The CIP must contain risk-based procedures for verifying the identity of each customer to the extent reasonable and practicable. The procedures must be
based upon relevant risks such as the types of accounts be ing opened, the various methods of opening accounts, and the types of identifying in formation
available, as well as the company's size and the type of customer base.

How Access Gro up meets the compliance require ment
Access Group believes that most of the FFELP and Private loans offered to borrowers pose little risk o f fraudulent use for the following reasons:
Excep t as noted below, the school certifies the student's eligibility for a loan and his/her enrollment status, giving us a reasonable belief that it
knows the true identity of the customer.
In most cases, loan funds are de livered direct ly to the school's financial aid department via check or electronic funds transfer.
Stafford loans are made payable to the student or co-payable to the student and the schoo l. PLUS loan funds disbursed by indiv idual check must
be made co-payab le to the borrower and the school.
The schoo l app lies the loan funds to unpaid educational expenses actually incurred by the student.
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Because loan funds are only disbursed for school related expenses, a potential identity th ief would have to enroll in school, ce1tify the loan, and
create the appearance of attending classes in order to obtain loan proceeds.
Fo r Stafford and PLUS Loans, the Title JV loan refund process provides a final safeguard against the misuse of student loan funds. For students
who withdraw from school with in a sholt time of enrollment, the school must calculate and return to the lender a refund ofloan funds based on a
percentage of the tenn enrolled. In most cases, depending on when the student withdraws from school, refimds are sent from the school d irectly to
the originator of the loan rather than to the student. So, even a student with the intent to receive the money personally by withdrawing
immediately from schoo l is typically not able to do so.
Fo r Access Group PLUS and private loans that require a cosigner, sponsor, or endorser, funds are delivered to the school on behalf of the student,
thereby mitigating the risk that the funds coul d be used for te1TOrist purposes by the loan cosigner or sponsor.
Access Group PLUS and private loans require a credit bureau report that is used to detennin e the borrower's credit e ligibi lity and the pricing of
the private loans. The credit bureau report is considered an additional source of identity verification. For some of the loans, however, boll'owers
who have not established a credit history can still qualify for loan funds, and in the case of the student recipient of sponsor loan funds, no credit
check is done on the student. In these cases, we rely on the schoo l certification process in order to verify the boll'ower's identity and on the funds
disbursement process to ensure that the loan funds are delivered to the school.
The Access Group REL and DEL loans present a greater risk for the misuse of funds because the funds are de livered directly to the student, the
schoo l is not required to ce1tify a boll'ower's eligib ili ty, and REL and DEL boll'owers do not need to be previous Access Group borrowers. To
help mit igate thi s risk, Access Group has implemented additional identity verification requirements.
Fo r BEL loans, boll'owers receive the funds d irectly and they do not need to be previous Access Group borrowers. In these instances Access
Group relies on the school celti ficat ion process and the credit app roval process in order to verify the borrower's identity. Statistically, there are
an insignificant number of BEL loans with no credit history.
For federal Consolidation Loans, the risk is even lower since this loan is actually a refinancing of other eligib le federal loans and the borrower is
the recipient ofa new payment schedule, not loan proceeds.
The Treasury regu lations allow an exception to the identification requirements for ex isting customers (returning borrowers) who have loans with
Access Group prior to October l , 2003. Access Group, however, applies the identification requirements to all customers in order to even further
mitigate the risk.
Access Group routinely purchases p rivate loans from Lenders through a contractual arrangement. Identity verification for these loans is not
necessary at the time of purchase; Access Group has already performed ident ity verification for these loans on behalf of The Originating Lender
during the o rigination process.
Students studying abroad at an eligible foreign school in a program of study that is approved by the home institution must have their enrollment
verified by the school before loan proceed s are disbursed. In some cases, the student may request to have the funds disbursed directly to him or
her, however, the school must certify the student's enrollment. The foreign school is notified that the fonds were sent directly to the boll'ower.
Customer Infonnation Required
§ l 03.12 l(b)(2)(i)-

The minimum information that a bank must obtain from each customer prior to opening an account is as follows: (l) name; (2) street address (resident ial and
mail ing add resses); (3) date of birth; (4)an identification number.
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How Access Gro up meets the compliance require ment
The borrower's name, date ofbirth, permanent address, and Socia l Security Number is collected on a ll loan appl ication forms. Addit ionally, a
mailing address is requested for REL, DEL, and BEL applicants. For federal Stafford and PLUS loan bo1Towers, the mandated Mas ter Promissory
Note (M PN) collects this data and the mandated federal Consolidation Loan applicat ion/ promissory note is the data collection instrument for the
Consolidation Loan. Instructions on the form ask speci fically for a pern1anent home street a ddress and indicate that a temporary street address is
not acceptable . The same inforn1ation is required of Access Group private loan borrowers, cosigners and sponsors on the private loan application
and promissory note.
Fo r collecting the identification number, Access Group requires citizens to provide their Social Security Number on the loan appl ication fonns.
El ig ib le non -c itizens seeking federal ai d provide the ir alien registration number du ting the FAFSA application process. For Access Group private
loan borrowers who are internat ional students, a copy of the passport showing country of o rig in is required. Cosigners and sponsors must be
citizens in order to qualify for p rivate loan funds.
Verification Through Documents
§ I 03 .121 (b )(2)(ii)(A)-

The CIP must include procedures describing when the bank will verify identity through documents and setting forth the documents that are to be used for this
purpose.

