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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q/A

(Amendment No. 1)

(Mark One)

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the quarterly period ended March 31, 2013

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the transition period from to

Commission file number 1-13144

ITT EDUCATIONAL SERVICES, INC.

(Exact name of registrant as specified in its charter)
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Delaware 36-2061311
(State or other jurisdiction of (LLR.S. Employer
incorporation or organization) Identification No.)

13000 North Meridian Street
Carmel, Indiana 46032-1404
(Address of principal executive offices) (Zip Code)
Registrant s telephone number, including area code: (317) 706-9200

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes © No x

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes © No x
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer x Accelerated filer

Non-accelerated filer "~ (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes © No x

23,362,123

Number of shares of Common Stock, $.01 par value, outstanding at March 31, 2013
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EXPLANATORY NOTE
Restatement and Revision of Consolidated Financial Statements

ITT Educational Services, Inc. ( we, us or our )is filing this Amendment No. 1 ( Amended Filing ) to its Quarterly
Report on Form 10-Q for the quarter ended March 31, 2013, originally filed with the United States Securities and

Exchange Commission ( SEC ) on April 26, 2013 (the Original Filing ), to amend and restate its unaudited condensed
consolidated financial statements and related disclosures for the three months ended March 31, 2013.

In February 2014, we commenced a review of the accounting for a variable interest that we held in a variable interest
entity ( VIE ), which is a trust (the PEAKS Trust ) that purchased, owns and collects private education loans made under
the PEAKS Private Student Loan Program (the PEAKS Program ). We engaged significant internal and external
resources to perform supplemental procedures to assist us in reviewing our financial statements and accounting
practices (the Supplemental Procedures ). As a result of the review and the Supplemental Procedures, on June 18,
2014, the Audit Committee of our Board of Directors determined that we should have consolidated the PEAKS Trust
in our consolidated financial statements beginning on February 28, 2013. February 28, 2013 was the first date that we
had the substantive unilateral right to remove the servicer of the private education loans owned by the PEAKS Trust

( PEAKS Trust Student Loans ). Within this Amended Filing, we are restating our previously issued condensed
consolidated financial statements as of and for the three months ended March 31, 2013 to reflect our determination
that we should have consolidated the PEAKS Trust in our consolidated financial statements beginning on February 28,
2013 (the Consolidation ) and to reflect other corrections and reclassifications.

In this Amended Filing, we are restating:

our Condensed Consolidated Balance Sheet as of March 31, 2013 (unaudited);

our Condensed Consolidated Statement of Income for the three months ended March 31, 2013 (unaudited);

our Condensed Consolidated Statement of Comprehensive Income for the three months ended March 31,
2013 (unaudited);

our Condensed Consolidated Statement of Cash Flows for the three months ended March 31, 2013
(unaudited);

our Condensed Consolidated Statement of Shareholders Equity for the three months ended March 31, 2013
(unaudited); and

the Notes to those condensed consolidated financial statements.
For a description of the restatement, see Note 2 Restatement and Revision of Previously Issued Unaudited Financial
Statements of the Notes to Condensed Consolidated Financial Statements.
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We have also revised our previously issued condensed consolidated financial statements as of and for the periods
specified below to reflect certain immaterial corrections and reclassifications. In this Amended Filing, we have revised
our:

Condensed Consolidated Balance Sheet as of March 31, 2012 (unaudited);

Condensed Consolidated Balance Sheet as of December 31, 2012;

Condensed Consolidated Statement of Income for the three months ended March 31, 2012 (unaudited);

Condensed Consolidated Statement of Comprehensive Income for the three months ended March 31, 2012
(unaudited);

Condensed Consolidated Statement of Shareholders Equity for the three months ended March 31, 2012
(unaudited); and

Condensed Consolidated Statement of Shareholders Equity for the year ended December 31, 2012.
For a description of the revision, see Note 2 Restatement and Revision of Previously Issued Unaudited Financial
Statements of the Notes to Condensed Consolidated Financial Statements.
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For ease of reference, this Amended Filing amends and restates the Original Filing in its entirety. Restatements and
revisions to the Original Filing have been made to the following sections:

Part], Item 1 Financial Statements

Part I, Item 2 Management s Discussion and Analysis of Financial Condition and Results of Operations

Part I, Item 3 Quantitative and Qualitative Disclosures about Market Risk

PartI, Item4 Controls and Procedures

PartII, Item 1  Legal Proceedings
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Part I, Item 1A  Risk Factors

PartII, Item 6  Exhibits
The information in those sections has been modified to reflect the restatement and revisions described above, as well
as where necessary to correct and/or update information as a result of the restatement and revisions to our financial
statements. We have also updated the signature page, the certifications of our Chief Executive Officer and Chief
Financial Officer in Exhibits 31.1, 31.2, 32.1 and 32.2, and our unaudited consolidated financial statements formatted
in eXtensible Business Reporting Language (XBRL) in Exhibit 101. Except as provided in this Explanatory Note, or
as indicated in the applicable disclosure, this Amended Filing has not been updated to reflect other events occurring
after the filing of the Original Filing and does not modify or update information and disclosures in the Original Filing
affected by subsequent events. Accordingly, this Amended Filing should be read in conjunction with our filings with
the SEC subsequent to the date on which we filed the Original Filing, together with any amendments to those filings.
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ITT EDUCATIONAL SERVICES, INC.
Carmel, Indiana
Quarterly Report to Securities and Exchange Commission
March 31, 2013
PART 1

FINANCIAL INFORMATION

Item 1. Financial Statements.
Index

Condensed Consolidated Balance Sheets as of March 31, 2013 (unaudited and as restated) and 2012 (unaudited)
and December 31, 2012

Condensed Consolidated Statements of Income (unaudited) for the three months ended March 31, 2013 (as
restated) and 2012

Condensed Consolidated Statements of Comprehensive Income (unaudited) for the three months ended March 31,
2013 (as restated) and 2012

Condensed Consolidated Statements of Cash Flows (unaudited) for the three months ended March 31. 2013 (as
restated) and 2012

Condensed Consolidated Statements of Shareholders Equity for the three months ended March 31. 2013
(unaudited and as restated) and 2012 (unaudited) and the year ended December 31. 2012

Notes to Condensed Consolidated Financial Statements (as restated)

-3-
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ITT EDUCATIONAL SERVICES, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(Dollars in thousands, except per share data)

March 31,
2013
(unaudited)
(as restated)
Assets
Current assets:
Cash and cash equivalents $ 206,638
Short-term investments 0
Restricted cash 6,693
Accounts receivable, net 106,308
PEAKS Trust student loans, less allowance for loan losses of $0,
$0 and $0 7,282
Deferred income taxes 71,301
Prepaid expenses and other current assets 19,189
Total current assets 417,411
Property and equipment, net 184,123
PEAKS Trust student loans, excluding current portion, less
allowance for loan losses of $0, $0 and $0 105,007
Deferred income taxes 45,024
Other assets 31,721
Total assets $ 783,286
Liabilities and Shareholders Equity
Current liabilities:
Current portion of PEAKS Trust senior debt $ 103,356
Accounts payable 63,713
Accrued compensation and benefits 15,425
Other current liabilities 52,185
Deferred revenue 120,628
Total current liabilities 355,307
Long-term debt 150,000
PEAKS Trust senior debt, excluding current portion 123,660
Other liabilities 45,634

