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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended June 30, 2015

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 x No ~

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 x No ~
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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 ~ Accelerated filer X

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

23,578,109
Number of shares of Common Stock, $.01 par value, outstanding at June 30, 2015
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ITT EDUCATIONAL SERVICES, INC.
Carmel, Indiana
Quarterly Report to Securities and Exchange Commission
June 30, 2015
PART 1

FINANCIAL INFORMATION

Item 1. Financial Statements.
Index

Condensed Consolidated Balance Sheets (unaudited) as of June 30, 2015 and 2014 and December 31, 2014

Condensed Consolidated Statements of Income (unaudited) for the three and six months ended June 30, 2015
and 2014

Condensed Consolidated Statements of Comprehensive Income (unaudited) for the three and six months ended
June 30. 2015 and 2014

Condensed Consolidated Statements of Cash Flows (unaudited) for the three and six months ended June 30.
2015 and 2014

Condensed Consolidated Statements of Shareholders Equity (unaudited) for the six months ended June 30,
2015 and 2014 and the vear ended December 31. 2014

Notes to Condensed Consolidated Financial Statements
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ITT EDUCATIONAL SERVICES, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(Dollars in thousands, except per share data)

(unaudited)

Assets

Current assets:

Cash and cash equivalents

Restricted cash

Accounts receivable, net

Private education loans, net

Deferred income taxes

Prepaid expenses and other current assets

Total current assets

Property and equipment, net

Private education loans, excluding current portion, net
Deferred income taxes

Collateral deposits

Other assets

Total assets

Liabilities and Shareholders Equity

Current liabilities:

Current portion of long-term debt

Current portion of PEAKS Trust senior debt

Current portion of CUSO secured borrowing obligation
Accounts payable

Accrued compensation and benefits

Other current liabilities

Deferred revenue

Total current liabilities

Long-term debt, excluding current portion

PEAKS Trust senior debt, excluding current portion

CUSO secured borrowing obligation, excluding current portion
Other liabilities

Total liabilities

Table of Contents

June 30,
2015

$ 124,632
6,936
45,204
9,379
24,795
57,294

268,240
150,095
69,724
63,447
97,873
61,921

$ 711,300

$ 14,546
23,068
19,750
76,476
16,535
27,288

119,568

297,231
77,579
31,007
91,339
59,049

556,205

As of
December 31,
2014

$ 135,937
6,040

46,383
10,584

34,547
57,923

291,414
157,072
80,292
68,041
97,932
54,409

$ 749,160

$ 9,635
37,545
20,813
67,848
12,264
27,050

147,475

322,630
86,714
38,658

100,194
52,959

601,155

June 30,
2014

$ 224,956
2,768
68,937
7,420
67,415
36,056

407,552
158,947
65,997
78,218
8,627
56,878

$ 776,219

$ 50,000
132,429

0

75,918
23,320
46,233
131,378

459,278
0
58,442
0
138,361

656,081
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Commitments and contingent liabilities (see Note 12)
Shareholders equity:

Preferred stock, $.01 par value, 5,000,000 shares authorized,
none issued

Common stock, $.01 par value, 300,000,000 shares authorized,
37,068,904 issued

Capital surplus

Retained earnings

Accumulated other comprehensive income

Treasury stock, 13,490,795, 13,619,010 and 13,665,129 shares,
at cost

Total shareholders equity

Total liabilities and shareholders equity

0

371

186,501

980,833

725
(1,013,335)

155,095

$ 711,300

$

0

371

198,883

969,670

1,201
(1,022,120)

148,005

749,160

0

371

198,806

944,431

2,670
(1,026,140)

120,138

$ 776,219

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 INCOME

(Amounts in thousands, except per share data)

(unaudited)

Revenue

Costs and expenses:

Cost of educational services

Student services and administrative expenses

Legal and professional fees related to certain lawsuits,
investigations and accounting matters

Provision for private education loan losses

Total costs and expenses

Operating income
Interest income
Interest (expense)

Income before provision for income taxes
Provision for income taxes

Net income

Earnings per share:
Basic
Diluted

Weighted average shares outstanding:
Basic
Diluted

Three Months Ended
June 30,
2015 2014
$214,231 $238,096

101,865 116,276
91,408 97,547

6,005 8,380
3,313 9,071

202,591 231,274

11,640 6,822

22 15
(9,991) (6,263)

1,671 574
955 182

$ 716 $ 392

$ 003 § 002
$ 003 § 002

23,621 23,459
24,086 23,785

Six Months Ended
June 30,
2015 2014
$444206 $476,019
205,418 236,391
181,660 196,785
13,291 13,927
4,557 9,071
404,926 456,174
39,280 19,845
35 34
(20,379) (13,164)
18,936 6,715
7,773 2,701
$ 11,163 $ 4,014
$ 047 $ 0.17
$ 047 $ 0.17
23,591 23,453
23,953 23,815

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 COMPREHENSIVE INCOME

(Dollars in thousands)

(unaudited)
Six Months
Three Months Ended Ended
June 30, June 30,
2015 2014 2015 2014

Net income $ 716 $ 392 $11,163 $4,014
Other comprehensive (loss), net of tax:
Net actuarial pension loss amortization, net of income tax of $0, $0,
$0 and $0 0 0 1 0
Prior service cost (credit) amortization, net of income tax of $151,
$150, $301 and $301 (238) (238) 477) 476)
Other comprehensive (loss), net of tax (238) (238) 476) 476)
Comprehensive income $ 478 $ 154 $10,687 $3,538

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)

Cash flows from operating activities:

Net income

Adjustments to reconcile net income to net cash flows from
operating activities:

Depreciation and amortization

Provision for doubtful accounts

Deferred income taxes

Stock-based compensation expense

Accretion of discount on private education loans

Accretion of discount on long-term debt

Accretion of discount on PEAKS Trust senior debt
Accretion of discount on CUSO secured borrowing obligation
Provision for private education loan losses

Other

Changes in operating assets and liabilities, net of acquisition:
Restricted cash

Accounts receivable

Private education loans

Accounts payable

Other operating assets and liabilities

Deferred revenue

Net cash flows from operating activities

Cash flows from investing activities:
Capital expenditures, net

Acquisition of company
Collateralization of letters of credit
Proceeds from repayment of notes
Purchases of investments

Net cash flows from investing activities

Cash flows from financing activities:
Repayment of long-term debt

Table of Contents

Three Months Ended
June 30,
2015 2014
$ 716  $ 392
6,061 6,508
8,692 13,767
2,554 (1,594)
1,364 2,311
(2,948) (3,239)
385 0
1,365 1,441
214 0
3,313 9,071
(148) (248)
(608) 1,525
(7,696) (5,320)
6,601 4,083
848 8,582
(1,931) (5,545)
(20,288) (10,171)
(1,506) 21,563
(1,640) (1,147)
0 (584)
60 0
0 97
(D (D
(1,581) (1,635)
(2,500) 0

Six Months Ended
June 30,
2015 2014
$ 11,163 $ 4,014
12,042 12,970
20,875 30,382
12,423 (2,010)
3,260 4,862
(6,029) (6,372)
776 0
3,020 2,982
433 0
4,557 9,071
(415) (428)
(896) 2,868
(19,696) 982
13,245 8,093
6,390 17,897
(1,214) (9,430)
(27,907) (17,400)
32,027 58,481
(2,509) (2,657)
0 (5,033)
60 0
0 193
(D (D
(2,450) (7,498)
(5,000) 0
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Repayment of PEAKS Trust senior debt (9,380) 0 (25,026) (41,070)
Repayment of CUSO secured borrowing obligation (6,314) 0 (10,351) 0
Common shares tendered for taxes (38) (7 (505) (728)
Net cash flows from financing activities (18,232) (7 (40,882) (41,798)
Net change in cash and cash equivalents (21,319) 19,921 (11,305) 9,185
Cash and cash equivalents at beginning of period 145,951 205,035 135,937 215,771
Cash and cash equivalents at end of period $124,632 $224956 $124,632 $224,956

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)

(unaudited)
Accumulated
Other
Common Common Stock in
Stock Capital RetainedComprehensive Treasury
Shares Amount Surplus Earningsincome/(Loss) Shares Amount Total

Balance as of

December 31, 2013 37,069 $ 371 $200,040 $940,449 $ 3,146 (13,699) $(1,028,360) $ 115,646
For the six months

ended June 30, 2014:

Net income 4,014 4,014
Other comprehensive

(loss), net of income tax 476) 476)
Equity award vesting (2,878) 52 2,878 0
Tax benefit from equity

awards (3,218) (3,218)
Stock-based

compensation 4,862 4,862
Shares tendered for

taxes (19) (728) (728)
Issuance of shares for

Director s compensation (32) 1 70 38

Balance as of June 30,

2014 37,069 371 198,806 944,431 2,670  (13,665) (1,026,140) 120,138

For the six months

ended December 31,

2014

Net income 25,239 25,239

Other comprehensive

(loss), net of income tax (1,469) (1,469)

Equity award vesting (4,206) 69 4,206 0

Tax benefit from equity

awards (1,191) (1,191)

Stock-based

compensation 5,474 5,474
(23) (186) (186)
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Shares tendered for
taxes

Balance as of

December 31, 2014 37,069 371
For the six months

ended June 30, 2015:

198,883 969,670 1,201  (13,619) (1,022,120) 148,005

Net income 11,163 11,163

Other comprehensive

(loss), net of income tax 476) 476)

Equity award vesting (9,290) 198 9,290 0

Tax benefit from equity

awards (6,352) (6,352)

Stock-based

compensation 3,260 3,260

Shares tendered for

taxes (70) (505) (505)

Balance as of June 30,

2015 37,069 $ 371 $186,501 $980,833 $ 725  (13,491) $(1,013,335) $155,095
5
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ITT EDUCATIONAL SERVICES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2015

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

1. The Company and Basis of Presentation
ITT Educational Services, Inc. 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 entities (  VIEs ) that it consolidates, unless the
context requires or indicates otherwise. As of June 30, 2015, we were offering:

master, bachelor and associate degree programs to approximately 47,000 students at ITT Technical
Institute and Daniel Webster College locations; and

short-term information technology and business learning solutions for career advancers and other

professionals through the Center for Professional Development @ ITT Technical Institute (the CPD ).
In addition, we offered one or more of our online degree programs to students who are located in 50 states. As of
June 30, 2015, we had 141 college locations 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 2009 under the Daniel Webster College name. In January 2014, we
acquired certain assets and assumed certain liabilities of CompetenC Solutions, Inc. and Great Equalizer, Inc.
CompetenC Solutions, Inc. and Great Equalizer, Inc. were education companies that operated primarily under the
name of Ascolta ( Ascolta ) and offered short-term information technology and business learning solutions for career
advancers and other professionals. See Note 3  Acquisition, for additional discussion of the acquisition of the Ascolta
business. Our corporate headquarters are located in Carmel, Indiana.