How Access Group meets the compliance require ment
As stated above, Access Group requires a copy of the passport showing country of origin for all international loan applicants.
Additionally, if discrepanc ies are noted in the primary identifying fields (Name, address, etc.) between the loan application and the credit bureau repo1t,
Access Group may require the applicant to submit documentary evidence to resolve the discrepancy.
Non-Documentary Verifica tion

§ I 03. 12 I (b)(2)(ii)(B) The CfP must include procedures describing what non-documentary methods are being used to verify identi ty and when these methods will be used.

How Access Gro up meets the compliance requirement
Access Group considers the required certification of the borrower's eligibility by the school to be non-documentary verification of the borrower's
identity by a trusted third party . The school certifies all p rivate loans, wi th the except ion of the REL and DEL, and all federal loans.
An address comparison is performed for all REL and DEL applicants. If the address provided on the loan appl ication does not match the address
on the credit bureau report, then additiona l steps are taken to verify the mailing address. If the mailing address cannot be verified through nondocumentary means (such as directory assistance or www.usps.com), the applicant is contacted and asked to provide acceptable documentation
of proof ofresidence .
If significant discrepancies are discovered in the borrower's name, address, or Social Security Number du ring the cred it quality control process,
Access Group wil l compare and verify infonnat ion.
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As part of the normal processing procedures, we reconcile loan disbursement infonuation with each school for each borrower. This is one way of
ensuring that loan fonds are bei ng used for educational purposes.
The U.S. Department of Education data match process against the Social Security Administration (SSA) and the Immigration and Naturalization
Service (INS) databases verifies the identity of each Stafford and PLUS Loan borrower.
Loan fonds are released after the school has certified the borrower's elig ibility and has resolved discrepancies with the SSA and LNS matches.
Schools also need to match enrollment records of foreign students, regardless of financial aid applications, against the INS database at the time
the student enrolls.
Lack of Verification

§ I 03. 121 (b)(2)(iii) The ClP must include procedures for responding to circumstances in wh ich the bank cannot fonn a reasonab le bel ief that it knows the true identity ofa
customer.

How Access Group meets the complia nee require ment

If the borrower, cosigner, spo nsor, o r endorser (whenever applicab le), does not submit the requested documents for identi ty verification, we will decline
making the loan and notate the reason on the system as "failure to subm it proof of identity."
Record Keeping Requirements
§ I 03. 121 (b)(3)(i) and (ii)

The CIP must include procedures for making and maintaining a record of al l in formation obtained under the procedures implementing the minimum identity
verification requirements of the CLP. Records must be kept for five years after the date the account is closed or becomes dormant.

How Access Gro up meets the compliance require ment
Access Group retains all bo1Tower origination and disbursement records for all borrowers. The documentation used to verify b orrower identity is
scanned and imaged . Addit ionally, a note is placed on the borrower's account using a memo feature to indicate the type of documentation
collected.
If there is a d iscrepancy in any of the ident ification materials submitted by a loan applicant, the processing area will requi re new documentation
be submitted, and retain in the memo feature a description of the steps taken to resolve it.
Comparison with Government Lists
§ 103. 121(b)(4)The CIP must include procedures for detennining whether the applicant is on any list ofkno\\11 or suspected terrorists or terrorist organizations issued by any
federal government agency and d esignated as such by Treasury in consultation with federal funct ional regulators.

How Access Gro up meets the compliance requirement
Access Group currently compares inte rnational loan applicants who pass the established credit criteria to the Treasury 's Specially Designated
Nationals and Blocked Persons (SON) list.
Access Group performs a name-based OFAC check on every federal loan app licant and on al l pri vate loan applicants who pass the established
credit criteria.
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Customer Notice

§103 .12l(b)(5)The CIP must include procedures for provid ing customers with adequate notice that the bank is requesting infomiation to verify their identity. The notice
must generally describe the verification requirements and be given in a manner reasonably designed to ensure the customer views or receives the notice
before opening an account.

How Access Group meets the compliance require ment
The "lnstniction and Not ices" page included with each FFELP Stafford and PLUS MPN contains sufficient notice that infom1ation is collected for
identity verification and anti-fraud purposes.
"The principal purposes for collecting the information on this form, including your SSN, are to verify your identity, to determine your elig ibility to
receive a loan or a benefit on a loan (such as a defem1ent, forbearance, discharge or forgiveness) under the FFELP, to pennit the servicing of your
loan(s), and, ifit becomes necessary, to locate you and to collect on your loan(s), if your loan(s) become deli nquent or in default. We also use your SSN
as an account identifier and to pennit you to access your account infonnation electronically."
The Application and Loan Agreement for private loans contains the fol lowing notice:
IMPORTANT INFORMATION ABOUT PROCEDURES FOR OPENING A NEW ACCOUNT To help the government fight the funding of terrorism and
money laundering activit ies, Federal law requires all financia l institutions to obtain, verify, and record information tha t identifies each person who
opens an account. What this means for you: When you open an account, we will ask for your name, address, date of birth, and other info1mation that
will allow us to identify you. We may also ask to see your driver's license or other identifying documents.
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Addendum B
Dictionary of Defined Terms
Term

Account

Definition

Refers to each Loan approved per application.

Active Duty

As defined in the Servicemembers Civ il Relief Act.

Application

The electronic process or document used to collect data from the Applicant (i.e., name, address, Social Security
number, date of b irth, school info1T11ation, etc.) to initiate a request for a Loan.

Borrower

The person who ap plies for and receives the bene-fit of the-education loan.

Clearinghouse

The National Student Clearinghouse, a non-profit organization headquartered in Herndon, Virginia, or its
successors.

Collection

The actions taken by a Lender or Servicer to collect payments due from the Borrower.