Table of Contents

As of
December 31,
2012

$ 243,465
0

3,478

78,928

0
44,547
16,162

386,580
189,890

0
57,471
41,263

$ 675,204

$ 0
63,304
21,023

106,796
135,900

327,023

140,000
0
82,416

March 31,
2012
(unaudited)

$ 171,970
114,806
7,629
55,475

0
12,566
17,832

380,278
198,493

0
34,563
49,516

$ 662,850

$ 0
77,664
13,323
60,641

180,147

331,775

175,000
0
64,574
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Total liabilities 674,601

Shareholders equity:
Preferred stock, $.01 par value, 5,000,000 shares authorized, none

1ssued 0

Common stock, $.01 par value, 300,000,000 shares authorized,

37,068,904 issued 371

Capital surplus 194,629

Retained earnings 950,202

Accumulated other comprehensive (loss) (7,835)
Treasury stock, 13,706,781, 13,744,395 and 12,934,377 shares, at

cost (1,028,682)
Total shareholders equity 108,685

Total liabilities and shareholders equity $ 783,286

549,439

0

371

197,113

967,473
(7,930)
(1,031,262)

125,765

675,204

571,349

0

371

186,262

891,875
(9,316)
(977,691)

91,501

$ 662,850

The accompanying notes are an integral part of these condensed consolidated financial statements.
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ITT EDUCATIONAL SERVICES, INC.

(Amounts in thousands, except per share data)

(unaudited)

Revenue

Costs and expenses:

Cost of educational services

Student services and administrative expenses
Legal and other investigation costs

Loss related to loan program guarantees

Total costs and expenses

Operating income

(Loss) on consolidation of PEAKS Trust
Interest income

Interest (expense)

Income (loss) before provision for income taxes
Provision (benefit) for income taxes

Net income (loss)

Earnings (loss) per share:
Basic
Diluted

Weighted average shares outstanding:
Basic
Diluted

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Three Months Ended
March 31,
2013
(as restated) 2012
$285,062  $339,209
124,176 134,941
101,721 101,319
1,500 0
3,803 3,054
231,200 239,314
53,862 99,895
(73,248) 0
34 681
(3,574) (547)
(22,926) 100,029
(5,655) 39,384
$(17,271) $ 60,645
$ (074 $ 2.39
$ (0.74) $ 2.37
23,397 25,420
23,397 25,636
11



Edgar Filing: ITT EDUCATIONAL SERVICES INC - Form 10-Q/A

Table of Conten

ITT EDUCATIONAL SERVICES, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Dollars in thousands)

(unaudited)

Net income (loss)

Other comprehensive income, net of tax:

Net actuarial pension loss amortization, net of income tax of $211 and $272

Prior service cost (credit) amortization, net of income tax of $151 and $151
Unrealized (losses) on available-for-sale securities, net of income tax of $0 and $0

Other comprehensive income, net of tax

Comprehensive income (loss)

Three Months Ended
March 31,
2013
(as restated) 2012
$(17,271) $60,645

333 423
(238) (237)
0 (23)

95 163

$(17,176)  $60,808

The accompanying notes are an integral part of these condensed consolidated financial statements.
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ITT EDUCATIONAL SERVICES, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Dollars in thousands)

(unaudited)
Three Months Ended
March 31,
2013
(as restated) 2012
Cash flows from operating activities:
Net income (loss) $(17271) $ 60,645
Adjustments to reconcile net income (loss) to net cash flows from operating activities:
Depreciation and amortization 7,292 7,420
Provision for doubtful accounts 15,305 10,654
Deferred income taxes (15,384) (4,224)
Excess tax benefit from stock option exercises 0 (805)
Stock-based compensation expense 3,093 4,483
Settlement cost (46,000) 0
Accretion of discount on PEAKS Trust student loans (1,360) 0
Accretion of discount on PEAKS Trust senior debt 652 0
Loss on consolidation of PEAKS Trust 73,248 0
Other 295 (339)
Changes in operating assets and liabilities:
Restricted cash (1,512) (357)
Accounts receivable (42,685) (17,521)
PEAKS Trust student loans 1,187 0
Accounts payable 409 (1,212)
Other operating assets and liabilities (5,910) 23,636
Deferred revenue (15,272) (46,396)
Net cash flows from operating activities (43,915) 35,984
Cash flows from investing activities:
Facility expenditures and land purchases (100) (132)
Capital expenditures, net (1,418) (4,518)
Proceeds from sales and maturities of investments and repayment of notes 215 98,955
Purchase of investments and note advances (1,241) (63,545)
Net cash flows from investing activities (2,544) 30,760
Cash flows from financing activities:
Excess tax benefit from stock option exercises 0 805
Proceeds from exercise of stock options 0 4,668
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Debt issue costs

Proceeds from revolving borrowings

Repayment of revolving borrowings

Repurchase of common stock and shares tendered for taxes

Net cash flows from financing activities

Net change in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

0

10,000

0
(368)

9,632

(36,827)
243,465

$206,638

(1,525)
175,000
(150,000)
(147,571)

(118,623)

(51,879)
223,849

$ 171,970

The accompanying notes are an integral part of these condensed consolidated financial statements.
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ITT EDUCATIONAL SERVICES, INC.

CONDENSED CONSOLIDATED STATEMENTS OF SHAREHOLDERS EQUITY

(Dollars and shares in thousands)

Common
Stock Capital
Shares Amount Surplus
Balance as of
December 31, 2011
(as revised See Note

2) 37,069 $ 371 $184,207 $833,347 $ (9,479)

For the three months

ended March 31, 2012

(unaudited):

Net income

Other comprehensive

income, net of income

tax

Equity award vesting

and exercises (2,399)
Tax benefit from

equity awards 417
Stock-based

compensation 4,037
Common shares

repurchased

Issuance of shares for

Directors

compensation

Shares tendered for

taxes

Balance as of
March 31, 2012 37,069 371 186,262

For the nine months
ended December 31,
2012 (unaudited):

Net income

Other comprehensive
income, net of income

Table of Contents

Accumulated

Retained_omprehensive

Other

Common Stock in

EarningsIncome/(Loss) Shares

60,645

(2,116)

ey

891,875

78,325

163

145

(2,097)

1

(14)

(9,316) (12,934)

1,386

Treasury

Amount

9,183

(146,657)

38

(914)

(977,691)

Total

(10,969) $ (839,341) $ 169,105

60,645

163
4,668
417
4,037

(146,657)

37

914)

91,501

78,325

1,386
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tax

Equity award vesting

and exercises (1,825) 2,727) 127
Tax benefit from

equity awards 501

Stock-based

compensation 12,175

Common shares

repurchased (929)
Shares tendered for

taxes (8

Balance as of
December 31, 2012 37,069 371 197,113 967,473 (7,930) (13,744)

For the three months

ended March 31, 2013

(unaudited):

Net income (loss) (as

restated) (17,271)

Other comprehensive

income, net of income

tax 95

Equity award vesting (2,948) 59
Tax benefit from

equity awards (2,629)

Stock-based

compensation 3,093

Shares tendered for

taxes (22)

Balance as of
March 31, 2013 (as

8,229

(61,261)

(539)

(1,031,262)

2,948

(368)

3,677

501

12,175
(61,261)

(539)

125,765

(17,271)
95
0
(2,629)
3,093

(368)

restated) 37,069 $ 371 $194,629 $950,202 $ (7,835) (13,707) $(1,028,682) $ 108,685

The accompanying notes are an integral part of these condensed consolidated financial statements.
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ITT EDUCATIONAL SERVICES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(As Restated)
March 31, 2013

(Dollars in thousands, except per share data and unless otherwise stated)

1. The Company and Basis of Presentation
We are a leading proprietary provider of postsecondary degree programs in the United States based on revenue and

student enrollment. As of March 31, 2013, we were offering master, bachelor and associate degree programs to
approximately 61,000 students at ITT Technical Institute and Daniel Webster College locations. In addition, we

offered one or more of our online programs to students who are located in 48 states. As of March 31, 2013, we had

149 college locations (including 147 campuses and two learning sites) in 39 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 of Education ( ED ). We have provided career-oriented
education programs since 1969 under the ITT Technical Institute name and since June 2009 under the Daniel Webster
College name. Our corporate headquarters are located in Carmel, Indiana.