The accompanying unaudited condensed consolidated financial statements include the accounts of ITT Educational
Services, Inc., its wholly-owned subsidiaries and, beginning on February 28, 2013 and September 30, 2014, two VIEs
that we consolidate in our consolidated financial statements, 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 U.S. Securities and Exchange Commission ( 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. We reclassified certain amounts that were previously
reported in Other assets on our Condensed Consolidated Balance Sheet as of June 30, 2014 to the line item Collateral
deposits to conform to the current year presentation. We also reclassified amounts that were previously reported in
Facility expenditures in our Condensed Consolidated Statements of Cash Flows for the three and six months ended
June 30, 2014 to the line item Capital Expenditures, net to conform to the current year presentation. These
reclassifications had no impact on previously reported net income, total shareholders equity or cash flows.
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The Condensed Consolidated Balance Sheet as of December 31, 2014 was derived from audited financial statements

but, as presented in this report, may not include all disclosures required by GAAP. We review the operations of our
business on a regular basis to determine our reportable operating segments, as defined in Accounting Standards
Codification ( ASC or Codification ) 280, Segment Reporting. As of June 30, 2015, we reported our financial results
under one reportable operating segment.

In the opinion of our management, the condensed consolidated financial statements reflect all adjustments that are
normal, recurring and necessary for a fair presentation of 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 fiscal year ended December 31,
2014 ( 2014 Form 10-K ).

2. New Accounting Guidance
In April 2015, the Financial Accounting Standards Board ( FASB ) issued Accounting Standards Update ( ASU )

No. 2015-03, Simplifying the Presentation of Debt Issuance Costs, which is included in the Codification under ASC
835, Interest ( ASC 835 ). This guidance requires that debt issuance costs related to a recognized debt liability be
presented on the balance sheet as a direct deduction from the carrying amount of that liability. This guidance will be
effective for our interim and annual reporting periods beginning January 1, 2016, with early adoption permitted. We
are assessing the impact that this guidance may have on our consolidated financial statements.

In February 2015, the FASB issued ASU No. 2015-02, Amendment to the Consolidation Analysis ( ASU 2015-02 ),
which is included in the Codification under ASC 810, Consolidation ( ASC 810 ). This guidance changes the analysis
that an entity must perform to determine whether it should consolidate certain types of legal entities. This guidance

will be effective for our interim and annual reporting periods beginning January 1, 2016, with early adoption

permitted. We do not expect the adoption of ASU 2015-02 to have a material impact on our consolidated financial
statements.
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In January 2015, the FASB issued ASU No. 2015-01, Income Statement Extraordinary and Unusual Items ( ASU
2015-01 ), which is included in the Codification under ASC 225, Income Statement ( ASC 225 ). This guidance
eliminates the concept of extraordinary items from GAAP. This guidance will be effective for our interim and annual
reporting periods beginning January 1, 2016, with early adoption permitted. We do not expect the adoption of ASU
2015-01 to have a material impact on our consolidated financial statements.

In August 2014, the FASB issued ASU No. 2014-15, Presentation of Financial Statements Going Concern ( ASU
2014-15 ), which is included in the Codification under ASC 205, Presentation of Financial Statements ( ASC 205 ). This
guidance was issued to define management s responsibility to evaluate whether there is substantial doubt about an

entity s ability to continue as a going concern and to provide related footnote disclosure in certain circumstances.

Under the new guidance, management is required to evaluate, at each annual and interim reporting period, whether

there are conditions or events that raise substantial doubt about the entity s ability to continue as a going concern

within one year after the date the financial statements are issued and to provide related disclosures. The guidance will

be effective for our interim and annual reporting periods beginning January 1, 2017, with early adoption permitted.

We are assessing the impact that this guidance may have on our consolidated financial statements.

In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers ( ASU 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. Originally, this guidance was to become effective for

our interim and annual reporting periods beginning January 1, 2017. In July 2015, the FASB voted to approve a

one-year deferral of the effective date. Therefore, this guidance will become effective for our interim and annual

reporting periods beginning January 1, 2018. Early adoption is permitted, but not any earlier than the original effective

date. We are assessing the impact that this guidance may have on our consolidated financial statements.

In April 2014, the FASB issued ASU No. 2014-08, Reporting Discontinued Operations and Disclosures of Disposals
of Components of an Entity ( ASU 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 became effective for our interim and annual reporting periods beginning January 1, 2015. The adoption of
ASU 2014-08 did not have a material impact on our consolidated financial statements.

3. Acquisition

On January 31, 2014, we acquired certain assets and assumed certain liabilities of CompetenC Solutions, Inc. and
Great Equalizer, Inc. for approximately $5,220, of which $5,033 was paid in the six months ended June 30, 2014 and
the remaining $187 was paid by October 31, 2014. CompetenC Solutions, Inc. and Great Equalizer, Inc. were
education companies that operated primarily under the name of Ascolta and offered short-term information
technology and business learning solutions for career advancers and other professionals. The acquisition of the
Ascolta business allowed us to expand our offerings in the short-term learning solutions market by integrating the
Ascolta operations into the CPD.

Our condensed consolidated financial statements include the results of the Ascolta business beginning as of the
acquisition date. The revenue and expenses of the Ascolta business included in our Condensed Consolidated
Statements of Income for the three and six months ended June 30, 2015 and 2014 were not significant. Our revenue,
net income and earnings per share would not have been significantly affected, if the revenue and expenses of the
Ascolta business were presented for the three and six months ended June 30, 2014 as if the transaction had occurred at
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the beginning of the earliest period presented. The costs incurred to acquire the Ascolta business were expensed and
were not significant.

We accounted for the acquisition of the Ascolta business in accordance with ASC 805, Business Combinations ( ASC
805 ), which requires the use of the acquisition method of accounting for all business combinations. The excess of the
consideration paid over the estimated fair values of the identifiable net assets acquired was recognized as goodwill and

is expected to be deductible for income tax purposes. The identifiable intangible assets acquired consist of customer
relationships and non-compete agreements, which are being amortized over a weighted-average life of approximately
five years.
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The following table sets forth the estimated fair values allocated to the major classes of assets acquired and liabilities
assumed in the Ascolta business acquisition as of the acquisition date:

Assets Liabilities

Acquired Assumed
Accounts receivable and other current assets $ 849
Furniture and equipment 370
Identifiable intangible assets 1,670
Goodwill 3,332

Other liabilities $ 1,001

4. Fair Value and Credit Risk of Financial Instruments
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 June 30, 2015:

Description

Cash equivalents:
Money market fund
Restricted cash:
Money market fund
Collateral deposits:
Money market fund

Fair Value Measurements at Reporting

Date Using
(Level 1) (Level 2) (Level 3)
Quoted Prices in
Active Markets for Significant
As of Identical Significant Other Unobservable
June 30, 2015 Assets Observable Inputs Inputs

$ 124564 $ 124,564 $ 0 $ 0
1,820 1,820 0 0

8,629 8,629 0 0

$ 135,013 $ 135,013 $ 0 $ 0

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 June 30, 2014:

Table of Contents

Fair Value Measurements at Reporting Date Using
(Level 1) (Level 2)
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Description

Cash equivalents:
Money market fund
Restricted cash:
Money market fund
Collateral deposits:
Money market fund

(Level
3)
Quoted Prices in
Active Markets for Significant
As of Identical Significant Other Unobservable

June 30, 2014 Assets Observable Inputs Inputs
$ 219,440 $ 219,440 $ 0 $ 0
1,345 1,345 0 0
8,627 8,627 0 0
$ 229412 $ 229,412 $ 0 $ 0

We used quoted prices in active markets for identical assets as of the measurement dates to value our financial assets

that were categorized as Level 1.

The carrying value 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. We did not have any financial assets or liabilities recorded at estimated fair value on a non-recurring
basis on our Condensed Consolidated Balance Sheets as of June 30, 2015, December 31, 2014 or June 30, 2014.
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As of June 30, 2015, the aggregate carrying value of the private education loans ( PEAKS Trust Student Loans ) owned
by a trust (the PEAKS Trust ) that purchased, owns and collects private education loans made under the PEAKS

Private Student Loan Program (the PEAKS Program ) and the private education loans ( CUSO Student Loans ) owned
by an entity (the CUSO ) that purchased, owns and collects private education loans made under a private education
loan program for our students (the CUSO Program ) was $79,103 and the estimated fair value was approximately
$89,138. As of December 31, 2014, the carrying value of the PEAKS Trust Student Loans and the CUSO Student

Loans (collectively, the Private Education Loans ) was $90,876 and the
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estimated fair value was approximately $101,623. As of June 30, 2014, the carrying value of the PEAKS Trust
Student Loans was $73,417 and the estimated fair value was approximately $86,600. No CUSO Student Loans were
included on our Condensed Consolidated Balance Sheet as of June 30, 2014, because the CUSO was not consolidated
in our consolidated financial statements until September 30, 2014. The fair value of the Private Education 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 Private Education Loans. The significant inputs used in
determining the estimated fair 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.

As of June 30, 2015, the carrying value of our debt under our Financing Agreement (as defined in Note 9 Debt) was
$92,125 and the estimated fair value was approximately $93,000. As of December 31, 2014, each of the carrying
value and the estimated fair value of our debt under our Financing Agreement was approximately $96,300. The fair
value of our debt under our Financing 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 unobservable
in determining the estimated fair value of the debt under the Financing Agreement. 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.

As of June 30, 2015, the carrying value of the senior debt issued by the PEAKS Trust in the initial aggregate principal
amount of $300,000 (the PEAKS Senior Debt ) was $54,075 and the estimated fair value was approximately $62,313.
As of December 31, 2014, the carrying value of the PEAKS Senior Debt was $76,203 and the estimated fair value was
approximately $85,248. As of June 30, 2014, the carrying value of the PEAKS Senior Debt was $190,871 and the
estimated fair value was approximately $205,400. 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.

As of June 30, 2015, the carrying value of the liability that the CUSO was required to record (the CUSO Secured
Borrowing Obligation ) on its balance sheet for the cash received from the owners of the CUSO (the CUSO
Participants ), which liability we now consolidate, was $111,089 and the estimated fair value was approximately
$105,147. As of December 31, 2014, the carrying value of the CUSO Secured Borrowing Obligation was $121,007
and the estimated fair value was approximately $116,933. The fair value of the CUSO Secured Borrowing Obligation
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 CUSO Secured Borrowing Obligation. 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.