Disbursements

The transfer of Loan funds from the Originating Lender via Electronic Funds Transfer(EFT) forthe benefit of
the borrower.

Full Payment

A payment that is within I 0% of the amount due but not more than $5.00 less than the amount due.

Loan

A consummated Appl ication and Loan Agreement that is ev idenced by a d isbursement and has been signed by
the Bo1Tower.

Loan Agreement

The document that is incorporated by reference into the Application that has been signed by the Borrower
containing the terms of the Loan.

Loan Period

The academic year or portion thereof for which the appl icant is enrolled and is seeking a loan.

Servicer

First Associates.
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Addendum C
OFAC Procedure
OFACHit
Steps:

I.

\\/hen an app lication is initiated, the applicant 's name is automatically checked against the OFAC database for a match. When there is no
match, the application continues processing in a norn1al fashion.

2.

If name is a match, the information requ ired by the Customer In formation Program (found in Addendum A) is collected by Origination Agent.

3.

Following completion of Step 2, the application is forwarded to the Servicer's Originations and Disbursement Manager.
a.

The Originations and Disb ursement Manager will re-verify the match and if applicable, contact OFAC's " hotline" at 1-800-540-6322 for
verification.

b.

lfOFAC confinns a true hit, there are additional reporting requirements that are required to be in compliance.

c.

lfOFAC confinns a true hit, the Originations and Disbursement Manager will also contact Liberty Bank.
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Addendum D
Reconsideration Procedure
Access Group's Reconsideration Policy and Procedures

My loan request was denied. Will Access Group take a second look at my recmest?
YES! Our policy is to allow a one-time reconsideration of your loan application on behalfofLibe1ty Bank, N.A. All reconsiderations must be concluded
within 60 days of your initial denial. In requesti ng reconsiderat ion, you are aut horizing us to obta in a copy of your credit bureau report, which we will do
within 60 days. In order to facil itate a thorough and time ly review, all requests for reconsideration must be submitted in wri ting.
Your correspondence should specificall y address the items listed in the enclosed denial letter and be accompan ied by appropriate documentation (please list
your Social Security number in your letter or fax).
All reconsideration requests should be mai led to:
Access Group, lnc.
Credit Reconsideration Dept.
P.O. Box 7410
Wilmington, DE 19803-0410
O r, you may fax your correspondence to:
Access Group, Inc.
Credit Reconsideration Dept.
(302)477-4296

\Vhat. information was used in initiallv denving mv loa n request?
We have rel ied upon the in fonnat ion contained in your c redit report. Your credit report contains detailed infonnation on you r past credit history and
performance. Access Group, on behalf of Liberty Bank, N.A., evaluates the infonnation found in your credit report.

What information will he used in reconsidering this initial decision?
We will reconsider your loan application based solely o n ~ in your credit report, which are called to our attention or negative items you are able to
correct. For this reason, we strongly urge you to get a copy of your credit report, free of charge, from the credit agency l isted on the enclosed denial letter. In
your co1Tespondence with us, p lease list the e1Tors you find on the repo1t. Only errors evi denced by a corrected credit report, obtained by the Access Group
directly from the cred it agency, will be considered.

What procedures do I follow to have my application reconsidered?
I.

Carefully read the enclosed denial letter.

2.

Order a copy of your credit report by call ing the consumer credit reporting agency listed in your letter.

3.

Check your cred it report for accuracy and report any en-ors by calling the consumer credit reporting agency directly and by contacting each reporting
creditor who is a source ofan error. In some cases, credit reports reflect issues with creditors or have repo1ting errors about which you may be unaware.
To help ensure a timely response, we suggest that you send correspondence to the consumer credit reporting agency v ia registered ma il.
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Addendum E
O ri ginating Lender 's Pr ivacy Policy

(• , LiBERrY
• •'BANK,N.A.
Li berty Bank, N.A.
25201 Chagrin Blvd., Suite 120
Beachwood, OH 44122-5600
Securing Your Financial Privacy

PRIVACY DISCLOSURE
Liberty Bank, N.A. is committed to the strong trad ition of safeguarding our customers' private financial information. Liberty Bank, N.A. collects, retains, and
uses infom1ation about ind ividual customers only when we believe it would be useful (and allowed by law) in administering our business and to provide
products, services an d other opportunities to customers. Th is in formation is obtained from application infom1ation, transaction infom,ation, and consumer
report infonnation. Liberty Bank, N.A. makes disclosures to third parties only as pennitted by law. This privacy policy expresses Liberty Bank N.A.'s
commitment to our customers.
INFORMATION WE COLLECT ABOUT YOU
We collect nonpublic personal infonnation about you from the fo llowing sources:
Informat ion we receive from you on app lications or other forms,
Infonnation about your transactions with us, our affiliates, or others,
lnfom,ation we receive from a consumer-reporting agency
NO DISCLOSURES OUTSIDE OF EXCEPTIONS
We do not d isclose any nonpublic personal infonnat ion about our customers or fom1er customers to anyone, excep t as pem,itted by law.
CONFlDENTIALITY AND SECURITY
We restrict access to nonpublic personal information abo ut you to those employees who need to know that information to provide products or services to
you.
We maintain physical, elec tron ic, and procedural safeguards that comply with federa l standards to guard your nonpublic personal information.
ADDITIONAL INFORMATION
lf yo u have any questions or concerns about the protection of your personal financial information, please feel free to contact us at (2 16)359-5500.
ISP Fonn - 06/2009
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Program Guidelines
PEAKS Private Student Loan Program
Effective as of December I 0, 201 1
"Post TLLA Transition Date"
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1)