The accompanying restated and unaudited condensed consolidated financial statements include the accounts of ITT
Educational Services, Inc., its wholly-owned subsidiaries and, beginning on February 28, 2013, the PEAKS Trust, a
VIE in which ITT Educational Services, Inc. is the primary beneficiary, and have been prepared in accordance with
generally accepted accounting principles in the United States ( GAAP ) for interim periods and pursuant to the rules
and regulations of the SEC. Certain information and footnote disclosures, including significant accounting policies,
normally included in a complete presentation of financial statements prepared in accordance with those principles,
rules and regulations have been omitted. All significant intercompany balances and transactions are eliminated upon
consolidation.

The Condensed Consolidated Balance Sheet as of December 31, 2012 was derived from audited financial statements

but, as presented in this report, may not include all disclosures required by GAAP. Arrangements where we have a

variable interest in another party are evaluated in accordance with the provisions of Financial Accounting Standards

Board ( FASB ) Accounting Standards Codification ( ASC or Codification ) 810, Consolidation ( ASC 810 ), to detc
whether we are required to consolidate the other party in our condensed consolidated financial statements. See Note 8

Variable Interest Entities, for a further discussion of the VIEs in which we held a variable interest and the

consolidation of the PEAKS Trust in our condensed consolidated financial statements as of and for the three months

ended March 31, 2013.

Certain reclassifications have been made in our condensed consolidated financial statements for prior years to
conform to the current year presentation. These reclassifications have no impact on previously reported net income,
total shareholders equity or cash flows. See Note 2 Restatement and Revision of Previously Issued Unaudited
Financial Statements, for a further discussion of the revisions and reclassifications made to our condensed
consolidated financial statements for prior years.
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In the opinion of our management, the financial statements contain all adjustments necessary to fairly state our
financial condition and results of operations. The interim financial information should be read in conjunction with the
audited consolidated financial statements and notes thereto contained in our Annual Report on Form 10-K as filed
with the SEC for the year ended December 31, 2012.

2. Restatement and Revision of Previously Issued Unaudited Financial Statements
Restatement of 2013 Unaudited Financial Statements. In February 2014, we commenced a review of the accounting

for a variable interest that we held in the PEAKS Trust, a VIE. We engaged significant internal and external resources
to perform the Supplemental Procedures. As a result of the review and the Supplemental Procedures, on June 18,
2014, the Audit Committee of our Board of Directors determined that we should have consolidated the PEAKS Trust
in our consolidated financial statements beginning on February 28, 2013. February 28, 2013 was the first date that we
had the substantive unilateral right to remove the servicer of the PEAKS Trust Student Loans, as described further
below.

We had previously concluded that we were not required 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 performance and, therefore, believed we were not the primary beneficiary of the
PEAKS Trust.
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We determined that the activities of the PEAKS Trust that most significantly impact its economic performance
involve the servicing of the PEAKS Trust Student Loans. We determined that February 28, 2013 was the first date that
we could have exercised our right to terminate the servicing agreement that governs the servicing activities of the
PEAKS Trust Student Loans (the PEAKS Servicing Agreement ), due to the failure of the entity that performs those
servicing activities for the PEAKS Trust Student Loans on behalf of the PEAKS Trust to meet certain performance
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 performance of the PEAKS

Trust.

As a result of our determination that we should have consolidated the PEAKS Trust in our consolidated financial
statements beginning on February 28, 2013, we concluded that we needed to restate the unaudited condensed
consolidated financial statements in our Quarterly Reports on Form 10-Q for each of the fiscal quarters ended

March 31, 2013, June 30, 2013 and September 30, 2013, and that those previously-issued financial statements should
no longer be relied upon. See Note 8  Variable Interest Entities, for a further discussion of the Consolidation.

In addition, we corrected certain unrelated, immaterial errors as part of the restatement of the unaudited condensed
consolidated financial statements in this Amended Filing. These immaterial errors related to:

the reassessment of the recognition of revenue with respect to students who withdrew from a program
of study in the three months ended March 31, 2013, which resulted in adjustments to the amount of
revenue, the provision for doubtful accounts (which is included in student services and administrative
expenses) and accounts receivable, net recorded in that period;

the calculation of the contingent loss for a risk sharing agreement (the 2009 RSA ) that we entered into
on February 20, 2009 with an unaffiliated entity (the 2009 Entity ) 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 (the 2009 Loan
Program ), which resulted in adjustments to the loss from loan program guarantees and other liabilities
as of and for the three months ended March 31, 2013;

the classification of the 2009 RSA contingent liability, which resulted in an increase to other current
liabilities and a decrease to other liabilities as of March 31, 2013;

the classification of funds held for students from federal student financial aid programs under Title IV

( Title IV Programs ) of the Higher Education Act of 1965, as amended (the HEA ) that result in a credit
balance on a student s account, which resulted in an increase to restricted cash and a decrease to cash

and cash equivalents as of March 31, 2013; and

the classification of an offset against a note receivable, which resulted in adjustments to increase other
current liabilities and prepaid expenses and other current assets as of March 31, 2013.
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Our restated condensed consolidated financial statements as of and for the three months ended March 31, 2013 reflect
the correction of those errors in the period in which they arose. The amounts related to the correction of these
immaterial errors are shown in the Other Adjustments column in the tables below.

Our Condensed Consolidated Balance Sheet and Condensed Consolidated Statement of Shareholders Equity as of
March 31, 2013, December 31, 2012 and March 31, 2012 also reflect the cumulative corrections related to:

the reassessment of the recognition of revenue with respect to students who withdrew from a program
of study in prior periods;

the contingent loss for the 2009 RSA;

the reclassification of funds held for students from Title IV Programs that result in a credit balance on
a student s account as restricted cash; and

the reclassification of amounts related to the vesting of restricted stock units ( RSUs ) from retained
earnings to capital surplus in prior periods.
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The amounts related to the correction of these immaterial errors are shown in the Other Adjustments column in the
tables below.

In addition, we reclassified legal and other investigation costs, which were previously recorded in cost of educational
services and in student services and administrative expenses, to a separate line in our Condensed Consolidated
Statement of Income for the three months ended March 31, 2013. The amount of that reclassification is shown in the
Reclassifications column in the applicable table below.

A reconciliation of previously reported amounts to the restated, corrected and reclassified amounts is set forth in the
tables below. Amounts shown in the Consolidation of PEAKS Trust column include the PEAKS Trust and the
amounts that were eliminated from our financial statements as a result of the Consolidation.