Financial instruments that potentially subject us to credit risk consist primarily of accounts receivable, cash
equivalents and the Private Education Loans. There is no concentration of credit risk of our accounts receivable, as the
total is comprised of a large number of individual balances owed by students whose credit profiles vary and who are
located throughout the United States. Our cash equivalents generally consist of money market funds which invest in
high-quality securities issued by various entities. The Private Education Loans consist of a large number of individual
loans owed by borrowers, whose credit profiles vary and who are located throughout the United States.
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S. Equity Compensation
The amount of stock-based compensation expense and the line items in which those amounts are included in our

Condensed Consolidated Statements of Income and the related estimated income tax benefit recognized in the periods
indicated were as follows:

Three Months Ended Six Months Ended

June 30, June 30,
2015 2014 2015 2014
Cost of educational services $ 703 $ 1,119 $ 1,645 $ 2,337
Student services and administrative expenses 661 1,192 1,615 2,525
Total stock-based compensation expense $ 1,364 $ 2,311 $ 3,260 $ 4,862
Income tax (benefit) $ (525 $ (890) $(1,255) $(1,872)

As of June 30, 2015, we estimated that pre-tax compensation expense for unvested stock-based compensation grants
in the amount of approximately $6,900, 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 1.5 years.
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The stock options granted, forfeited, exercised and expired in the period indicated were as follows:

Six Months Ended June 30, 2015

Weighted Weighted  Aggregate
Average Aggregate Average Intrinsic
# of Exercise Exercise Remaining Value
Shares Price Price  Contractual Term (D
Outstanding at beginning of period 1,153,273 $ 76.92 $ 88,711
Granted 121,208 $ 491 595
Forfeited (10,001) $ 25.10 (251)
Exercised 0 % 0 0
Expired (138,773) $ 86.40 (11,990)
Outstanding at end of period 1,125,707 $ 68.46 $ 77,065 2.1 $ 0
Exercisable at end of period 853,660 $ 85.10 $ 72,648 1.8 $ 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 June 30, 2015 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.
Since the closing market price of our common stock on June 30, 2015 was lower than the exercise price of all
outstanding stock options and exercisable stock options, the aggregate intrinsic value of the stock options was
Zero.

The following table sets forth information regarding the stock options granted and exercised in the periods indicated:

Three Months Ended Six Months Ended
June 30, June 30,
2015 2014 2015 2014
Shares subject to stock options granted 121,208 0 121,208 168,500
Weighted average grant date fair value per share $ 3.65 $ 0 $ 3.65 $ 12.62
Shares subject to stock options exercised 0 0 0 0
Intrinsic value of stock options exercised $ 0 $ 0 $ 0 $ 0
Proceeds received from stock options exercised $ 0 $ 0 $ 0 $ 0
Tax benefits realized from stock options
exercised $ 0 $ 0 $ 0 $ 0

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 in the
periods indicated:
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Risk-free interest rates
Expected lives (in years)
Volatility

Dividend yield

Three Months Ended
June 30,
2015 2014
1.55% Not applicable
4.7 Not applicable
107% Not applicable
None Not applicable

Six Months Ended
June 30,
2015 2014
1.55% 1.32%
4.7 4.7
107% 55%
None None

For the three months ended June 30, 2014, the assumptions listed above were not applicable because we did not grant

any stock options in that period.
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The following table sets forth the number of restricted stock units ( RSUs ) that were granted, forfeited and vested in

the period indicated:

Unvested at beginning of period
Granted

Forfeited

Vested

Unvested at end of period

Table of Contents

Six Months Ended June 30, 2015
Weighted
Average Grant

# of RSUs
831,307
399,720
(54,269)

(198,478)

978,280

10

Date

Fair Value

L LH L P

30.17

4.93
23.00
61.87

13.83
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The total fair market value of the RSUs that vested and were settled in shares of our common stock was:

$123 in the three months ended June 30, 2015;

$18 in the three months ended June 30, 2014;

$1,383 in the six months ended June 30, 2015; and

$1,942 in the six months ended June 30, 2014.

6. 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.
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 CUSO as a result of:

arisk sharing agreement (the CUSO RSA ) that we entered into with the CUSO in connection with the
CUSO Program; and
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a revolving note owed to us by the CUSO (the Revolving Note ).
Primary Beneficiary Analysis. The PEAKS Trust and the CUSO are VIEs as defined under ASC 810. To determine
whether we are the primary beneficiary of the PEAKS Trust or the CUSO, 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

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 CUSO that most significantly impact the economic
performance of the PEAKS Trust and the CUSO involve the servicing (which includes the collection) of the PEAKS
Trust Student Loans and the CUSO Student Loans. 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 CUSO. 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.
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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
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. 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 (the PEAKS Consolidation ). 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 as of and after February 28, 2013 include the PEAKS Trust, 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 12 Commitments and Contingencies, for a further
discussion of the PEAKS Guarantee.

11
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Based on our analysis, we concluded that we became the primary beneficiary of the CUSO on September 30, 2014.
This was the first date that we determined we had the power to direct the activities of the CUSO that most
significantly impact the economic performance of the CUSO, because the entity that performs the servicing activities
on behalf of the CUSO (the CUSO Program Servicer ) failed to meet certain performance criteria specified in the
servicing agreement that governs the servicing activities of the CUSO Student Loans (the CUSO Servicing
Agreement ) on that date. The CUSO Servicing Agreement provides that in the event that the CUSO Program Servicer
fails to meet certain performance criteria specified in the CUSO Servicing Agreement, and the CUSO Program
Servicer does not affect a cure of that failure during a specified cure period, we would have the right to terminate the
CUSO Servicing Agreement. We determined that it was not reasonably possible that the CUSO Program Servicer
would be able to affect a cure during the specified cure period and, therefore, because the cure period was not
substantive, we effectively had the right to terminate the CUSO Servicing Agreement as of the date that the CUSO
Program Servicer failed to meet the performance criteria. We have not, however, exercised our right to terminate the
CUSO Servicing Agreement.

As a result of our primary beneficiary conclusion, we consolidated the CUSO in our consolidated financial statements
beginning on September 30, 2014. Prior to September 30, 2014, the CUSO was not required to be consolidated in our
consolidated financial statements, because we concluded that we were not the primary beneficiary of the CUSO prior
to that time. The CUSO is discussed in more detail below.

Our consolidated financial statements for periods as of and after September 30, 2014 include the CUSO, because we
were considered to have control over the CUSO under ASC 810, as a result of our substantive right to terminate the
CUSO Servicing Agreement after a cure period that was not substantive. We do not, however, actively manage the
operations of the CUSO, and the assets of the consolidated CUSO can only be used to satisfy the obligations of the
CUSO. Our obligations under the CUSO RSA remain in effect, until all CUSO Student Loans are paid in full. See
Note 12 Commitments and Contingencies, for a further discussion of the CUSO RSA.

The PEAKS Trust and the CUSO are not included in our consolidated income tax returns. We do not recognize
income tax expense or benefit for the financial results of the PEAKS Trust or CUSO in the provision for income taxes
included in our Condensed Consolidated Statements of Income, even though the PEAKS Trust and the CUSO are
included in our consolidated financial statements. In the three and six months ended June 30, 2015 and 2014, the
financial results of the PEAKS Trust and CUSO were not significant and, therefore, did not have a significant impact
on our effective income tax rate. Our deferred income tax assets as of June 30, 2015 were lower as compared to
December 31, 2014, in part due to the significant payments that we made under the PEAKS Guarantee and CUSO
RSA in the six months ended June 30, 2015, which are generally deductible for income tax purposes when the
payments are made.

PEAKS Private Student Loan Program. 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. We entered into the
PEAKS Program to offer our students another source of private education loans that they could use to help pay their
education costs owed to us and to supplement the limited amount of private education loans available to our students
under other private education loan programs, including the CUSO Program. Under the PEAKS Program, our students
had access to a greater amount of private education loans, which resulted in a reduction in the amount of internal
financing that we provided to our students in 2010 and 2011. 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.

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.
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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.

The Subordinated Note issued by the PEAKS Trust to us does not bear interest and matures in March 2026. Principal
is due on the Subordinated Note following:

the repayment of the PEAKS Senior Debt;

the repayment of fees and expenses of the PEAKS Trust; and

the reimbursement of the amounts of any payments made by us under the PEAKS Guarantee, other
than Payments on Behalf of Borrowers (as defined below).
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. In the three
months ended December 31, 2012, we determined it was probable that we would not collect the carrying value of the
Subordinated Note and, therefore, recorded an impairment charge for the total carrying value of the Subordinated
Note.

12

Table of Contents 29



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

Table of Conten

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.

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 (the Asset/Liability Ratio ). 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.
See Note 12 Commitments and Contingencies, for a further discussion of our obligations to make guarantee payments
pursuant to the PEAKS Guarantee.

Assets and Liabilities of the PEAKS Trust. 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. The following table sets forth the carrying value of assets and liabilities of the PEAKS Trust that were
included on our Condensed Consolidated Balance Sheets as of the dates indicated:

As of
As of December 31, As of
June 30, 2015 2014 June 30, 2014

Assets
Restricted cash $ 1,629  $ 1,556 $ 1,423
Current portion of PEAKS Trust student loans 6,250 7,169 7,420

PEAKS Trust student loans, excluding current
portion, less allowance for loan losses of $36,921,

$42,353 and $38,420 50,937 59,902 65,997
Total assets $ 58816 $ 68,627 $ 74,840
Liabilities

Current portion of PEAKS Trust senior debt $ 23068 $ 37545 $§ 132,429
Other current liabilities 158 199 395
PEAKS Trust senior debt, excluding current

portion 31,007 38,658 58,442
Total liabilities $ 54233 § 76402 $ 191,266

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.

Revenue and Expenses of the PEAKS Trust. The following table sets forth the revenue and expenses of the PEAKS
Trust, which were included in our Condensed Consolidated Statements of Income for the periods indicated:
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Three Months Ended Six Months Ended

June 30, June 30,
2015 2014 2015 2014
Revenue $ 2246 $ 3239 $ 4659 $ 6372
Student services and administrative expenses 489 1,221 1,030 2,637
Provision for private education loan losses 4,615 9,071 5,418 9,071
Interest expense 2,826 5,508 6,085 11,614
(Loss) before provision for income taxes $(5,684) $ (12,561) $(7,874) $(16,950)

The revenue of the PEAKS Trust consists of interest income on the PEAKS Trust Student Loans, which is the
accretion of the accretable yield on the PEAKS Trust Student Loans. The servicing, administrative and other fees
incurred by the PEAKS Trust are included in Student services and administrative expenses in our Condensed
Consolidated Statements of Income. The provision for private education loan losses represents the increase in the
allowance for loan losses that occurred during the period. The allowance for loan losses related to the PEAKS Trust
Student Loans 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 the end of the reporting period. Interest expense of the PEAKS Trust represents interest
expense on the PEAKS Senior Debt, which includes the contractual interest obligation and the accretion of the
discount on the PEAKS Senior Debt.

Payments on Behalf of Borrowers. Beginning in the fourth quarter of 2012 and continuing through January 2014, we
made payments on behalf of certain student borrowers under the PEAKS Program to the PEAKS Trust to avoid

defaults by those borrowers on their PEAKS Trust Student Loans ( Payments on Behalf of Borrowers ), which defaults
would have triggered much larger

13
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contractually required payments by us under the PEAKS Guarantee. At the time we made Payments on Behalf of
Borrowers, we believed that those payments were contractually permitted and a form of payment to the PEAKS Trust
that would satisfy obligations that were contractually required. Since that time, however, we have determined that
Payments on Behalf of Borrowers are not permitted or required to support the PEAKS Trust. If we had not made
Payments on Behalf of Borrowers, we would have had to make contractually required payments under the PEAKS
Guarantee in greater amounts. We made Payments on Behalf of Borrowers after assessing:

the likelihood of us being contractually required to make payments under the PEAKS Guarantee in the
near future;

the effect on our liquidity that would result from making payments under the PEAKS Guarantee
compared to making Payments on Behalf of Borrowers;

the effect that Payments on Behalf of Borrowers may have on the funds available to the PEAKS Trust
to repay the Subordinated Note to us following full payment of the PEAKS Trust s other obligations;
and

the fact that we will not be able to recover Payments on Behalf of Borrowers from the PEAKS Trust or
the student borrowers on whose behalf we made those payments.
Payments on Behalf of Borrowers assisted in:

maintaining the Asset/Liability Ratio at the required level; and

satisfying the following month s required payment of interest on the PEAKS Senior Debt and
administrative fees and expenses of the PEAKS Trust.
Prior to the PEAKS Consolidation, Payments on Behalf of Borrowers were reflected on our financial statements as a
reduction to our contingent liability. Following the PEAKS Consolidation, Payments on Behalf of Borrowers were not
reflected on our financial statements, since those payments were intercompany transactions that were eliminated from
our financial statements as a result of the PEAKS Consolidation.