General Prov isions
a) Purpose
A PEAKS Private Student Loan is a Loan designed to meet the h igher education financing needs of U.S. citizens or eligible noncitizens enrolled in
associate, undergraduate or graduate programs of study, who are attending a schoo l (" ITT ESJ School" ) owned and operated by ITT Educational
Services, Inc. ("School").
Unless otherwise noted, Access Group will be responsible for executing the loan origination (Origination Agent) functions contained in these Program
Guidelines. The Access Group wi ll be enti tled to assume the accuracy of all infonnation provided by the Program Applicant, the Clearinghouse, the
cred it bureau and the School (inc luding representatives ofan ITT ESI School). Unless otherwise noted, and on and after the effect ive date of the
Agreement for Servicing Private Student Loans as executed by First Associates Loan Servicing, LLC and others, First Associates (Servicer) will be
responsible for the loan servicing fhnctions contained in these Prog ram Guidelines. First Associates will be entitled to assume the accuracy of all
infonnation provided to it by Access Group, the Program Applicant, the Clearinghouse, the cred it bureau and the School.
b) Applicability o f Program Guidelines
These Program Guidelines apply to Loans made under the PEAKS Private Student Loan Program app lied for on or after February 12, 20 IO and prior to
7/ 1/20 I I, with the first d isbursement occurring no later than 7/ 3 I /20 I I. A new Interest Rate Margin is in effect for applications initiated on or after
February 8Th, 2011 . Please see section 8 Terms and Cond itions of Loans for specific details.
c) Forms
In the Approva l of Documents and Procedures Pursuant to Private Education Loan Originat ion and Sale Agreement dated February 11, 2010 the
Originating Lender has approved the fo1ms attached thereto as exhibits B through G. The Origination Agent may use other or additional fom1s as
necessary or appropriate in connection ,>lith its collection, review and disposition of ap plication data, and may make revisions to the attached fom,s
that do not affect compliance with consumer p rotection law.

2)

Definitions (Defined T erms)
See Addendum B for a list of defined tenns. Cap italized terms not defined in these Program Guidelines will have the meanings assigned in other
app licable documents, such as the Private Education Loan O1igination and Sale Agreement (the " Origination Agreement") or the Application and Loan
Agreement. Any cont1ict between these tenns will be governed by the respective Agreement.

3)

Borrower a nd School Elig ibili ty Require ments
a)

PEAKS Private Student Loan Borrower Eligibil ity
In order to borrow a Loan, a Borrower must be el igible under the following Program underwrit ing guidelines estab lished by the Orig inati ng
Lender:
i)

ITT ESI Schools will certify in the Loan Cert ification process that the School has received an Institutional Student Information Report
from the U.S. Department of Education for each Borrower.
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ii)

B01Tower must be enrolled or accepted for enrollment at least half-time (based on ITT ES! School criteria) a t, or have graduated from, an
ITT ESI School, as certified by the ITT ES! School. If the Borrower is accepted for enrollment, th e applicab le academic period must begin
no later than 120 days after the Application date, based upon the school certification. If the B01TOwer has graduated, the graduation date
must be no earlier than 120 days prior to the App lication date. Fonner ITT EST School students who did not graduate (e.g., dropped out of
school) are not eligible for the PEAKS Loan. The applicable ITT ES! School will be responsible for determining this eligibility and will
confinn through the loan ce1tificatio n process.

ii i)

Borrower must have completed by the App lication date a minimum of20 quarter cred it hours (or the equivalent) of credit for college
level courses. ITT ES! Schools will be responsible for detennining this eligib ility and will confinn through the Loan certification
process.

iv)

Borrower must be at least the following age, based on the Borrowe r's current address as set forth in the Loan Application:
(I)
(2)
(3)
(4)

b)

Alabama
Nebraska
Puerto Rico
All Other U.S. Locations

I9
19
21
18

v)

B01TOwer must electron ically execute the Application and Loan Agreement for the Program.

vi)

Borrowe r must have a U.S. address and possess a U.S. Social Security number.

vi i)

Borrowers must successfully meet OFAC (Office of Fore ign Asset Contro l) screening requirements. Access Group wi ll perfonn the name
verification check that is ou tlined in the OFAC procedure in Addendum C.

viii)

Borrowe r must meet the Borrowe r credit crite ria (detai led in section 6 of th is document) of the Program.

PEAKS Private Student Loan School Eligibility
All Title IV eligib le ITT ESI Schools located in the United States and its territories are eligible to participate in the PEAKS Private Student Loan
Program.

4)

Loan Period
Individual Program App licants may request funds for prior and current Loan Periods at the same time. In these situ ations a si ngle Applicat ion and, if
approved, a sing le Loan wil l be made. I.n the event that the proceeds ofa Loan wi ll be utili zed to refinance amounts due with respect to a prior
academic year or portion thereof and a current or upcoming academic year o r po1tion thereof, the "Enroll ment Period" field on the Loan Application
and the "Loan Period" field on the School Certification should be completed with the cu1Tent or upcoming academic year or portion thereof

5)