-10 -
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The following table sets forth the effect of the Consolidation and correction of errors on the affected line items on our

Condensed Consolidated Balance Sheet as of March 31, 2013:

(@)

()

Condensed Consolidated Balance
Sheet Data:

Cash and cash equivalents
Restricted cash

Accounts receivable, net

PEAKS Trust student loans, less
allowance for loan losses

Deferred income taxes

Prepaid expenses and other current
assets

Total current assets

PEAKS Trust student loans,
excluding current portion, less
allowance for loan losses

Deferred income taxes

Other assets

Total assets

Current portion of PEAKS Trust
senior debt

Other current liabilities

Total current liabilities

PEAKS Trust senior debt, excluding
current portion

Other liabilities

Total liabilities

Capital surplus

Retained earnings

Total shareholders equity

Total liabilities and shareholders
equity

As

Previously
Reported

$210,012
719
104,077

0
29,513

18,651
362,972

0
56,858
39,033

642,986

0
34,807
234,573

0
100,138
484,711
204,219
990,202
158,275

642,986

As of March 31, 2013
Consolidation
of Other
PEAKS Trust Adjustments
0 (3,374)
2,600 3,374
0 2,231
7,282 0
41,788 0
0 538
51,670 2,769
105,007 0
(13,324) 1,490
(7,312) ® 0
136,041 4,259
103,356 0
(12,275) @ 29,653
91,081 29,653
123,660 0
(30,129) @ (24,375) ®)
184,312 5,578
0 (9,590)
(48,571) 8,571
(48,571) (1,019)
136,041 4,259

As Restated

$ 206,638
6,693
106,308

7,282
71,301

19,189
417,411

105,007
45,024
31,721

783,286

103,356
52,185
355,307

123,660

45,634
674,601
194,629
950,202
108,685

783,286

Includes amounts that were eliminated from our consolidated financial statements as a result of the
Consolidation, primarily the contingent liability and estimated recoveries associated with payments made under

the PEAKS Guarantee.

These amounts represent the increase to the contingent loss associated with the 2009 RSA and the
reclassification, from long-term to current, that portion expected to be paid within 12 months of March 31, 2013.
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The following table sets forth the effect of the Consolidation, correction of errors and reclassifications in our
Condensed Consolidated Statement of Income for the three months ended March 31, 2013:

Three Months Ended March 31, 2013
As Consolidation
Previously of Other
Reported PEAKS Trust Adjustments Reclassifications As Restated
Condensed Consolidated Statement
of Income Data:

Revenue $287,711 $ 1,360 $ 4009 $ 0 $ 285,062
Costs and expenses:

Cost of educational services 125,221 0 0 (1,045) 124,176
Student services and administrative

expenses 106,282 519 (4,625) (455) 101,721
Legal and other investigation costs 0 0 0 1,500 1,500
Loss related to loan program

guarantees 3,464 0 339 0 3,803
Total costs and expenses 234,967 519 (4,286) 0 231,200
Operating income 52,744 841 277 0 53,862
(Loss) on consolidation of PEAKS

Trust 0 (73,248) (73,248)
Interest income 34 0 0 0 34
Interest (expense) (1,152) (2,422) 0 0 (3,574)
Income (loss) before provision for

income taxes 51,626 (74,829) 277 0 (22,926)
Provision (benefit) for income taxes 20,496 (26,258) 107 0 (5,655)
Net income (loss) $ 31,130 $ 48,571) $ 170 $ 0 $ (17,271)
Earnings (loss) per share:

Basic $ 133 $ (0.74)
Diluted $ 1.33 $ (0.74)
Weighted average shares

outstanding:

Basic 23,397 23,397
Diluted 23,481 23,397

The following table sets forth the effect of the Consolidation and correction of errors on the affected line items in our
Condensed Consolidated Statement of Comprehensive Income for the three months ended March 31, 2013:

Three Months Ended March 31, 2013
As Restated
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As Consolidation Other
Previously of Adjustments
Reported PEAKS Trust
Condensed Consolidated Statement of
Comprehensive Income Data:

Net income (loss) $31,130 $ 48571 $ 170
Comprehensive income (loss) 31,225 (48,571) 170
-12-
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The following table sets forth the effect of the Consolidation and correction of errors on the affected line items in our
Condensed Consolidated Statement of Cash Flows for the three months ended March 31, 2013:

Three Months Ended March 31, 2013
As Consolidation
Previously of Other
Reported PEAKS Trust Adjustments As Restated
Condensed Consolidated Statement of

Cash Flows Data:

Net income (loss) $ 31,130 $ (48571 $ 170 $ (17,271
Provision for doubtful accounts 19,885 0 (4,580) 15,305
Deferred income taxes 13,211 (28,464) (131) (15,384)
Accretion of discount on PEAKS Trust

student loans 0 (1,360) 0 (1,360)
Accretion of discount on PEAKS Trust

senior debt 0 652 0 652
Loss on consolidation of PEAKS Trust 0 73,248 0 73,248
Restricted cash (118) (896) (498) (1,512)
Accounts receivable (46,649) 0 3,964 (42,685)
PEAKS Trust student loans 0 1,187 0 1,187
Other operating assets and liabilities (10,693) 5,360 (577) (5,910)
Net cash flows from operating activities (43,418) 0 497) (43,915)

The following table sets forth the effect of the Consolidation and correction of errors on the affected line items in our
Condensed Consolidated Statement of Shareholders Equity for the three months ended March 31, 2013:

Three Months Ended March 31, 2013
As Consolidation
Previously of Other
Reported PEAKS Trust Adjustments As Restated
Condensed Consolidated Statement of
Shareholders Equity Data:

Net income (loss) $ 31,130 $ (48571 $ 170 $ (17,271
Balance as of March 31, 2013 158,275 (48,571) (1,019) 108,685
Revision of 2012 Financial Statements. In connection with the performance of the Supplemental Procedures, we also

identified corrections to our 2012 financial statements related to:

the recognition of revenue with respect to students who withdrew from a program of study; and

the calculation of the contingent loss for the 2009 RSA.
We evaluated the 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. W
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also evaluated the impact of correcting those items through an adjustment to our financial statements for the three
months ended March 31, 2013 and fiscal year ended December 31, 2013. We concluded, based on the guidance in
ASC 250 relating to SAB No. 108, Considering the Effects of Prior Year Misstatement when Quantifying
Misstatements in Current Year Financial Statements, that the correction of those items in our 2012 fiscal year would
not be material, but would be material if corrected out-of-period in our 2013 fiscal year. As a result, we have revised
our unaudited condensed consolidated financial statements as of and for the three months and year to date ended
March 31, 2012, June 30, 2012 and September 30, 2012 and our audited consolidated financial statements as of and
for the fiscal year ended December 31, 2012 to reflect the correction of those items that should have been recognized
in those periods. The amounts of the corrections as of March 31, 2012 and December 31, 2012 and for the three
months ended March 31, 2012 are shown in the Revisions column in the tables below.

Our revised Condensed Consolidated Balance Sheets and Condensed Consolidated Statements of Shareholders Equity
as of March 31, 2012 and December 31, 2012 also reflect the correction of the classification of amounts related to the
vesting of RSUs from retained earnings to capital surplus. The amounts of these corrections related to our Condensed
Consolidated Balance Sheets were not material and are shown in the Revisions column in the tables below. The
December 31, 2011 amounts presented on our Condensed Consolidated Statement of Shareholders Equity reflect an
adjustment to increase retained earnings by $5,366 and decrease capital surplus by $5,366 for the cumulative effect of
the classification of the vesting of RSUs. We also increased retained earnings as of December 31, 2011 in our
Condensed Consolidated Statement of Shareholders Equity by $306 for the cumulative effect of the adjustments for
the recognition of revenue with respect to students who withdrew from a program of study in prior periods.