In January 2014, we made Payments on Behalf of Borrowers of $1,832. We entered into a letter agreement, dated as
of March 17, 2014, with the trustee under the PEAKS Program and the holders of the PEAKS Senior Debt (the

PEAKS Letter Agreement ), in order to resolve differing interpretations of the permissibility of the Payments on
Behalf of Borrowers under the PEAKS Program documents. Pursuant to the PEAKS 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 Behalf of Borrowers,
including any failure to make payments under the PEAKS Guarantee as a result thereof; and
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event of default under the PEAKS Program documents that may have arisen or resulted by us making

Payments on Behalf of Borrowers.
In the PEAKS Letter Agreement, we agreed that, after the date of the PEAKS Letter Agreement, we would not make
any further payments of any kind on behalf of any borrower in respect of a private education loan made under the
PEAKS Program, and that any such payments in lieu of making payments to maintain the applicable required
Asset/Liability Ratio would constitute a breach of the terms of the PEAKS Guarantee and an event of default under
the indenture and credit agreement for the PEAKS Program. In accordance with the terms of the PEAKS 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 Senior Debt.

PEAKS Guarantee Payments and Payments on Behalf of Borrowers. The following table sets forth the PEAKS

Guarantee payments and Payments on Behalf of Borrowers that were made in the periods indicated:

Three Months Ended Six Months Ended

June 30, June 30,
2015 2014 2015 2014
PEAKS Guarantee $ 6,820 $ 1,088 $20,457 $41,801
Payments on Behalf of Borrowers 0 0 0 1,832
Total $ 6,820 $ 1,088 $20,457 $43,633

CUSO Program. On February 20, 2009, we entered into agreements with the CUSO to create the CUSO Program.
Under the CUSO Program, an unrelated lender originated private education loans to our eligible students and,
subsequently, sold those loans to the CUSO. The CUSO purchased the private education loans from the lender
utilizing funds received from its owners in exchange for participation interests in the private education loans acquired
by the CUSO. 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. No new private education loans were or will be
originated under the CUSO Program after December 31, 2011, but immaterial amounts related to loans originated
prior to that date were disbursed by the lender through June 2012.

In connection with the CUSO Program, we entered into the CUSO RSA with the CUSO. Under the CUSO RSA, we
guarantee the repayment of any private education loans that are charged off above a certain percentage of the private

education loans made under the CUSO Program, based on the annual dollar volume. Under the CUSO RSA, we have
an obligation to make the monthly payments
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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 discharge our obligations to make Regular
Payments on specified charged-off private education loans by:

paying the then outstanding balance (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 equal to
at least ten monthly payments has been paid; or

paying the then outstanding balance (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 equal 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
(collectively, Discharge Payments ).

See Note 12 Commitments and Contingencies, for a further discussion of our obligations to make guarantee payments
pursuant to the CUSO RSA.

Assets and Liabilities of the CUSO. We concluded that we became the primary beneficiary of the CUSO on

September 30, 2014 and, therefore, were required to consolidate the CUSO in our consolidated financial statements

(the CUSO Consolidation ). In accordance with ASC 810, the consolidation of the CUSO was treated as an acquisition
of assets and liabilities and, therefore, the assets and liabilities of the CUSO were included in our consolidated

financial statements at their fair value as of September 30, 2014.

The CUSO Participants purchased participation interests in the CUSO Student Loans from the CUSO. The terms of
the agreements between the CUSO Participants and the CUSO did not meet the requirements under ACC 860,

Transfers and Servicing, to be considered a sale. As a result, the CUSO was required to record the CUSO Secured
Borrowing Obligation on its balance sheet for the cash received from the CUSO Participants.

We recorded the CUSO Secured Borrowing Obligation at the time of the CUSO Consolidation. The CUSO Secured
Borrowing Obligation represents the estimated amount that the CUSO owes to the CUSO Participants related to their
participation interests in the CUSO Student Loans, which amount is expected to be paid to the CUSO Participants by
the CUSO from payments received by the CUSO related to the CUSO Student Loans, whether from the borrower or
from us under the CUSO RSA.

In accordance with ASC 810, we included the CUSO Secured Borrowing Obligation on our Condensed Consolidated
Balance Sheet at its fair value as of September 30, 2014, the date of the CUSO Consolidation. The difference between
the estimated fair value of the CUSO Secured Borrowing Obligation and the amount expected to be paid by the CUSO
to the CUSO Participants was recorded as an accrued discount on our Condensed Consolidated Balance Sheet at the
date of the CUSO Consolidation. The accrued discount is being recognized in interest expense at a level rate of return
over the expected life of the CUSO Secured Borrowing Obligation.

The expected life of the CUSO Secured Borrowing Obligation is an estimate of the period of time over which
payments are expected to be made by the CUSO to the CUSO Participants related to their participation interests in the
CUSO Student Loans. The period of time over which payments are expected to be made by the CUSO to the CUSO
Participants is based upon when the CUSO Student Loans enter a repayment status and the period of time they remain
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in a repayment status. Since all of the CUSO Student Loans have not entered repayment, and those loans that have
entered a repayment status may be granted forbearances or deferments, the period of time over which payments are
expected to be made to the CUSO Participants is an estimate. The assumptions used to estimate the expected life of
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the CUSO Secured Borrowing Obligation are reviewed periodically and updated accordingly, which may result in an

adjustment to the expected life of the CUSO Secured Borrowing Obligation and the related recognized interest

expense.

The following table sets forth the fair value and the carrying value of the assets and liabilities of the CUSO as of

September 30, 2014 that were included on our Condensed Consolidated Balance Sheet on that date:

As of September 30, 2014
Assets Liabilities
Restricted cash $ 2,738
Current portion of CUSO Student Loans 3,406
CUSO Student Loans, excluding current portion 23,793
Other assets 199
Current portion of CUSO Secured Borrowing Obligation $ 20,662
Other current liabilities 624
CUSO Secured Borrowing Obligation, excluding current
portion 101,880
Other liabilities 1,940
Total $ 30,136 $ 125,106

The assets of the CUSO can only be used to satisfy the obligations of the CUSO.
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The following table sets forth the carrying value of the assets and liabilities related to the CUSO Program as of
September 30, 2014 that we eliminated from our consolidated balance sheet when we consolidated the CUSO in our
consolidated financial statements, and the line items within which those assets and liabilities were included:

As of September 30, 2014
Assets Liabilities
Prepaid expenses and other current assets $ 3,260
Other current liabilities $ 23,887
Other liabilities 90,974
Total $ 3,260 $ 114,861

Upon the CUSO Consolidation, we recorded the CUSO s assets and liabilities at their fair value in our consolidated
financial statements and we eliminated the carrying value of the assets and liabilities related to the CUSO Program
that had been recorded in our consolidated financial statements as of September 30, 2014. The fair value of the
CUSO s liabilities exceeded the fair value of the CUSO s assets as of September 30, 2014 by $94,970. As of
September 30, 2014, the carrying value of the liabilities related to the CUSO Program that had been recorded in our
consolidated financial statements exceeded the carrying value of the assets related to the CUSO Program that had been
recorded in our consolidated financial statements by $111,601. As a result, we recognized a total gain of $16,631 in
our Condensed Consolidated Statements of Income in the three and nine months ended September 30, 2014, which
represented the difference between (i) the fair value of the net liabilities of the CUSO that we recorded upon the
CUSO Consolidation, and (ii) the carrying value of the net liabilities related to the CUSO Program that had been
recorded in our consolidated financial statements and were eliminated upon the CUSO Consolidation, in each case, as
of September 30, 2014.

The following table sets forth the carrying values of assets and liabilities of the CUSO that were included on our
Condensed Consolidated Balance Sheets as of the dates indicated:

As of As of
June 30, December 31,
2015 2014
Assets
Restricted cash $ 3,487 $ 2,517
Current portion of CUSO Student Loans 3,129 3,415
CUSO Student Loans, excluding current portion, less
allowance for loan losses of $1,178 and $2,039 18,787 20,390
Other assets 198 284
Total assets $ 25,601 $ 26,606
Liabilities
Current portion of CUSO Secured Borrowing
Obligation $ 19,750 $ 20,813
Other current liabilities 302 179
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CUSO Secured Borrowing Obligation, excluding

current portion 91,339 100,194
Other liabilities 1,879 1,073
Total liabilities $113,270 $ 122,259

The assets of the CUSO can only be used to satisfy the obligations of the CUSO.

Revenue and Expenses of the CUSO. The following table sets forth the revenue and expenses of the CUSO, excluding
the gain on consolidation of the CUSO, which were included in our Condensed Consolidated Statements of Income
for the periods indicated:

Three Six
Months Months
Ended Ended
June 30, 2015 June 30, 2015
Revenue $ 1,185 $ 2,249
Student services and administrative expenses 483 879
Provision for private education loan losses (1,302) (861)
Interest expense 3,573 7,214
(Loss) before provision for income taxes $ (1,569) $ (4,983)

The revenue of the CUSO consists of interest income on the CUSO Student Loans, which is the accretion of the
accretable yield on the CUSO Student Loans, and an administrative fee paid by the CUSO Participants to the CUSO
on a monthly basis. The servicing, administrative and other fees incurred by the CUSO are included in Student
services and administrative expenses in our Consolidated

16
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Statements of Income. The provision for private education loan losses represents the increase in the allowance for loan
losses that occurred during the period. The allowance for loan losses related to the CUSO Student Loans 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 CUSO Student Loans, discounted by the loan pool s effective interest rate as of the end of the
reporting period. Interest expense of the CUSO represents interest expense on the CUSO Secured Borrowing
Obligation, which includes the contractual interest obligation on the CUSO Student Loans and the accretion of the
discount on the CUSO Secured Borrowing Obligation.

We did not recognize any revenue or expenses of the CUSO in our Condensed Consolidated Statements of Income in
the three or six months ended June 30, 2014, because the CUSO Consolidation was effective on September 30, 2014.

CUSO RSA___Payments, Recoveries and Offsets. Pursuant to the CUSO RSA, we are entitled to all amounts that the
CUSO recovers from loans in a particular loan pool made under the CUSO Program that have been charged off, until
all payments that we made under the CUSO RSA with respect to that loan pool have been repaid to us by the CUSO.
We have the right to offset payment amounts that we owe under the CUSO RSA by the amount of recoveries from
charged-off loans made under the CUSO Program that are owed, but have not been paid, to us. We exercised this
offset right in the three and six months ended June 30, 2015. We did not exercise this offset right in the three or six
months ended June 30, 2014.