Application Overview
This section contains an overview of the loan process. Fu1t her detail is found in subsequent sections of thi s document. Any changes to the following
fom1s, or the method or timing of their completion, must be approved by the Originating Lender prior to implementation:
Application
Loan Agreement
School Certification
Truth In Lending Disclosure Statements
Adverse Action Letters
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The Truth-in-Lend ing Disclosure Statements consist of I) the disclosure statement provided with the Application (the Application and So licitation
Disclosure Statement), 2) the disclosure statement provided with the notice ofloan approval (the Approval Disclosure Statement) and 3) the disclosure
statement provided afterthe Borrower accepts the Loan (the Final Disclosure Statement).
The Application process will be hosted on the Access Group Loan Servicing Web site. Program Applicants will sub mit comp leted Applications to the
Originating Lender using the Access Grou p Web site and wi ll sign the Application and Loan Agreement electronically. Access Group will provide
Program Applicants the Applicat ion and Solic itation Disclosure Statement as part of the electronic application process. A paper application process is
not contemp lated. All documentation that is sent to Program Applicants after receipt of the App lication and Loan Agreement will be sent by Access
Group to the Program Applicants by mail or electronically to the extent pennitted by law.
Access Group will provide a self-certification fonn to the Program Applicant during the app lication session. Access Group will populate the selfcertification fonn with in fonnation that the Program Applicant has p rovided in the loan application. Access Group will review the self-certification
form to ensure that the Program Appl icant has electron ically signed the form before permitt ing the Program Applicant to continue with the application
process.
Access Group on behalf of the Originating Lender will attempt to obtain a credit report for all Program applicants and underwrite the loan application.
The credit report, or the notification from the credit b ureau that a credit report does not exist, will be maintained in the Application file .
Each Program Applicant will be notified of the credit decision within 30 days of Access Group's receipt of the application. Program App licants who do
not meet the credit criteria described in Section 6, be low, will receive a mailed adverse action notice. Program Appl icants who meet the credit criteria
(Bo1rnwers) will receive notice of cred it approva l. Program Applicants who have not left theironline session will be notified online that their
app lications have been approved. Access Group will send 1) Program App licants who have left th ei r on line session before being ooti fied of approval,
or 2) Program Applicants who could not be approved during their on line session, but are approved after their on line session has concluded, an email
directing them to return to the Access Group Loan Servicing Website to view their App roval Disclosures.
Program Applicants who have not completed their app lications within 30 days of credit review will receive an adverse action letter notifying the
Prog ram Applicant of the incomp lete status. The letter will indicate that the Application will be denied for incompleteness if the required infonnat ion
is not provided within 120 days of the date Access Grou p completed the credit review process. BoITowers who have received emails direct ing them to
return to the Access Group Loan Servicing Web site to view their Approval Disclosures, but have not done so withi n 30 days, will also receive an
adverse action letter notifying them of the incomplete status of their Applications.
A FICO credit score for each appl icant will be requested; the credit score will be maintained as patt of the application file and used to assign each
app lication a pricing tier.
The Approval Disclosure Statement will be populated with an offer acceptance date that is 36 calendar days from the date of the credit decision. For
purposes of the Approval Disclosure Statement, BoITowers wi ll have unti l th is date to accept the loan offer described in the Approval Disclosure
Statement. However, Access Group's practice will be to allow the Borrower to accept
the loan offer for 120 days from the date of the credit dec ision. Ap proved Borrowers may accept the loan offer by following the instructions provided
on the Access Group Loan Servicing Web si te.
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Access Group will not make any changes to the loan tenns summarized in the Approval Disclosure Statement other than those pennitted by the Truthin-Lend in g Act. Access Group may reduce the loan amount approved based on information received from the Borrower or the ITT ES! School that
indicates that the Borrower's actual or certified financial need has dec lined. Access Group will not prepare and send a new Approva l Disclosure
Statement in that situation.
Aller Access Group has received the Borrower's acceptance of the loan offer, Access Group wi ll prepare and mai l a Final Disclosure Statement to the
borrower. Borrowers will have t hree (3) business days from rece ipt of the Final Disclosure Statement to cancel t he loan. Access Group will deem the
Final Disclosure Statement to be received by the Borrower three (3) business days after mailing . The Borrower can cancel the loan by either calling or
emaili ng Access Group as directed in the Final Disclosure Statement.
All Tmth in Lending Disclosure Statement required fields will be calcu lated using methods approved by the Originating Lender. The Originat ing
Lender's Privacy po licy, attached as Addendum E, will be mailed to Borrowers with the Final Disclosure Statement.
The Originating Lender will disburse Loan proceeds in accordance with the Origination Agreement. Once d isbursed, the Loan will be transferred to a
loan servicing system and Borrower documentation wi ll be maintained as provided in these guidelines.

6)

Borrower Credit Criteria
Program A pplicants must either
a)

Meet the following credit criteria, based upon in format ion contained in the credit report:
1.

No filed bankruptcy, discharged bankruptcy or foreclosure within 24 mont hs before the Loan App lication date, and

11.

No judgments, charge-offs, collections, liens, or repossessions in an aggregate amount of more than $2,500.00 exclud ing medical
related accounts, within 24 months before the Loan Application date, and

iii.

No record ofa st udent loan default, un less the default has been paid in full.

or
b)

Have been extended cred it through the School "Temporary Credit" Program and have not had a fi led or discharged bankmptcy wi thin the 24
months preceding the Loan Application date, based upon information contained in t he credit report.
1.

School will provide a file identifying all Temporary Credit recipients.

11.

Access Group will use this information to review all applications that would otherwise be den ied for any denial reason, except for
bankm ptcy, outl ined by section a) above within 5 Business Days.

or
c)

Have no credit history with the credit bureau.

An approved credit decision expires if the Loan is not first funded with in 120 days from the date the credit decision was made. If the Loan isn't funded
with in 120 days, Access Group will send an adverse action notification to the Program App licant. lfthe Program Applicant desires to complete the
loan, a new A pplicat ion must be created.
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7)

Credit De cision Appeals
The Program Applicant may ap peal a denied credit decision through written correspondence, according to the Reconsideration Policy and Procedures
attached as Addendum D.