-13 -

Table of Contents 27



Edgar Filing: ITT EDUCATIONAL SERVICES INC - Form 10-Q/A

T

We corrected the classification of funds held for students from Title IV Programs that result in a credit balance on a
student s account, to include those amounts in restricted cash on our Condensed Consolidated Balance Sheets as of
March 31, 2012 and December 31, 2012. The amounts of these corrections were not material and are shown in the

f

nien

Revisions column in the tables below.

We also corrected the classification of losses related to loan program guarantees, which were previously recorded as

reductions to revenue in our Condensed Consolidated Statement of Income for the three months ended March 31,
2012, to report those amounts on a separate line. The amount of that correction is shown in the Revisions column in

the table below.

The following tables set forth the effect of the revisions on the affected line items on our Condensed Consolidated

Balance Sheets as of the dates indicated.

Condensed Consolidated Balance Sheet Data:

Cash and cash equivalents
Restricted cash

Accounts receivable, net
Total current assets
Deferred income taxes
Total assets

Other current liabilities
Total current liabilities
Other liabilities

Total liabilities

Capital surplus

Retained earnings

Total shareholders equity
Total liabilities and shareholders equity

Condensed Consolidated Balance Sheet Data:

Cash and cash equivalents
Restricted cash

Accounts receivable, net
Total current assets
Deferred income taxes
Total assets

Other current liabilities

Table of Contents

As of March 31, 2012
As
Previously
Reported  Revisions  As Revised

$178,476 $ (6,506) $ 171,970

1,123 6,506 7,629
54,411 1,064 55,475
379,214 1,064 380,278
34,081 482 34,563
661,304 1,546 662,850
50,920 9,721 60,641
322,054 9,721 331,775
72,629 (8,055) 64,574
569,683 1,666 571,349
194,027 (7,765) 186,262
884,230 7,645 891,875
91,621 (120) 91,501
661,304 1,546 662,850
As of December 31, 2012
As
Previously

Reported Revisions  As Revised

$246,342 $ 2877) $ 243,465

601 2,877 3,478
77,313 1,615 78,928
384,965 1,615 386,580
56,112 1,359 57,471
672,230 2,974 675,204
86,722 20,074 106,796
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Total current liabilities

Other liabilities

Total liabilities

Capital surplus

Retained earnings

Total shareholders equity

Total liabilities and shareholders equity

Table of Contents
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306,949

98,327
545,276
206,703
959,072
126,954
672,230

20,074
(15,911)
4,163
(9,590)
8,401
(1,189)
2,974

327,023

82,416
549,439
197,113
967,473
125,765
675,204
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The following table sets forth the effect of the revisions on the affected line items in our Condensed Consolidated
Statement of Income for the three months ended March 31, 2012.

Three Months Ended March 31, 2012
As
Previously
Reported  Revisions  As Revised
Condensed Consolidated Statement of Income

Data:

Revenue $341,794 $ (2,585) $ 339,209
Student services and administrative expenses 106,266 (4,947) 101,319
Loss related to loan program guarantees 0 3,054 3,054
Total costs and expenses 241,207 (1,893) 239,314
Income before provision for income taxes 100,721 (692) 100,029
Provision for income taxes 39,650 (266) 39,384
Net income (loss) 61,071 (426) 60,645
Earnings per share:

Basic $ 240 $ 2.39
Diluted $ 238 $ 2.37

The following table sets forth the effect of the revisions on the affected line items in our Condensed Consolidated
Statement of Comprehensive Income for the three months ended March 31, 2012.

Three Months Ended March 31,
2012
As
Previously
Reported  Revisions  As Revised
Condensed Consolidated Statement of
Comprehensive Income Data:
Net income (loss) $61,071 $ (420) $ 60,645
Comprehensive income 61,234 (426) 60,808
The following table sets forth the effect of the revisions on the affected line items in our Condensed Consolidated
Statement of Cash Flows for the three months ended March 31, 2012.

Three Months Ended March 31, 2012
As

Previously

Reported Revisions As Revised
Condensed Consolidated Statement of Cash
Flows Data:
Net income (loss) $ 61,071 $ (4206 $ 60,0645
Provision for doubtful accounts 15,601 (4,947) 10,654
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Deferred income taxes (3,742) (482) (4,224)
Restricted cash 1,005 (1,362) (357)
Accounts receivable (21,906) 4,385 (17,521)
Other operating assets and liabilities 22,166 1,470 23,636
Net cash flows from operating activities 37,346 (1,362) 35,984

The revisions had an effect on capital surplus, retained earnings and total shareholders equity as of March 31, 2012
and December 31, 2012, as reported in our Condensed Consolidated Statements of Shareholders Equity, and that
effect is shown in the Condensed Consolidated Balance Sheet Data tables above. The revisions had an effect on net
income for the three months ended March 31, 2012 and nine months ended December 31, 2012, as reported in our
Condensed Consolidated Statements of Shareholders Equity. The effect of the revisions on net income for the three
months ended March 31, 2012, as reported in our Condensed Consolidated Statements of Shareholders Equity, is
shown in the Condensed Consolidated Statement of Income Data table above. Net income for the nine months ended
December 31, 2012, as reported in our Condensed Consolidated Statements of Shareholders Equity, decreased $1,069
as a result of the revisions.

-15-
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3. Accounting Policies
Subsequent to December 31, 2012, we added or updated the following significant accounting policies which primarily

relate to the PEAKS Trust, a VIE, that has been consolidated in our condensed consolidated financial statements
beginning on February 28, 2013. See Note 8 Variable Interest Entities, for a further discussion of the Consolidation.

Restricted Cash. Beginning on February 28, 2013, we consolidated the PEAKS Trust, a VIE, in our condensed
consolidated financial statements. Funds held by the PEAKS Trust are classified as restricted cash on our Condensed
Consolidated Balance Sheet, because those funds can only be used to satisfy the obligations of the PEAKS Trust.
Funds held by the PEAKS Trust included in restricted cash on our Condensed Consolidated Balance Sheet as of
March 31, 2013 were $2,600.

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 Condensed Consolidated Balance Sheet. The amount of these funds included in
restricted cash on our Condensed Consolidated Balance Sheet as of March 31, 2013 was $3,374.

PEAKS Trust Student Loans. Beginning on February 28, 2013, we consolidated the PEAKS Trust that purchased,
owns and collects the PEAKS Trust Student Loans made under the PEAKS Program, in our condensed consolidated
financial statements. Certain of the PEAKS Trust Student Loans had evidence of credit deterioration since the date
those loans were originated and, therefore, we determined that, at the date of the Consolidation, 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 Trust Student Loans that did not individually
have evidence of deteriorated credit quality at the date of the Consolidation, because we determined that the
application of an expected cash flow model provided the most reasonable presentation and this accounting treatment
was consistent with the American Institute of Certified Public Accountants (the AICPA ) December 18, 2009
Confirmation 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 fair value and future credit losses are
considered in the estimate of fair value. 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 remaining balance is
classified as non-current.

We aggregated the individual PEAKS Trust Student Loans into 24 separate pools of loans, based on common risk
characteristics of the individual loans, which included:

the fiscal quarter in which the PEAKS Trust 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 credit quality. 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.