The following table sets forth the payments that we made to the CUSO related to our guarantee obligations under the
CUSO RSA in the periods indicated:

Three Months Ended Six Months Ended

June 30, June 30,
2015 2014 2015 2014
Regular Payments $1,5600  $1,589 $ 3,840  $2,747
Discharge Payments 6,544 0 9,253 0
Total $ 8,104 $ 1,589 $13,093 $2,747

(1) This amount is net of $231 of recoveries from charged-off loans owed to us that we offset against the amount we
owed under the CUSO RSA.

(2) This amount is net of $521 of recoveries from charged-off loans owed to us that we offset against the amount we
owed under the CUSO RSA.

The CUSO did not remit to us, and we did not offset payments under the CUSO RSA for, the following amounts of

recoveries from charged-off loans that were owed to us:

$0 in the three months ended June 30, 2015;

$256 in the three months ended June 30, 2014;
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$0 in the six months ended June 30, 2015; and

$475 in the six months ended June 30, 2014.
We recorded the amount of recoveries from charged-off loans that were owed to us, but not paid or offset, as of
June 30, 2014 in Prepaid expenses and other current assets on our Condensed Consolidated Balance Sheet. We did not
offset any amounts owed by us under the CUSO RSA against amounts owed to us by the CUSO under the Revolving
Note, in the three or six months ended June 30, 2015 or 2014. See Note 12 Commitments and Contingencies, for a
further discussion of the offsets and CUSO RSA.

We made advances to the CUSO under the Revolving Note in years prior to 2012. We made the advances so that the
CUSO could use those funds primarily to provide additional funding to the CUSO to purchase additional private
education loans made under the CUSO Program. The period of time during which we could make additional advances
under the Revolving Note ended on January 1, 2014. Certain of the assets of the CUSO 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. In 2013, we also offset $8,472 owed by us under the CUSO RSA against amounts owed to us by
the CUSO under the Revolving Note, instead of making additional payments in that amount. The amount owed to us
under the Revolving Note, excluding those offsets, was approximately $8,200 as of June 30, 2015, December 31, 2014
and June 30, 2014. The Revolving Note was eliminated from our financial statements as a result of the CUSO
Consolidation.

Table of Contents 39



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

7. Private Education L.oans

We concluded that we were required to consolidate the PEAKS Trust in our consolidated financial statements
beginning on February 28, 2013 and to consolidate the CUSO in our consolidated financial statements beginning on
September 30, 2014. See Note 6  Variable Interest Entities, for a further discussion of the consolidation of the PEAKS
Trust and CUSO (the Consolidated VIEs ). As a result, the assets and liabilities of the Consolidated VIEs were
included on our Condensed Consolidated Balance Sheets as of June 30, 2015 and December 31, 2014. The assets and
liabilities of the PEAKS Trust were also included on our Condensed Consolidated Balance Sheet as of June 30, 2014.

17

Table of Contents 40



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

Table of Conten

As of June 30, 2015, the aggregate carrying amount of the Private Education Loans included under the Private
education loan line items on our Condensed Consolidated Balance Sheet was $79,103. The outstanding principal
balance of the Private Education Loans, including accrued interest, was approximately $144,588 as of June 30, 2015.

Initial Measurement. A significant number of the Private Education Loans were determined to be credit impaired upon
consolidation. Loans determined to be credit impaired upon consolidation or acquisition ( Purchased Credit Impaired
Loans or PCI Loans ), are initially measured at fair value in accordance with ASC 310-30, Receivables Loans and
Debt Securities Acquired with Deteriorated Credit Quality ( ASC 310-30 ). A loan is considered a PCI Loan if it has
evidence of deteriorated credit quality following the loan s origination date. As a result, at the date of consolidation or
acquisition, it is probable that all contractually required payments under a PCI Loan will not be collected.

The Private Education Loans that did not individually have evidence of deteriorated credit quality at the time of
consolidation were also initially measured at fair value and are accounted for in accordance with ASC 310-30. 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 of a significant number of the Private Education Loans; and

the probability that all contractually required payments with respect to those loans will not be
collected.
All of the Private Education Loans are, therefore, considered to be, and reported as, PCI Loans.

This accounting treatment is consistent with the American Institute of Certified Public Accountants (the AICPA )
December 18, 2009 confirmation letter (the Confirmation Letter ), in which the AICPA summarized the SEC staff s
view regarding the accounting in subsequent periods for discount accretion associated with loan receivables acquired
in a business combination or asset purchase. In this letter, the AICPA 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 Private Education Loans that did not individually have evidence of deteriorated credit
quality at the time of consolidation is an appropriate application of the accounting guidance to determine the initial
measurement of the value of those loans.

Aggregation of Loans. PCI Loans recognized upon consolidation or acquisition in the same fiscal quarter may be
aggregated into one or more pools, provided that the PCI Loans in each pool have common risk characteristics. The
Private Education Loans were considered to be PCI Loans upon consolidation. As of the date of the PEAKS
Consolidation or the CUSO Consolidation, as applicable, we aggregated the PEAKS Trust Student Loans into 24
separate pools of loans and the CUSO Student Loans into 48 separate pools of loans, based on common risk
characteristics of the loans, which included:

the fiscal quarter in which the Private Education Loan was purchased by the PEAKS Trust or the
CUSO; and

the consumer credit score of the borrower.
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PCI Loans that do not have evidence of deteriorated credit quality are not aggregated in the same pools with PCI
Loans that have 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.

Estimated Fair Value. Accretable Yield and Expected Cash Flows. The Private Education Loans were recorded at
their estimated fair value upon consolidation. The estimated fair value of the PEAKS Trust Student Loans as of
February 28, 2013, and the CUSO Student Loans as of September 30, 2014, was determined 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 Private Education Loans have been prepaid. No allowance for loan loss was established as of the date
of consolidation of the PEAKS Trust and the CUSO, because all of the Private Education Loans were recorded at fair
value and future credit losses are considered in the estimate of fair value.

The excess of any cash flows expected to be collected with respect to a loan pool of the Private Education 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 Sheet, but it is accreted and included as interest income using the effective interest
method, which is at a level rate of return over the remaining estimated life of the loan pool.

18
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The following table sets forth the estimated fair value, accretable yield and expected cash flows for the PEAKS Trust
Student Loans and CUSO Student Loans, in total and for those loans pursuant to which ASC 310-30 was applied by

analogy, as of the dates indicated:

Estimated fair value
Accretable yield

Expected cash flows

The following tables set forth information regarding aggregate changes in accretable yield of the loan pools of the

PEAKS Trust Student Loans

As of February 28, 2013
ASC 310-30
Applied
By
Total Analogy

$ 112,116 $ 60,177

100,953 58,843

$ 213,069 $ 119,020

CUSO Student Loans
As of September 30, 2014
ASC 310-30
Applied
By
Total Analogy
$ 27,199 $ 12,799
12,498 5,651

$ 39,697 $ 18,450

PEAKS Trust Student Loans, in total, and for those loans pursuant to which ASC 310-30 was applied by analogy, for

the periods indicated:

Balance at beginning of period

Accretion

Reclassification from nonaccretable difference
and changes in expected cash flows

Balance at end of period

Balance at beginning of period

Accretion

Reclassification from nonaccretable difference
and changes in expected cash flows
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Three Months Ended
June 30, 2015

ASC 310-30

Applied

By

Total Analogy
$47,898 $ 28,682
(2,246) (1,276)
(5,450) (3,173)

$40,202 $ 24,233

Six Months Ended
June 30, 2015
ASC
310-30
Applied
By
Total Analogy
$51,819 $ 32,654
(4,659) (2,707)
(6,958) (5,714)

Three Months Ended
June 30, 2014

ASC 310-30

Applied

By

Total Analogy
$ 73,351 $ 44,624
(3,239) (1,897)
(10,183) (6,283)

$ 59,929 $ 36,444

Six Months Ended
June 30, 2014
ASC
310-30
Applied
By
Total Analogy
$ 70,580 $ 42,274
(6,372) (3,700)
(4,279) (2,130)
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Balance at end of period $40,202 $ 24233 $ 59,929 $ 36444

The following tables set forth information regarding aggregate changes in accretable yield of the loan pools of the

CUSO Student Loans, in total, and for those loans pursuant to which ASC 310-30 was applied by analogy, for the
periods indicated:

Three Months Ended
June 30, 2015
ASC 310-30
Applied
By
Total Analogy
Balance at beginning of period $11,120 $ 5,777
Accretion (702) (394)
Reclassification from nonaccretable difference and
changes in expected cash flows 3,348 2,832
Balance at end of period $13,766 $ 8,215
19
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Six Months Ended
June 30, 2015
ASC 310-30
Applied
By
Total Analogy
Balance at beginning of period $11,728 $ 5,857
Accretion (1,370) (740)
Reclassification from nonaccretable difference and
changes in expected cash flows 3,408 3,098
Balance at end of period $13,766 $ 8,215

There were no changes in the accretable yield of the loan pools of the CUSO Student Loans, in total, and for those
loans pursuant to which ASC 310-30 was applied by analogy, in the three or six months ended June 30, 2014, because
the CUSO was not consolidated in our consolidated financial statements until September 30, 2014.

Contractually Required Pavments. The excess of the contractually required payments of the Private Education Loans
over the expected cash flows is referred to as the nonaccretable difference. The following table sets forth the
contractually required future principal and interest payments, expected cash flows and the nonaccretable difference, in
total and for those loans pursuant to which ASC 310-30 was applied by analogy, for the PEAKS Trust Student Loans
and the CUSO Student Loans as of the dates indicated:

PEAKS Trust Student Loans CUSO Student Loans
As of February 28, 2013 As of September 30, 2014

ASC 310-30 ASC 310-30
Applied Applied
By By
Total Analogy Total Analogy
Contractual future principal and interest
payments $ 487,800 $ 213,600 $ 111,159 $ 36,715
Expected cash flows 213,069 119,020 39,697 18,450
Nonaccretable difference $ 274,731 $ 94,580 $ 71,462 $ 18,265

Allowance for Private Education Loan Losses. On a quarterly basis, subsequent to the PEAKS Consolidation and the
CUSO Consolidation, as applicable, 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
reflect then-current market conditions. Prepayments of loans were not considered when estimating the expected cash
flows, because, historically, few Private Education Loans have been prepaid.