8)

Terms and Conditions of Loans
Table of PEAKS Private Student Loan Borrower Pricing Tiers
Pricing for each loan is based on the Borrower's FICO score*:
T ier

AGI Tier Code
600
60 1
602
603
604
605
606

1
2
3
4

5

6
7

FICO Score
790+
720-789
680-7 19
650-679
600-649
No credit score
599 and below

Interest Rate Margin
+ 1.5%
+2.5%
+5%
+7%
+8%
+9%
+ 11.5%

Ori£ination Fee

0%
2%
3%
5%
7%
8%
10%

For applications in itiated on or after February 8th, 20 11 the b elow increased margins will come into effect.
Tier

AGI Tier Code
607
608
609
6 10
61 1
6 12
6 13

2
3
4

5

6
7

FICO Score
790+
720-789
680-7 19
650-679
600-649
No credit score
599 and below

Interest Rate Margin
+2.5%
+3.5%
+6%
+8%
+9%
+ 10%
+ 12.5%

Orii.ination Fee
0%
2%
3%
5%
7%
8%
10%

* Eligible Borrowers with an Experi an/Fair lsaac Score Code of9002 or 9003 will be priced as if part of tie r 6 ("no cred it score")
1.nterest Rate - Refer to Section 13.
Origination Fee - A.n Origination Fee wil l be added to a Loan at disbursement. Th is fee will be non-refundable except in cases of certa in loan
cancellation or refonds as described in Section 12. The applicab le Origination Fee will be calculated on the Disbursed Amount and capita lized.

9)

Loan Limits
Borrower Loan Limits
i)

The minimum amount for each Loan is one thousand dollars ($ 1,000.00).
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ii)

The maximum annual Loan amount is equal to the cost of attendance less financial aid for the ap plicable Loan Period(s) as certified by
each ITT ESl School.

iii)

No aggregate or annual maximum limits will be enforced by the Access Group.

iv)

Aggregate limits are set by degree level and are enforced by each ITT ESI School.
(1)

Associate degree programs: $35,000

(2)

Bachelors degree programs: $60,000

(3)

Graduate degree programs: $25,000

(4)

Maximum undergraduate (associate and bachelor degree programs comb ined): $60,000

(5)

Maximum total of all programs: $85,000

The Origination Fee is not included in detem1ination of the minimum and maximum loan limits.

10)

School Certification
The PEAKS Loan requires School Certification. This School Certification must be provided by financial aid personnel at the applicable ITT ES!
School or the School, using the Access Group web cert ification tool.

11)

Funds Disburseme nt
Access Group will direct the Orig inating Lender to send Disb ursement amounts to the School or for the account of the School via direct electronic
funds transfer as provided in the Origi nation Agreement.
School wil l cred it student accounts fo r the Disb ursed Amount (which excludes the Originat ion Fee).
Disbursements wi ll be scheduled in accordance with each ITT ES! School certification. Each Loan can have a max i mum offour (4) disbursements. The
ITT ES! School will choose the dates and disbursement amounts that best fit its needs and complies with applicable state law, as long as the first
disbursement will occur at least nine (9) days after the School has ce1tified the Loan.

If a disbursement is requested for a day on which Access Group or the Originating Leader is closed, the next available disbursement date will be used.
Access Group will detennine which loans will be postp oned in the event daily Disbursement volume exceeds the daily Reserve Fund balance as
required by the Origination Agreement. A postponed loan Disbursement priority will be set based upon the date of the certification by the JTT ESI
School (First In First Out priority). Any individual Disbursement that is postponed must be postponed in its entirety, and will not be partially
disbursed.

12)

Return of Loan Proceeds
The "Gross Refund Amount" ofa Loan as used in these Guidelines means the portion of the Disbursed Amount on a Loan that is being credited to the
Borrower' s Loan account in accordance with this Section. This section only applies to refi.tnds and cancellations received from the ITT ESI School or
the School. If funds are received from the Borrower d irectly, those funds will be processed as a pre-payment on the Borrower's Loan and Origination
Fees and accmed interest will not be refunded or waived.
!fa cancellation or refund on a Loan is to be made after the Loan has been sold to the Trust by the
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Originating Lender:
The School will remit 72% of the Gross Refund Amount to First Associates, and wi ll commun icate to First Associates what the Gross Refund
Amount with respect to that Loan is;
First Associates will credit the Borrower's Loan account with 100% of the Gross Refund Amount;
First Associates will remit the 72% of the Gross Refund Amount that it received from the School to the Tmst; and
The Tmst will credit the subordinated note held by the School with an amount equal to 28% of the Gross Refund Amount.
!fa cancellation or refund on a Loan is to be made before the Loan is sold by the Originating Lender to the Tmst, or after the Loan has been so ld to the
Access Group:
The School will remit 72% of the Gross Refund Amount to First Associates, and will communicate to First Associates what the Gross
Refund Amount with respect to that Loan is;
First Associates will credit the Borrower's Loan account with I 00% of t he Gross Refund Amount;
First Assoc iates will request an amount equa l to 28% of the Gross Refund Amount from the Trnst;
The Trnst will remit an amount equal to 28% of the Gross Refund Amount to First Associates on behalfofthe School, and wi ll credit the
subordinated note held by the Schoo l with an amount equal to 28% of the Gross Refund Amount; and
First Associates will remit I00% of the Gross Refund Amount to the Originating Lender, unless the loan has been sold to Access Group in
which case First Associates will remit 100% of the Gross Refund Amount to Access Group.