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 default rates, forbearances and other factors that reflect
then-current market conditions. If a decrease in the expected cash flows of a 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
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fiscal quarter, whichever is later, we would record the impairment as:

a provision for PEAKS Trust student loan losses in our Condensed Consolidated Statement of Income;
and

an increase in the allowance for loan losses on our Condensed Consolidated Balance Sheet.
The 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 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. If a
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 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 Condensed Consolidated 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 of a loan pool are recognized prospectively as adjustments to interest income.
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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 Trust Student Loans in estimating the future probabilities of default for all
of the outstanding PEAKS Trust Student Loans.
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The excess of any cash flows expected to be collected with respect to a loan pool of the PEAKS Trust Student Loans
over the carrying value of the loan pool is referred to as the accretable yield. The accretable yield is not reported on
our Condensed Consolidated 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 determine that the timing and/or amounts of expected cash
flows with respect to a loan pool are not reasonably 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.

If a PEAKS Trust Student Loan is paid in full or charged-off, that loan is removed from the loan pool. If the 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 nonaccretable 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 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 delinquency, because those loans are accounted for at a
loan pool level.

If any portion of a PEAKS Trust Student Loan that had previously been charged-off is recovered, the amount
collected increases the applicable loan pool s nonaccretable difference. If the 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.

Debt. The PEAKS Trust issued senior debt in the initial aggregate principal amount of $300,000 (the PEAKS Senior
Debt ). In accordance with ASC 810, we included the PEAKS Senior Debt on our consolidated balance sheet at its fair
value as of February 28, 2013, the date of the Consolidation. The difference between the fair value of the PEAKS
Senior Debt and its outstanding aggregate principal balance at the date of the Consolidation was recorded as an
accrued discount on our consolidated balance sheet at the date of the Consolidation. The accrued discount will be
recognized in interest expense at a level rate of return over the life of the PEAKS Senior Debt.

Recognition of Revenue Interest Income on Student Loans. 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
Condensed Consolidated Statements of Income and recognized based on the effective interest method as described in
Note 9 PEAKS Trust Student Loans.

Recognition of Revenue Tuition Revenue. We reassess the collectability of tuition revenue on a student-by-student
basis throughout our revenue recognition period. We reassess the collectability of tuition revenue that we may earn
based on new information 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.

4. New Accounting 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 guidance 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. This guidance will become effective for our interim and annual reporting

periods beginning January 1, 2017. We have not completed our evaluation of the impact that this guidance may have

on our condensed consolidated financial statements.
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In April 2014, the FASB issued ASU No. 2014-08, which is included in the Codification under ASC 205, Presentation
of Financial Statements ( ASC 205 ). This update changes the requirements for reporting discontinued operations and
clarifies when disposals of groups of assets qualify for a discontinued operations presentation under ASC 205. This
guidance will become effective for our interim and annual reporting periods beginning January 1, 2015, and will be
applied to any transactions that meet those requirements beginning January 1, 2015.

In July 2013, the FASB issued ASU No. 2013-11, which is included in the Codification under ASC 740, Income

Taxes ( ASC 740 ). This update provides guidance on the presentation of unrecognized tax benefits when net operating
loss carryforwards, similar tax losses or tax credit carryforwards exist. This guidance became effective for our interim
and annual reporting periods beginning January 1, 2014. The adoption of this guidance did not have a material impact

on our condensed consolidated financial statements.

In February 2013, 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 significant

reclassifications out of accumulated other comprehensive income on the respective line items in net income. This
guidance

-17 -
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was effective for our interim and annual reporting periods beginning January 1, 2013. 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 footnotes to our
condensed consolidated financial statements. The adoption of this guidance did not have a material impact on our
condensed consolidated financial statements.

In October 2012, the FASB issued ASU No. 2012-04, which makes technical corrections, clarifications and
limited-scope improvements to various topics throughout the Codification. The amendments in this ASU that do not
have transition guidance were effective upon issuance, and the amendments that are subject to transition guidance
were effective for our interim and annual reporting periods beginning January 1, 2013. The adoption of this guidance
did not have a material impact on our condensed consolidated financial statements.

In July 2012, the FASB issued ASU No. 2012-02, which is included in the Codification under ASC 350, Intangibles
Goodwill and Other ( ASC 350 ). This update allows an entity to first assess qualitative factors to determine whether it
must perform a quantitative impairment test. An entity would be required to calculate the fair value of an

indefinite-lived intangible asset, if the entity determines, based on a qualitative assessment, that it is more likely than

not that the indefinite-lived asset is impaired. This guidance was effective for impairment tests performed for our

interim and annual reporting periods beginning January 1, 2013. The adoption of this guidance did not have a material
impact on our condensed consolidated financial statements.

In December 2011, the FASB issued ASU No. 2011-11, which is included in the Codification under ASC 210,

Balance Sheet ( ASC 210 ). This update provides for enhanced disclosures to help users of financial statements evaluate
the effect or potential effect of netting arrangements on an entity s financial position. In January 2013, the FASB
issued ASU No. 2013-01, which clarifies the scope of the disclosures required under ASU No. 2011-11. Both of these
updates were effective for our interim and annual reporting periods beginning January 1, 2013. The adoption of this
guidance did not have a material impact on our condensed consolidated financial statements.

5. Fair Value
Fair value for financial reporting is defined as the price that would be received upon the sale of an asset or paid upon
the transfer of a liability in an orderly transaction between market participants at the measurement date. The fair value
measurement of our financial assets utilized assumptions categorized as observable inputs under the accounting
guidance. Observable inputs are assumptions based on independent market data sources.

The following table sets forth information regarding the recurring fair value measurement of our financial assets as
reflected on our Condensed Consolidated Balance Sheet as of March 31, 2013:

Fair Value Measurements at Reporting

Date Using
(Level 1) (Level 2) (Level 3)
Description As of Quoted Prices inSignificant Other Significant
March 31, 2013 Active Observable Unobservable
Markets Inputs Inputs
for
Identical
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Assets

Cash equivalents:
Money market fund $ 204,838 $204,838 $ 0 $ 0
Restricted cash:
Money market fund 3,374 3,374 0 0
Other assets:
Money market fund 8,623 8,623 0 0

$ 216,835 $216,835 $ 0 $ 0

The following table sets forth information regarding the fair value measurement of our financial assets as of March 31,
2012:

Fair Value Measurements at Reporting

Date Using
(Level
(Level 1) (Level 2) 3)
Quoted Prices in
Active
Markets
for Significant Other  Significant
As of Identical Observable Unobservable

Description March 31, 2012 Assets Inputs Inputs
Cash equivalents:
Money market funds $ 169,263 $ 169,263 $ 0 $ 0
Short-term investments:
U.S. Treasury obligations 80,445 80,445 0 0
Government agency obligations 17,022 0 17,022 0
Corporate obligations 17,339 0 17,339 0
Restricted cash:
Money market fund 6,506 6,506 0 0
Other assets:
Money market fund 8,619 8,619 0 0

$ 299,194 $264,833 $ 34,361 $ 0

We used quoted prices in active markets for identical assets as of the measurement date to value our financial assets
that were categorized as Level 1.

The carrying amounts for cash and cash equivalents, restricted cash, accounts receivable, accounts payable and other
current liabilities approximate fair value because of the immediate or short-term maturity of these financial
instruments. Investments classified as available-for-sale as of March 31, 2012 were recorded at their market value. We
did not have any financial assets or liabilities recorded at estimated fair value on a non-recurring basis in our
Consolidated Balance Sheets as of March 31, 2013 or 2012.