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 end of the previous fiscal quarter, we would record the impairment as:
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a provision for private education 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 private education 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 end of the previous fiscal quarter. 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 end of the
previous fiscal quarter, 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.
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The following table sets forth information regarding changes in the allowance for loan losses of the loan pools of the
PEAKS Trust Student Loans in the aggregate in the periods indicated:

Three Months
Ended Six Months Ended
June 30, June 30,

2015 2014 2015 2014
Balance at beginning of period $39,596  $29,349  § 42353  $29,349
Loans charged off (7,898) 0 (11,959) 0
Recoveries from charged off loans 608 0 1,109 0
Provision for loan losses 4,615 9,071 5,418 9,071
Balance at end of period $36,921 $38,420 $ 36,921 $ 38,420

The following table sets forth information regarding changes in the allowance for loan losses of the loan pools of the
CUSO Student Loans in the aggregate in the periods indicated:

Three Months
Ended Six Months
June 30, Ended
2015 June 30, 2015
Balance at beginning of period $ 2,480 $ 2,039
Loans charged off 0 0
Recoveries from charged off loans 0 0
Provision for loan losses (1,302) (861)
Balance at end of period $ 1,178 $ 1,178

There were no changes in the allowance for loan losses of the loan pools of the CUSO Student Loans in the three or
six months ended June 30, 2014, because the CUSO was not consolidated in our consolidated financial statements
until September 30, 2014.

Adjustments to the interest income of a loan pool are recognized 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.
Loan Modifications and Charge Offs. Modifications were made to PCI Loans in the three and six months ended
June 30, 2015 and 2014 and were primarily due to forbearances granted with respect to the payment of those loans.
We consider the impact of any modifications made to PCI Loans as part of our quarterly assessment of whether:
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a probable and significant change in the expected cash flows of the PCI Loans has occurred; and

the loans should continue to be accounted for and reported as PCI loans.
In evaluating the 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 future default. These default estimates are used to calculate
expected credit losses with respect to each loan pool. In developing these probabilities of default estimates, we
considered the relationship between the credit quality characteristics of the loans in the loan pool and certain
assumptions based on the performance history of the Private Education Loans and industry data related to the severity
and recovery lag of defaults applicable to private education loans. Loans for which Payments on Behalf of Borrowers
were made were assumed to be defaulted loans in our default estimates.

The charge off of a PCI Loan results in the removal of that loan from the underlying PCI Loan pool and reduces the
loan pool discount. If the discount for principal losses for a particular PCI Loan pool has been fully depleted, the
charge off of a PCI Loan will reduce the PCI Loan pool s allowance for loan losses. Removal of a PCI Loan from the
underlying PCI Loan Pool does not change the effective yield of the PCI Loan Pool.

8. Goodwill and Intangibles
We recognized goodwill and certain other intangible assets on our consolidated balance sheet as a result of the

acquisition of:

certain assets and liabilities of CompetenC Solutions, Inc. and Great Equalizer, Inc. on January 31,
2014,

the membership interests of Cable Holdings, LLC on August 1, 2013; and

substantially all the assets and certain liabilities of Daniel Webster College on June 10, 2009.
The acquired intangible assets consist of certain identifiable intangible assets that are amortized over the asset s
estimated life, and indefinite-lived intangible assets, including goodwill. Goodwill represents the excess of the
consideration paid over the estimated fair value of identifiable net assets acquired.
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The following tables set forth the carrying value of our acquired intangible assets that are included in Other assets on
our Condensed Consolidated Balance Sheets as of the dates indicated:

Amortizable intangible assets:

Customer relationships
Non-compete agreements
Training materials
Accreditation

Amortizable intangible assets:

Customer relationships
Non-compete agreements
Training materials
Accreditation

Gross
Carrying
Value

$2,500
1,120
440
210

$4,270

Gross
Carrying
Value

$2,500
1,120
440
210

$4,270

As of June 30, 2015
Net
Accumulated Carrying
Amortization Value
$ (828) $ 1,672
(392) 728
(241) 199
(180) 30
$ (1,641) $ 2,629
As of June 30, 2014
Net
Accumulated Carrying
Amortization Value
$ (328) $ 2,172
(168) 952
(115) 325
(150) 60
$ (761) $ 3,509

Weighted
Average
Amortization
Period
(months)

60
60
42
84

Weighted
Average
Amortization
Period
(months)

60
60
42
84

All amortizable intangible assets are being amortized on a straight-line basis. Amortization expense for amortized
intangible assets was:

$219 in the three months ended June 30, 2015;

$219 in the three months ended June 30, 2014;

$440 in the six months ended June 30, 2015; and
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$422 in the six months ended June 30, 2014.
The following table sets forth our estimate of the amortization expense for our amortizable intangible assets in each of

2015 through 2019:

Fiscal Year Ending December 31,
2015
2016
2017
2018
2019

Table of Contents

Estimated
Amortization
Expense
$ 880

865
734
562

28

$ 3,069
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The following tables set forth the carrying value of our indefinite-lived intangible assets that are included in Other
assets on our Condensed Consolidated Balance Sheets as of the dates indicated.

As of June 30, 2015
Accumulated
Gross Carrying Impairment Net Carrying
Value Loss Value
Indefinite-lived intangible assets:
Goodwill $7,290 $ (2,044) $ 5,246
Trademark 660 (410) 250
$7,950 $ (2,454) $ 5,496
As of June 30, 2014
Accumulated Net
Gross Carrying Impairment Carrying
Value Loss Value
Indefinite-lived intangible assets:
Goodwill $7,290 $ 0 $ 7,290
Trademark 660 0 660
$7,950 $ 0 $ 7,950

Indefinite-lived intangible assets include trademarks and goodwill, which are not amortized, since there are no legal,
regulatory, contractual, economic or other factors that limit the useful life of those intangible assets by us.

Intangible assets that are not subject to amortization are required to be tested for impairment annually or more
frequently if events or changes in circumstances indicate that the asset may be impaired. We perform our impairment
evaluation annually, during the fourth quarter, or more frequently if facts and circumstances warrant. All of our
goodwill relates to one reporting unit, which is defined as one level below an operating segment.

In addition to our annual impairment test, we consider certain triggering events when evaluating whether an interim
impairment analysis is warranted. Among these is a significant long-term decrease in our market capitalization based
on events specific to our operations. Deteriorating operating results and current period and projected future operating
results that negatively differ from the operating plans used in the most recent impairment analysis are also triggering
events that could be cause for an interim impairment review. In our analysis of triggering events we also consider
changes in the accreditation, regulatory or legal environment; increased competition; innovation changes and changes
in the market acceptance of our educational programs and the graduates of those programs, among other factors. We
concluded that no triggering event had occurred during the three or six month periods ended June 30, 2015.

The assumptions and estimates underlying the fair value calculations used in our annual impairment test are uncertain

by their nature and can vary significantly from actual results. Therefore, as circumstances and assumptions change, we
may be required to recognize additional impairment charges for goodwill and other intangible assets in future periods.
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9. Debt

As of June 30, 2015, our Condensed Consolidated Balance Sheet included: (i) outstanding Term Loan (as defined
below) borrowings under the Financing Agreement, as described further below under ~ Term Loans, (ii) the PEAKS
Senior Debt issued by the PEAKS Trust, which was consolidated in our consolidated financial statements beginning
February 28, 2013, as described further below under ~ PEAKS Trust Senior Debt, and (iii) the CUSO Secured
Borrowing Obligation of the CUSO, which was consolidated in our consolidated financial statements beginning
September 30, 2014, as described further in Note 6  Variable Interest Entities.

Term Loans. On December 4, 2014, we and certain of our subsidiaries entered into a Financing Agreement (the

Original Financing Agreement ) with Cerberus Business Finance, LLC ( Cerberus ), as administrative agent and
collateral agent, and the lenders party thereto. Under the Financing Agreement, we borrowed $100,000 aggregate
principal amount of senior secured term loans (the Term Loans ). On December 23, 2014, we entered into Amendment
No. 1 to Financing Agreement ( Amendment No. 1 ), on March 17, 2015, we entered into Amendment No. 2 to
Financing Agreement ( Amendment No. 2 ) and on May 26, 2015, we entered into a Limited Consent to Financing
Agreement (the FA Consent ). The Original Financing Agreement, as amended by Amendment No. 1 and Amendment
No. 2 and including the FA Consent, is referred to herein as the Financing Agreement.

Amendment No. 1 made modifications to the Original Financing Agreement to extend the time by which we were
required to establish certain cash management accounts. Amendment No. 2 provided:

for an amendment to the limitation on the aggregate amount of payments that we can make related to
the PEAKS Program and the CUSO Program in any fiscal year after 2014, modifying it from $20,000
per program in each year to $45,000 under both programs in 2015 and $35,000 under both programs in
any year after 2015 that the Financing Agreement is still in effect;
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Table of Contents 52



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

Table of Conten

that our consolidated financial statements (and related certificates) as of and for the fiscal year ended
December 31, 2014 did not have to be furnished by us to the lenders until May 31, 2015; and

for an amendment to the definition of Fixed Charge Coverage Ratio (as defined in the Financing
Agreement) to provide that, for purposes of calculating the Fixed Charge Coverage Ratio for any
period that includes the fiscal quarter ended December 31, 2014, the amount of payments made during
that fiscal quarter in respect of the PEAKS Program will be deemed to have been $5,000.
The FA Consent provided that our consolidated financial statements (and related certificates) as of and for the fiscal
quarter ended March 31, 2015 did not have to be furnished by us to the lenders until June 15, 2015.

We estimate that we will make payments of approximately $30,800 under the PEAKS Guarantee and approximately
$13,093, net of approximately $521 in recoveries, under the CUSO RSA in 2015. The Financing Agreement limits the
aggregate amount of payments that we can make related to the PEAKS Guarantee and the CUSO RSA to $45,000
under both programs in 2015 and to $35,000 under both programs in any year after 2015 that the Financing
Agreement is in effect. See Note 12 Commitments and Contingencies for a further discussion of our projected
payments under the PEAKS Guarantee and CUSO RSA.

A portion of the proceeds of the Term Loans and other funds were used by us on December 4, 2014 to provide
approximately $89,200 in cash collateral for certain letters of credit that were outstanding for our account as of that
date, which was in addition to the approximately $100 of cash collateral we had previously provided related to a letter
of credit in September 2014 under the Credit Agreement, dated as of March 21, 2012 (as amended and including
consents, the Amended Credit Agreement ), among us, 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. A
portion of the proceeds of the Term Loans and other funds were used by us on December 4, 2014 to repay all
outstanding loans, including accrued interest and fees, owed under the Amended Credit Agreement, in the amount of
approximately $50,400. All commitments of the lenders to lend additional amounts under the Amended Credit
Agreement were terminated. A portion of the proceeds of the Term Loans, as well as other funds, were used for
payment of fees in connection with the Financing Agreement.

The Term Loans will mature on December 4, 2017. The Term Loans bear interest, at our option, at:

the higher of (a) the London Interbank Offered Rate ( LIBOR ) and (b) 1.00%, plus a margin of 8.50%;
or

the highest of (a) 2.00%, (b) the federal funds rate plus 0.50%, (c) LIBOR plus 1.00% and (d) the U.S.
Prime Rate, plus a margin of 8.00%.
The outstanding principal balance under the Financing Agreement must be repaid by us as set forth in the following
table:

Scheduled Principal Repayment
Year March (O June ) September () December (1)
2015 $ 2,500 $ 2,500 $ 2,500 $ 2,500
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2016 $ 5,000 $ 5,000 $ 5,000 $ 5,000
2017 $ 7,500 $ 7,500 $ 7,500 $ 47,500

(1) First business day of the month.

(2) Or the amount necessary to repay the then outstanding principal balance in full.