In all events, ifFi rst Associates receives a check or electronic funds transfer from the Schoo l and/or an account of the School related to a cancellation o r
refund ofa Loan:
If the cancellation or refund proceeds are received within 60 days of the Disbursement date:
If the Gross Refund Amount equals the Disbursed Amount, then related fees and interest w ill be waived by the Originating Lender and
credited in full to the Borrower's account; and
If t he Gross Refund Amount is less than the Disbursed Amount, then the related fees and interest will be waived by the Originating
Lender and credited on a pro-rata basis to the Borrower' s account.

If the cancellation or refund proceeds are received later than the 60th day after t he Disbursement date, then no fees or interest will be waived or
credited to the Borrower's account.

In all events, First Associates wi ll communicate all cancellation information to the appropriate parties including the Administrator. The Originating
Lender will calculate the adj ustments to the fee remittance required by the Origination Agreement. Premiums and Fees on any canceled or refi.111ded
Loan will be refunded as provided in the Origination Agreement.
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13)

Interest Rate
a)

Accmal - Interest will accrue at the Variable Rate (as defined below) on the principal amount of each Loan outstanding.

b)

Interest will be calculated on a daily simp le interest basis, according to the outstanding principal balance each day of the tenn of the Loan. The
daily interest rate will be equal to the annua l interest rate in effect on that day, divided by 365.25 days and will not vary for leap years.

c)

Variable Rate - The Variable Rate will be equal to the " Index" (defined below), rounded up to the nearest one-eighth of one percent (0 .1 25%)
plus a Margin assigned to the Loan based on the borrower's FICO credit score as described in Sect ion 8 up to a maximum of25%.

d)

The Variable Rate may change, effecti ve on the first day of any month, i f the Index changes. The "Index" for any month is the U.S. Prime Rate, as
published by The Wall Street Journal on the seventeenth (17th) day of the immediately p receding month, o r if The Wall Street Journal is not
publ ished on the seventeenth (I 7th) day of the immediately p receding month, then the next day on which it is pub lished. If The Wall Street
Journal is no longer published, the loan holder will find an a lternate source for the Index. If the Index is no longer available, the loan holder will
choose a comparable Index.

e)

Changes in the Variable Rate wi ll be communicated to the Borrower consistent with federal and state regulatory requirements.

1)

The Servicemembers Civil Relief Act (The Act) requires consumer lenders to reduce t he interest rate to 6% on any Loan to a Borrower who is
called to Ac tive Duty i f the Loan was disbursed priorto the Borrower being called to Active Duty. In order for the B01Tower to be eligible, the
Servicer must receive proofof military mobilization or a call to active duty (i.e.: a copy of his/her military orders) with a beginn ing date after the
date of the first Disbursement of the Loan. Ifno end date to the Active Duty is provided in the documentation, the military website will be
queried on a quarterly basis to determine if the Borrower is stil l on Active Duty. The reduced interest rate will end when the Borrower is no
longer on Active Duty.

LOAN SERVIC I NG

14)

Loan File Documentation
The following documents will comprise the Loan File. These may be e lectronic or imaged paper documen ts .
a)

The fully-completed Application and Loan Agreement, dated and electronical ly signed by the Borrower.

b)

The consumer reporting agency record on the Borrower, if any, obta ined in the loan application process and any updated consumer reporting
agency reco rds .

c)

Evidence of communicating app lication underwrit ing decision to Program applicant.

d)

If app licable, documen tary evidence that an except ion was made in accordance with these Program Guidelines.

e)

ITT ESI School Certification (wh ich is also used for verification of enrollment).
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f)

Evidence of disbursement activity.

g)

The Regulation Z Ap proval Disclosure Statement and Final Disclosure Statement.

h)

The Loan history, maintained by the Servicer in its nom1al co urse of business, of payments made on the Loan.

i)

The documenta1y evidence of the Servicer's effo1ts to affect a cure of any delinquency or default and to collect the Loan.

j)

Material customer correspondence.

First Associates and Access Group will each maintain t he loan file documentation accordi11g to its record retention schedule.

15)

Capita lization oflnterest.
Accrued and unpaid interest will be added to the principal ba lance (capita lized) on the first day of each month during the Interim Period, during any
period ofForb earance, excluding Administrati ve Forbearance and during the Modified Graduated Repayment Schedule (MGRS).
Any remaining accrued unpaid inte rest wi ll be cap italized at the end of the Forbearance period, excluding Admin istrati ve Forbearance and also at the
end of each step of MGRS as described in Section 16 (h) (i)-(iv)

16)

Repayment Terms
From a processing perspective, In terim Period is the in-school p eriod plus the grace period.
(a)

The Interim Period begins on t he date of the first disbursement of the Borrower's first PEAKS Private Student Loan, cont inues while the
Borrowe r is continuously enrolled at an ITT ESI School on at least a hat f-time basis, based on the ITT ES! Schoo l criteria ("In School
Status" ), and ends on the earliest of:
i)

the date that is six months (grace period) after the Borrower graduates, unless the Bo1TOwer enrolls in another program at an ITT
ESI Sc hool at least hat f-time; or

ii)

the date that is three months (grace period) aft.e r the Borrower ceases to be enrolled at least half-time for any reason other than
graduation unless the Borrower enrolls in another program at an ITT ESI School at least half-time; or

iii)

the date that is 48 months after t he first disbursement of the Borrowe r's first PEAKS Private Student Loan.