As of March 31, 2013, each of the carrying value and the estimated fair value of the PEAKS Trust Student Loans was
approximately $112,372. The fair value of the PEAKS Trust Student Loans was estimated using the income approach
with estimated discounted expected cash flows. We utilized inputs that were unobservable in determining the

estimated fair value of the PEAKS Trust Student Loans. The significant inputs used in determining the estimated fair
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value included the default rate, repayment rate and discount rate. Fair value measurements that utilize significant
unobservable inputs are categorized as Level 3 measurements under the accounting guidance.
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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 Condensed Consolidated Balance Sheet was
approximately $2,200 as of March 31, 2013, $9,600 as of December 31, 2012 and $19,000 as of March 31, 2012. We
estimated the fair value of the notes receivable and other receivables by discounting the future cash flows using
current rates for similar arrangements. The assumptions used in this estimate are considered unobservable inputs. Fair
value measurements that utilize significant 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 approximately
$150,000 as of March 31, 2013, $140,000 as of December 31, 2012 and $175,000 as of March 31, 2012. The fair
value of our debt under our credit agreement was estimated by discounting the future cash flows using current rates
for similar loans with similar characteristics and remaining maturities. We utilized inputs that were observable or were
principally derived from observable market data to estimate the fair value of our debt under our credit agreement. Fair
value measurements that utilize significant other observable inputs are categorized as Level 2 measurements under the
accounting guidance.

As of March 31, 2013, the carrying value of the PEAKS Senior Debt was approximately $227,016. The estimated fair
value of the PEAKS Senior Debt was approximately $226,100 as of March 31, 2013. The fair value of the PEAKS
Senior Debt was estimated using the income approach with estimated 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
determining the estimated fair value was the discount rate utilized for both credit and liquidity purposes. Fair value
measurements that utilize significant unobservable inputs are categorized as Level 3 measurements under the
accounting guidance.

6. Equity Compensation
The stock-based compensation expense and related income tax benefit recognized in our Condensed Consolidated

Statements of Income in the periods indicated were as follows:

Three Months Ended
March 31,
2013 2012
Stock-based compensation expense $ 3,093 $ 4,483
Income tax (benefit) ($1,191) ($1,726)

We did not capitalize any stock-based compensation cost in the three months ended March 31, 2013 or 2012.

As of March 31, 2013, we estimated that pre-tax compensation expense for unvested stock-based compensation grants
in the amount of approximately $16,000 net of estimated forfeitures, will be recognized in future periods. This
expense will be recognized over the remaining service period applicable to the grantees which, on a weighted-average

basis, is approximately 1.6 years.

The stock options granted, forfeited, exercised and expired in the period indicated were as follows:
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Weighted Weighted
Average Aggregate Average Aggregate
# of Exercise Exercise Remaining  Intrinsic
Value
Shares Price Price  Contractual Term
Outstanding at beginning of period 1,574,604 $ 84.90 $ 133,691
Granted 0 $ 0 0
Forfeited (2,667) $ 74.99 (200)
Exercised 0 $ 0 0
Expired (197,244) $ 47.59 (9,387)
Outstanding at end of period 1,374,693 $ 90.28 $ 124,104 3.1 $ 0
Exercisable at end of period 1,225,187 $ 9237 $ 113,170 2.8 $ 0

(1) The 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 March 28, 2013 and multiplying the
difference between the closing market price of our common stock and the exercise price of each of those stock
options by the number of shares subject to those stock options that were outstanding or exercisable, as applicable.
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The following table sets forth information regarding the stock options granted and exercised in the periods indicated:

Three Months Ended
March 31,

2013 2012
Shares subject to stock options granted 0 156,500
Weighted average grant date fair value per share $0 $ 31.36
Shares subject to stock options exercised 0 104,054
Intrinsic value of stock options exercised $0 $ 2,489
Proceeds received from stock options exercised $0 $ 4,668
Tax benefits realized from stock options exercised $0 $ 864

The intrinsic value of a stock option is the difference 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 grant using the following assumptions:

Three Months Ended
March 31,
2013 2012
Risk-free interest rates Not applicable 0.7%
Expected lives (in years) Not applicable 4.5
Volatility Not applicable 51%
Dividend yield Not applicable None

The following table sets forth the number of RSUs that were granted, forfeited and vested in the period indicated:

Three Months Ended
March 31, 2013
Weighted
Average Grant
Date

# of RSUs Fair Value
Unvested at beginning of period 413,645 $ 75.35
Granted 0 $ 0.00
Forfeited (13,050) $ 73.68
Vested (59,430) $ 87.66
Unvested at end of period 341,165 $ 73.27

The total fair market value of the RSUs that vested and were settled in shares of our common stock was $1,003 in the
three months ended March 31, 2013 and $2,754 in the three months ended March 31, 2012. In the three months ended
March 31, 2012, 48,935 RSUs vested and were settled in cash for $3,073.
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7. Stock Repurchases

As of March 31, 2013, approximately 7.8 million shares remained available for repurchase under the share repurchase

program (the Repurchase Program ) authorized by our Board of Directors. The terms of the Repurchase Program

provide 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 10b-18
of the Securities Exchange Act of 1934, as amended (the Exchange Act ). Unless earlier terminated by our Board of

Directors, the Repurchase Program will expire when we repurchase all shares authorized for repurchase thereunder.

The following table sets forth information regarding the shares of our common stock that we repurchased in the

periods indicated:

Number of shares
Total cost
Average cost per share
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Three Months Ended
March 31,
2013 2012
0 2,097,200
$0 $ 146,657
$0 $ 69.93
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8. Variable Interest Entities
Under 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 order to be considered the primary beneficiary of a VIE, an entity must hold a variable interest in the VIE and have
both:

the power to direct the activities that most significantly impact the economic performance of the VIE;
and

the right to receive benefits from, or the obligation to absorb losses of, the VIE that could be
potentially significant to the VIE.
The PEAKS Trust and the 2009 Entity are VIEs as defined under ASC 810. We hold variable interests in the PEAKS
Trust as a result 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 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 ( PEAKS Guarantee ).
We hold variable interests in the 2009 Entity as a result of the 2009 RSA 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 designed to create and pass through to its variable interest holders;

identified the variable interests in the VIE;

identified the other variable interest holders and their involvement in the activities of the VIE;

identified the activities that most significantly impact the VIE s economic performance;

determined whether we have the power to direct those activities; and
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determined whether we have the right to receive the benefits from, or the obligation to absorb the

losses of, the VIE that could potentially be significant to the VIE.
We determined that the activities of the PEAKS Trust and the 2009 Entity that most significantly impact the economic
performance of the PEAKS Trust and the 2009 Entity involve the servicing (which includes the collection) of the
PEAKS Trust Student Loans and loans owned by the 2009 Entity. To make that determination, we analyzed various
possible scenarios of student loan portfolio performance 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 variables:

the composition of the credit profiles of the borrowers;

the interest rates and fees charged on the loans;

the default rates and the timing of defaults associated with similar types of loans; and

the prepayment and the speed of repayment associated with similar types of loans.
Based on our analysis, we concluded that we became the primary beneficiary of the PEAKS Trust on February 28,
2013. This was the first date that we had the power to direct the activities of the PEAKS Trust that most significantly
impact the economic performance of the PEAKS Trust, because we could have exercised our right to terminate the
PEAKS Servicing Agreement, due to the failure of the entity that performs those servicing activities for the PEAKS
Trust Student Loans on behalf of the PEAKS Trust to meet certain performance criteria specified in the PEAKS
Servicing Agreement. We have not, however, exercised our right to terminate the PEAKS Servicing Agreement. As a
result of our primary beneficiary conclusion, we consolidated the PEAKS Trust in our consolidated financial
statements beginning on February 28, 2013. Prior to February 28, 2013, the PEAKS Trust was not required to be
consolidated in our 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.