In the six months ended June 30, 2015, we made principal payments under the Financing Agreement of $5,000. In
addition, the Financing Agreement provides for mandatory prepayment of outstanding principal in an amount equal to
50% of Excess Cash Flow (as defined in the Financing Agreement) calculated based on our cash flows for the fiscal
years ended December 31, 2015 and 2016. Any mandatory prepayment amounts due under this provision are payable
with the scheduled principal payment due on the first business day of March of the following year.

The Financing Agreement provides that we must pay a premium on any prepayment of outstanding principal that we
make during the first two years of the Financing Agreement that is not specifically required under the Excess Cash
Flow mandatory prepayment provision. The premium for any such prepayment of principal is 2.0% of the amount of
any prepayment we make through December 4, 2015, and 1.0% of the amount of any prepayment we make from
December 5, 2015 through December 4, 2016.

We paid a one-time commitment fee of $3,000 in the fourth quarter of 2014 in connection with the Financing

Agreement. Under the Financing Agreement, we are required to pay a quarterly administration fee to the
Administrative Agent of $25.
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The Term Loans are guaranteed by certain of our subsidiaries (the Guarantors and together with us, the Loan Parties )
and are secured, subject to certain agreed upon exceptions, by: (i) a first-priority lien on and perfected security interest

in substantially all the Loan Parties assets, including a pledge of the equity of the Guarantors and our other

subsidiaries, (ii) a mortgage on the Loan Parties owned real estate, and (iii) control agreements on certain of the Loan
Parties deposit accounts.

The Financing Agreement contains certain affirmative and negative covenants, including restrictions on the Loan
Parties ability to incur debt and liens, make investments, dispose of assets, pay dividends and make prepayments on
existing indebtedness, in each case subject to customary exceptions.
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The Financing Agreement requires us to maintain compliance with a Leverage Ratio (as defined in the Financing
Agreement) and a Fixed Charge Coverage Ratio (as defined in the Financing Agreement), as well as with certain
educational regulatory measurements. Compliance with the Leverage Ratio and the Fixed Charge Coverage Ratio is

determined on a quarterly basis, covering certain prior periods as described in the Financing Agreement.

The educational regulatory measurements are calculated over different time periods, based on statutory guidelines.
The educational regulatory measurements are set forth in the Financing Agreement, and include the following tests:

a minimum composite score of our equity, primary reserve and net income ratios;

our institutions loan cohort default rates under the programs under Title IV ( Title IV Programs ) of the
Higher Education Act of 1965, as amended ( HEA );

our institutions compliance with the 90/10 Rule of the HEA;

our compliance with the ED s gainful employment regulations; and

our institutions student retention rate.
The Financing Agreement contains certain events of default, including:

the failure by us to pay any amount owed under the Financing Agreement when due;

an inaccuracy in any material respect of the representations or warranties that the Loan Parties made in
the Financing Agreement;

a violation of any covenant that the Loan Parties made in the Financing Agreement and the related loan
documents;

a default by us under any other material indebtedness owed by us, including, without limitation, our
failure to pay any amounts due under the PEAKS Guarantee or the CUSO RSA;

a change of control of us;
the invalidity of certain liens or guarantees granted or made by the Loan Parties in the Financing

Agreement;
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the occurrence of certain regulatory events; and

certain bankruptcy or insolvency events affecting the Loan Parties.
If an event of default occurs under the Financing Agreement, the lenders may declare all Term Loans then outstanding
to be immediately due and payable in full.

Credit Facility. On March 21, 2012, 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 Credit Agreement on March 31,

2014, May 29, 2014, June 30, 2014, July 30, 2014 and September 15, 2014. We entered into a Consent to Credit
Agreement effective October 15, 2014 and a Consent to Credit Agreement as of November 14, 2014. The Amended
Credit Agreement had a maturity date of March 21, 2015. On December 4, 2014, we used a portion of the proceeds of
the Term Loans and other funds to repay all outstanding borrowings under the Amended Credit Agreement, and all
commitments of the lenders thereunder to make revolving loans, to issue or participate in new letters of credit, and to
amend, renew, or extend letters of credit outstanding under the Amended Credit Agreement were terminated.

We caused a letter of credit payable to the ED (the ED Letter of Credit ) in the amount of $79,708 to be issued on
October 31, 2014, which was issued pursuant to the Amended Credit Agreement and remained outstanding as of
June 30, 2015. In addition, as of June 30, 2015, certain other letters of credit previously issued by JPMorgan Chase
Bank, N.A. pursuant to the Amended Credit Agreement in an aggregate amount of approximately $2,293 remained
outstanding. See Note 12 Commitments and Contingencies, for a further discussion of the ED Letter of Credit.

Pursuant to the original terms of the Credit Agreement related to letters of credit, we are required to pay a quarterly
participation fee, which accrues at the same rate used to determine the interest rate applicable to Eurodollar Revolving
Loans (as defined in the Amended Credit Agreement). In addition to that quarterly participation fee, the Amended
Credit Agreement provides that an additional quarterly participation fee is required to be paid by us related to the ED

Letter of Credit, which accrues 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 the period from September 15, 2014 through and including March 21, 2015;

1.00% per annum for the 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 21, 2017;

3.00% per annum for the period from March 22, 2017 through and including March 21, 2018;

4.00% per annum for the period from March 22, 2018 through and including March 21, 2019; and

5.00% per annum for the period from March 22, 2019 through November 15, 2019.
Under the Amended Credit Agreement, we were required to provide and remain obligated to maintain cash collateral
(in an amount equal to 109% of the face amount of the ED Letter of Credit and 103% of the face amount of all other
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letters of credit) for any letter of credit issued under the Amended Credit Agreement. As required, we utilized a
portion of the proceeds from the Term Loans,
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as well as other funds, to provide cash collateral for the outstanding letters of credit in the amount of approximately
$89,300. The cash collateral may be released partially to us from time to time upon cancellation, termination,
expiration or reduction of the face amount of any of the outstanding letters of credit, provided that the remaining cash
collateral is not less than 103% of the amount available to be drawn under the letters of credit then remaining
outstanding, except the ED Letter of Credit, for which the cash collateral must be not less than 109% of the amount
available to be drawn. In the three and six months ended June 30, 2015, one of our letters of credit in the amount of
$59 was terminated, which reduced the amount of cash collateral required to be maintained by us by approximately
$60.

Borrowings under the Amended Credit Agreement bore interest, at our option, at the LIBOR plus an applicable

margin or at an alternative base rate, as defined under the Amended Credit Agreement, plus an applicable margin. The
applicable margin for borrowings under the Amended Credit Agreement was determined based on the ratio of our

total Indebtedness (as defined in the Amended Credit Agreement and which primarily included outstanding

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 Credit Agreement Leverage Ratio ) as of the end of each
fiscal quarter. We also paid a commitment fee on the amount of the unutilized commitments under the Amended

Credit Agreement. The amount of the commitment fee was determined based on the Credit Agreement Leverage Ratio
as of the end of each quarter.

Interest Expense and Fees. The effective interest rate on our borrowings was approximately:

9.91% per annum in the three and six months ended June 30, 2015 under the Financing Agreement;
and

4.90% per annum in the three and six months ended June 30, 2014 under the Amended Credit
Agreement.
The following table sets forth the total amount of interest expense and fees (including the commitment fees and fees
for letters of credit under the Amended Credit Agreement and amortized debt discount under the Financing
Agreement) that we recognized related to the Financing Agreement or the Amended Credit Agreement, in the periods
indicated:

Three Months Ended Six Months Ended

June 30, June 30,
2015 2014 2015 2014
Interest expense and fees $ 3,472 $ 616 $6,839 $1,272

PEAKS Trust Senior Debt. In January 2010, the PEAKS Trust issued the PEAKS Senior Debt in the aggregate
principal amount of $300,000 to investors. Beginning on February 28, 2013, the PEAKS Trust was consolidated in our
consolidated financial statements. See Note 6  Variable Interest Entities, for a further discussion of the PEAKS
Consolidation. The PEAKS Senior Debt was recorded on our consolidated balance sheet as of February 28, 2013 at its
estimated fair value on that date, which was approximately $226,096. The outstanding principal balance of the
PEAKS Senior Debt as of February 28, 2013 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 consolidated balance sheet and is being recognized as Interest expense in our Condensed Consolidated
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Statements of Income using an effective interest rate method over the term of the PEAKS Senior Debt.

As of June 30, 2015, the outstanding principal balance of the PEAKS Senior Debt was $71,892 and the carrying value
was $54,075. We recorded $23,068 as a current liability as of June 30, 2015, which represented our estimate of the
amount of the carrying value that we expect to be due in the 12 months immediately following June 30, 2015.

The PEAKS Senior Debt matures in January 2020 and bears interest at a variable 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
are no scheduled principal repayment requirements for the PEAKS Senior Debt prior to the January 2020 maturity
date. Under the terms 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. 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 ),
including, among other things:

a payment default 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 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 would result in an acceleration of our obligation to pay the
full amount of the PEAKS Senior Debt pursuant to the terms of the PEAKS Guarantee, if the PEAKS Trust was not
able to make that payment (and we believe that it is unlikely 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 Debt, and/or our inability to
make that payment, could also result in cross-defaults under the Financing Agreement.
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The following table sets forth the total amount of interest expense and discount accretion that we recognized on the
PEAKS Senior Debt in the periods indicated:

Three Months Ended  Six Months Ended

June 30, June 30,
2015 2014 2015 2014
Interest expense $ 2826 $ 5508 $6,085 $11,614
Discount accretion $ 1,365 $ 1441 $3,020 $ 2,982

The effective interest rate on the PEAKS Senior Debt was approximately:

14.4% per annum in the three and six months ended June 30, 2015;

10.2% per annum in the three months ended June 30, 2014; and

9.8% per annum in the six months ended June 30, 2014.
Asset/Liability Ratio. The PEAKS Trust must maintain 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 our compliance, as of the prior quarterly measurement date, with certain
metrics specified in the PEAKS Program documents, including maximum leverage ratios and minimum liquidity
amounts. If we are not in compliance with those metrics as of the end of a fiscal quarter, the required Asset/Liability
Ratio increases to 1.40/1.00, until the monthly measurement date following the end of a succeeding quarter at which
we are in compliance with those metrics. We were not in compliance with those metrics as of June 30, 2015. For
purposes of computing the Asset/Liability Ratio, as of June 30, 2015, the amount of the assets of the PEAKS Trust
was $98,479 and the amount of the liabilities was $71,892. The amounts used to calculate the Asset/Liability Ratio
primarily include, for the assets, the contractual balance of the PEAKS Trust Student Loans that have not defaulted,
and, for the liabilities, the amount of the contractual balance of the PEAKS Senior Debt.

If the amount of the assets of the PEAKS Trust does not equal or exceed the outstanding PEAKS Senior Debt by the
applicable required 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 Trust to the resulting outstanding PEAKS Senior
Debt to satisfy the applicable required Asset/Liability Ratio.