Any paymen ts rece ived from the Borrower during the Inte rim Period will be applied first to the accrued interest and then principa l.
(b)

Ent1y into Repayment

If a Borrower has not yet exhausted the Interim Period for one or more PEAKS P1ivate Student Loans and subsequently re-enrolls in an
ITT ESTSchool on at least a half-time basis, whether or not the Borrower obtains another PEAKS Loan, the Borrower will return to an inschoo l status and all of t he Borrower's Loans will enter Repaymen t together at t he earliest of the Interim Pe riod end dates outlined in
section l 6(a).
i)

In order to cont inue in an In -School status, the enrollment of the Borrowe r on at least a half-time basis must be confirrned b y the
Serv icer through the Clearinghouse or the Borrower must provide evidence of enro ll ment during the academic period in the fonn
of a letter o r other documentation from an appropriate official of the ITT ES! School.
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ii)

Once a Borrower has exhausted the Interim Period, the following conditions apply:
PEAKS Borrowers who transfer to another ITT ES/ School w ithin 48 months from the date of the first disbursement of their
first PEAKS Loan will be eligible for an in-school fo rbearance on all of their PEAKS Private Student Loans as described in
Section 18 .c.
PEAKS Borrowers who transfer to an institution other than an ITT ES! School are not eligib le for an in-school forbearance
on their PEAKS P1ivate Student Loans. Their Loans must remain in Repayment Status.

First Associates is responsib le for monitoring the Cleaiinghouse and updating all Borrower enrollment status infonnation to ensure it
correctly applies all Interim Periods and In School Forbearance periods. Such monitoring wi ll be conducted on at least a monthly basis
and updates app lied as appl icable.
The following additional repayment tenns app ly to the PEAKS Loan.
(a)

Once the loan enters into Repayment Status, the repayment term is up to 10 years (120 months) which wi ll be extended by any
periods of Forbearance.

(b)

The combined monthly payment on all ofa Boirower's PEAKS Loans wi ll be at least $50 each month or the unpaid balance,
whichever is less.

(c)

Payments must be made in U.S. dollars drawn on a U.S. bank.

(d)

No penalty for prepayment

(e)

T he Servicer may collect a late charge of$ I 0.00, fo r any part of any installment payment, other than late charges assessed on a
prior monthly payment, which is not paid in full within fifteen days after the payment due date.

(t)

Any amount paid in excess of the monthly payment amount will be applied to future payments unless the Bo1TOwer specifically
requests the excess amount be applied to the principal balance. The due date wi ll be automa tically advanced. If the amount paid in
excess is not a mult iple of the monthly payment, the next month ly payment will remain due at a lesser amount, reduced by the
excess amount paid, on the fo llowing month's due date. Borrower requests to have excess payments appl ied to the principal
balance will be granted by the Servicer.

(g)

Standard Repayment
"Easy Pay Equal" Repayment plan - the standard repaymen t plan, requires monthly payments of both principal and interest. This
amount is recalculated quarterly to determine whether the payment amount should increase or decrease based on interest rate
changes, lump sum payments, periods ofForbearance, capitalization of interest, etc. to ensure the Loan is repaid within the
remain ing Repayment period. If the month ly installment payment amount is recalculated and the recalculated payment amount
would di ffer by less than 2.0% from t he month ly installment payment last in effect, the repayment amount wi ll remain unchanged.

(h)

The other repayment schedule, availab le upon the approval of the servicer on behalf of the loan holder, is:

Modified Grad uated Repayment Schedule (MGRS)- With this repayment plan , the Boirowerwill:
i. Pay 50% of the standard monthly paymen t for the first six months.
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ii. Pay 75% of the standard monthly payment for the second six months.
iii. Pay interest only for the second year.
iv. After two years, return to making standard monthly payments.
PLEASE NOTE: MGRS is only offered once over the life of the loan and is a collections tool used during the delinquency phase. It is not a standard repayment plan.
(i) Auto-debit payments (ACJ-1) and interest rate discount - Borrowers who authorize First Associates to automatically withdraw their monthly
loan payments from their checking or savings account automatically qualify for an interest rate discount of0.25% on all of their PEAKS Loans.
This interest rate reduction will pennanently tenninate the first time a payment is returned o r declined for any reason (unless the reason is
due to an error outside the control or responsibility of the Borrower).
After the first return or decline ofan automated payment, the Borrower can continue to make payments using the auto-debit electron ic
transfer method until they provide the Servicer with instruct ions to cancel the service or until a second incidence of a return or decline of
an automated payment occurs for any reason (unless the reason is due to an error outside the control or responsibility of the Borrower), at
wh ich time the auto-debit electron ic transfer method is tem1inated for the Borrower's account. If the Borrower subsequently makes twelve
(12) consecu tive monthly payments on t ime and in foll, the Borrower may then request the Servicer to resume automatic debit payments.

If the Borrower enters any type of Fo rbearance, the au to-deb it payment p lan and the assoc iated interest rate reduction are simultaneously
susp ended until the Borrower re-establishes automatic payments, at which point the interest rate reduction resumes.
BotTOwers who enter a Mod ified Graduated Repayment Schedule repayment plan are allowed to con tinue using the auto-debit payment
method and do not forfeit the associated interest rate discount as long as no payment is retumed or declined.
To activate this interest rate reduction the first time or following any suspension during a forbearance period, the Borrower must contact
First Associates and subm it the required request form.
Each Borrower will be sent information abou t this fea ture at least 30 days prior to the end of the Borrower's Intetim Period.

17)

Account Billing
Borrowers in Repayment will be billed on a monthly basis. The bill ing statements wi ll be sent at least 15 days before the due date. Payments will b e
processed and posted to the Borrower's account effective the date the payment was received. Payments will be applied so that accrned and unpaid
interest and any other fees or charges (e.g., collections charges) are satisfied before outstand ing p rincipa l is reduced.
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