Our consolidated financial statements for periods after February 28, 2013 include the PEAKS Trust after the
Consolidation, because we were considered to have control over the PEAKS Trust under ASC 810 as a result of our
substantive unilateral right 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 Trust. 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 14  Contingencies.
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Based on our analysis, we also concluded that we were not the primary beneficiary of the 2009 Entity as of March 31,
2013, because we did not have the power to direct the servicing activities of the private education loans owned by the
2009 Entity. As a result, we are not required under ASC 810 to consolidate the 2009 Entity in our condensed
consolidated financial statements as of and for the three months ended March 31, 2013. Our conclusion that we
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were not the primary beneficiary of the 2009 Entity did not change from the prior reporting period. Therefore, there
was no effect on our condensed consolidated financial statements arising from our conclusion that we were not the
primary beneficiary of the 2009 Entity. The 2009 Entity is discussed in more detail below.

We may become the primary beneficiary of the 2009 Entity, if the entity that performs the servicing activities for the
2009 Entity (the 2009 Loan Program Servicer ) fails 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 performance criteria, we have the
right to terminate 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 March 31,
2013, we believed that the performance 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, 2014, the 2009 Loan Program Servicer may not have met the
performance 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 performance criteria in the
2009 Servicing Agreement. Once that occurs, following a cure period and that assuming that no cure occurs, we will
have the right to terminate 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 terminate the 2009 Servicing
Agreement will become operative in late 2014 or early 2015.

PEAKS Trust. On January 20, 2010, we entered into agreements with unrelated third parties to establish 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, 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 private
education loans to us for application to the students account balances with us that represented their unpaid education
costs. We transferred 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 2012.

The Subordinated Note does not bear interest and was recorded net of an unamortized discount based on an imputed
interest rate of 9.0% in Other assets on our Condensed Consolidated Balance Sheets as of December 31, 2012 and
March 31, 2012. Prior to October 1, 2012, the discount was amortized and recognized in Interest income in our
Condensed Consolidated Statements of Income over the term 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 31, 2012. The carrying value of the Subordinated Note was eliminated from our consolidated
balance sheet when we consolidated 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.

In the three months ended December 31, 2012, we determined that it was probable that we would not collect the
carrying value of the Subordinated Note and, therefore, concluded that the Subordinated Note was impaired. We
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recorded an impairment charge in the amount of approximately $10,300, which equaled the total carrying value of the
Subordinated Note prior to recording the impairment charge. The carrying value of the Subordinated Note was
approximately $0 as of December 31, 2012 and $9,800 as of March 31, 2012, and was included on our Condensed
Consolidated Balance Sheets in Other assets. The carrying value of the Subordinated Note was eliminated from our
consolidated balance sheet when we consolidated the PEAKS Trust in our consolidated financial statements. We did
not recognize any interest income related to the Subordinated Note in our Condensed Consolidated Statements of
Income after September 30, 2012.

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 available funds remaining in the PEAKS Trust. As of December 31,
2012, we had made payments totaling $12,342 under the PEAKS Guarantee (excluding Payments on Behalf of
Borrowers), 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 14 Contingencies, for a further discussion of the PEAKS Guarantee.

-0
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We did not consolidate the PEAKS Trust in our consolidated financial statements as of December 31, 2012 or

March 31, 2012, because we concluded that we were not the primary beneficiary of the PEAKS Trust prior to
February 28, 2013. We did, however, include the PEAKS Guarantee Receivable, net of accrued discount, and the
contingent liability related to the PEAKS Guarantee in our consolidated financial statements as of December 31, 2012.
We did not record a PEAKS Guarantee Receivable or a contingent liability related to the PEAKS Guarantee in our
condensed consolidated financial statements as of March 31, 2012. See Note 14  Contingencies, for a further
discussion of those amounts.

We concluded that we became the primary beneficiary of the PEAKS Trust on February 28, 2013 and, therefore, were
required to consolidate the PEAKS Trust in our consolidated financial statements. In accordance with ASC 810, the
consolidation of the PEAKS Trust was treated as an acquisition of assets and liabilities and, therefore, the assets and
liabilities of the PEAKS Trust were included in our consolidated financial statements at their fair value as of
February 28, 2013. The following table sets forth the fair value of the assets and liabilities of the PEAKS Trust as of
February 28, 2013 that were included on our consolidated balance sheet on that date:

As of February 28,
2013

Assets Liabilities
Restricted cash $ 1,703
PEAKS Trust student loans, less allowance for loan losses
of $0 7,282
PEAKS Trust student loans, excluding current portion, less
allowance for loan losses of $0 104,834
Current portion of PEAKS Trust senior debt $ 103,356
Other current liabilities 471
PEAKS Trust senior debt, excluding current portion 122,740
Total $113,819 $ 226,567

The following table sets forth the carrying value of the assets and liabilities related to the PEAKS Program as of
February 28, 2013 that we eliminated from our consolidated balance sheet when we consolidated the PEAKS Trust in
our consolidated financial statements, and the line items within which those assets and liabilities were included:

As of February 28,
2013
Assets Liabilities
Other assets $ 6,614
Other current liabilities $ 3,060
Other liabilities 43,054
Total $ 6,614 $ 46,114

The fair value of the PEAKS Trust s liabilities exceeded the fair value of the PEAKS Trust s assets as of February 28,
2013 by $112,748. The amount of this excess was reduced by $39,500, which represented the net amount of the
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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, 2013 and were eliminated upon the Consolidation. As a result, we recognized a
total loss of $73,248 in our Condensed Consolidated Statement of Income for the three months ended March 31, 2013
related to the Consolidation.
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The following table sets forth the carrying value of assets and liabilities of the PEAKS Trust that were included on our
Condensed Consolidated Balance Sheet as of March 31, 2013:

As of March 31, 2013
Assets Liabilities
Restricted cash $ 2,600
PEAKS Trust student loans, less allowance for loan losses
of $0 7,282
PEAKS Trust student loans, excluding current portion, less
allowance for loan losses of $0 105,007
Current portion of PEAKS Trust senior debt $ 103,356
Other current liabilities 519
PEAKS Trust senior debt, excluding current portion 123,660
Total $114,889 $ 227,535

The assets of the PEAKS Trust can only be used to satisfy the obligations of the PEAKS Trust. Payment of the
administrative fees and expenses of the PEAKS Trust and the principal and interest owed on the PEAKS Senior Debt
are guaranteed by us under the PEAKS Guarantee.

The following table sets forth the revenue and expenses of the PEAKS Trust, excluding the loss on the Consolidation,
that were included in our Condensed Consolidated Statement of Income for the three months ended March 31, 2013:

Three Months
Ended March 31,
2013
Revenue $ 1,360
Student services and administrative expenses 519
Interest expense 2,422
Income (loss) before provision for income taxes $ (1,581)

The revenue of the PEAKS Trust consists of interest income from the PEAKS Trust Student Loans, which is the