As a consequence of the restatement of our unaudited condensed consolidated financial statements in our Quarterly
Reports on Form 10-Q for the fiscal quarters ended March 31, 2013, June 30, 2013 and September 30, 2013, certain
quarterly reports that we were required 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. If we
had delivered accurate quarterly reports or, with respect to periods in 2014 through September 30, 2014, delivered
quarterly reports to the indenture trustee of the PEAKS Trust, we believe that the indenture trustee would have made
payment demands beginning in April 2013, requiring us to make additional payments under the PEAKS Guarantee
totaling approximately $60,340, in the aggregate, in order to maintain an Asset/Liability Ratio of 1.40/1.00. On
October 9, 2014, we made a payment under the PEAKS Guarantee of $50,000, which payment, along with other
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payments that we made to the PEAKS Trust in the third quarter of 2014, included amounts that would have become
due between April 2013 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 Indenture. In
the event of a default under the PEAKS Indenture, the payment of the entire amount of the PEAKS Senior Debt could
be accelerated, which would trigger our obligation to 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
cross-default under the Financing 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 the
payments we made under the PEAKS Guarantee through October 9, 2014 satisfied our obligations under the PEAKS
Guarantee with respect to these matters and cured the breach of the PEAKS Guarantee and event of default 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 that any breach of the PEAKS Guarantee or event of default under the
PEAKS Indenture was not properly cured.

In order to cause the PEAKS Trust to maintain the applicable required Asset/Liability Ratio, we made payments of
$20,457 in the six months ended June 30, 2015, and approximately $156,600 in the year ended December 31, 2014
under the PEAKS Guarantee that were applied by the PEAKS Trust to reduce the amount of the PEAKS Senior Debt.
The amount paid in 2014 included the:

$40,000 that we paid in March 2014 pursuant to the PEAKS Letter Agreement, which was applied
primarily to make a mandatory prepayment of the PEAKS Senior Debt (see Note 6  Variable Interest
Entities, for a further discussion of the PEAKS Letter Agreement);
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payments totaling approximately $51,700 that we made from July 2014 through September 2014 to
satisfy our obligations under the PEAKS Guarantee with respect to the increased minimum required
Asset/Liability Ratio in prior periods; and

payments totaling approximately $64,900 that we made from October 2014 through December 2014 to
satisfy our obligations under the PEAKS Guarantee with respect to the increased minimum required
Asset/Liability Ratio in the current and prior periods.
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We also made additional payments under the PEAKS Guarantee in the year ended December 31, 2014 that were not
related to maintaining the required Asset/Liability Ratio. All payments that we made under the PEAKS Guarantee in
the six months ended June 30, 2015 were related to maintaining the required Asset/Liability Ratio. See Note 12
Commitments and Contingencies, for a further discussion of the payments made under the PEAKS Program in the six
months ended June 30, 2015 and in the year ended December 31, 2014, as well as our projected PEAKS Guarantee
payments for 2015 through 2020.

The following table sets forth the estimated principal payments on the PEAKS Senior Debt in the periods indicated:

Fiscal Year Ending December 31, Amount
2015 $ 40,362
2016 12,983
2017 7,888
2018 8,561
2019 9,441
2020 17,683
Total $96,918

10. Earnings Per Common Share
Earnings per common share for all periods have been calculated in conformity with ASC 260, Earnings Per Share.

This data is based on historical net income and the weighted average number of shares of our common stock
outstanding during each period as set forth in the following table:

Six Months
Three Months Ended Ended
June 30, June 30,
2015 2014 2015 2014
(In thousands)
Shares:
Weighted average number of shares of common stock
outstanding 23,621 23,459 23,591 23,453
Shares assumed issued (less shares assumed purchased for
treasury) for stock-based compensation 465 326 362 362

Outstanding shares for diluted earnings per share calculation 24,086 23,785 23,953 23,815
A total of approximately 1.3 million shares in the three and six months ended June 30, 2015 and 1.2 million shares in

the three and six months ended June 30, 2014 were excluded from the calculation of our diluted earnings per common
share, because the effect was anti-dilutive.
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11. Employee Pension Benefits

The following table sets forth the components of net periodic pension benefit of the ESI Pension Plan and ESI Excess

Pension Plan in the periods indicated:

Three Months Six Months

Ended June 30, Ended June 30,

2015 2014 2015 2014
Interest cost $ 409 $ 506 $ 818 $ 1,012
Expected return on assets (1,384) (1,312) (2,767) (2,624)
Recognized net actuarial loss 0 0 1
Amortization of prior service (credit) (389) (388) (778) (777)
Net periodic pension (benefit) $(1,364) $(1,194) $(2,726) $(2,389)

The benefit accruals under the ESI Pension Plan and ESI Excess Pension Plan were frozen effective March 31, 2006.

As a result, no service cost has been included in the net periodic pension benefit.

We did not make any contributions to the ESI Pension Plan or the ESI Excess Pension Plan in the three or six months
ended June 30, 2015 or 2014. We do not expect to make any significant contributions to the ESI Pension Plan or the

ESI Excess Pension Plan in 2015.
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The following table sets forth the changes in the components of Accumulated other comprehensive income on our
Condensed Consolidated Balance Sheet in the six months ended June 30, 2015:

Defined Benefit Pension Items

Accumulated
Other
Accumulated Comprehensive
Other Income Tax Income Net
Comprehensive  Benefit of
Income (Expense) Income Tax
Balance at December 31, 2014 $1,854 $ (653) $ 1,201
Amortization of:
Net actuarial loss 1 0 1
Prior service costs (credits) (778) 301 &77)
Balance at June 30, 2015 $1,077 $ (352) $ 725

The reclassification from Accumulated other comprehensive income of net actuarial loss and prior service costs or
credits are included in the computation of net periodic pension benefit. The following table sets forth the approximate
amounts of net periodic pension benefit and the line items in which those amounts were included in our Condensed
Consolidated Statements of Income in the periods indicated:

Six Months
Three Months Ended Ended
June 30, June 30,
2015 2014 2015 2014
Cost of educational services $ 877 $ 787 $1,762 $1,562
Student services and administrative expenses 487 407 964 827
Net periodic pension benefit $ 1,364 $ 1,194 $2,726 $2,389

12. Commitments and Contingencies
As part of our normal operations, one of our insurers issues surety bonds for us that are required by various education

authorities that regulate us. We are obligated to reimburse our insurer for any of those surety bonds that are paid by
the insurer. As of June 30, 2015, the total face amount of those surety bonds was approximately $21,000. As of

June 30, 2015, approximately $2,293 of letters of credit that we had caused to be issued to our workers compensation
insurers and one of our state regulatory agencies were outstanding.

Our institutions failure to submit their 2013 audited consolidated financial statements and the 2013 compliance audits
of their administration of the Title IV Programs in which they participate ( Compliance Audits ) to the ED by the due
date resulted in sanctions imposed by the ED on our institutions that included, among other things, our institutions
having to submit a letter of credit payable to the ED. We caused the ED Letter of Credit in the amount of $79,708 to
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be issued on October 31, 2014. The term of the ED Letter of Credit ends on November 4, 2019. As of June 30, 2015,
the total amount of the outstanding letters of credit that we had caused to be issued was $82,001.

The ED Letter of Credit provides that the ED may draw on the ED Letter of Credit upon certification by the ED that
the drafted funds will be used for one or more of the following purposes:

to pay refunds of institutional or non-institutional charges owed to or on behalf of current or former
students of our institutions, whether our institutions remain open or have closed;

to provide for the teach-out of students enrolled at the time of closure of our institutions; and

to pay any liabilities owing to the ED arising from acts or omissions by our institutions, on or before
the expiration of the ED Letter of Credit, in violation of requirements set forth in the HEA, including
the violation of any agreement entered into by our institutions with the ED regarding the
administration of Title IV Programs.
Claims and Contingencies. Claims and contingencies that we are subject to include those related to litigation,
government investigations, business transactions, guarantee arrangements, tax matters and employee-related matters,
among others. We record a liability for those claims and contingencies, if it is probable that a loss will result and the
amount of the loss can be reasonably estimated. Although we believe that our estimates related to any claims and
contingencies are reasonable, we cannot make any assurances with regard to the accuracy of our estimates, and actual
results could differ materially.
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The following table sets forth the components of our recorded liability related to our claims and contingencies and
where the amounts were included on our Condensed Consolidated Balance Sheets as of the dates indicated:

As of As of As of
June 30, December 31, June 30,

2015 2014 2014
CUSO RSA $ 0 $ 0 $113,477
Other 13,995 15,574 12,597
Total $ 13,995 $ 15,574 $126,074
Other current liabilities $ 13,397 $ 14,976 $ 32,169
Other liabilities 598 598 93,905
Total $ 13,995 $ 15,574 $ 126,074

Other current liabilities primarily represented our estimate of the loss that we believed we would realize during the
12-month period following the dates indicated. The amounts included in Other liabilities primarily related to our
estimated contingent liability for the CUSO RSA as of June 30, 2014 (prior to the CUSO Consolidation), 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 could exceed ten years. See below for a discussion of the method by which we
determined the amount of the contingent liability that we recorded related to our guarantee obligations under the
CUSO RSA prior to the CUSO Consolidation.

The following table sets forth the activity with respect to our recorded liability related to our claims and contingencies

in the periods indicated:

Three Months Six Months
Ended June 30, Ended June 30,
2015 2014 2015 2014

Balance at beginning of period $ 15,006 $129,515 $ 15,574 $ 125,880
Increases (decreases) from:
Additional accruals:
Other 6,037 7,449 11,554 16,213
Payments, other (1) (7,048) (9,301) (13,133) (13,272)
Payments under the CUSO RSA 0@ (1,589) 3 0@ (2,747)®
Balance at end of period $ 13,995 $ 126,074 $ 13,995 $126,074

(1) Consists of payments for legal and other contingencies.

2)

Table of Contents

68



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

We consolidated the CUSO in our consolidated financial statements as of September 30, 2014 and, as a result, we
eliminated from our consolidated financial statements the amount of payments under the CUSO RSA that we
made following the CUSO Consolidation. See below under = Guarantees CUSO RSA Year-To-Date 2015 and
Projected Future CUSO RSA Payments, for information on the amount of payments that we made under the
CUSO RSA in the six months ended June 30, 2015. See Note 6  Variable Interest Entities, for a further discussion
of the CUSO Consolidation.
(3) Consists of payments made under the CUSO RSA.
Prior to the CUSO Consolidation, in order to determine the amount of the contingent liability to record related to our
guarantee obligations under the CUSO RSA, we utilized estimates of, among other things, the projected repayment
performance of the private education loans made under the CUSO Program, which projections involved numerous
assumptions. We consulted with third-party consumer credit consulting firms in developing certain repayment
assumptions. Based on those projections and other factors, we estimated the amount of payments that we expected to
make and the amounts that we expected to be repaid to us.

In connection with determining the amount of the contingent liability to record related to our guarantee obligations
under the CUSO RSA, prior to the CUSO Consolidation, we also considered the payment options available to us
under the CUSO Program, including our ability to make Discharge Payments under the CUSO RSA. To the extent
that we projected that we would have sufficient funds available to make Discharge Payments under the CUSO RSA,
we incorporated an assumption that we would make Discharge Payments into our estimate of the amount of payments
that we expected to make when determining the contingent liability. If we did not believe that we would have
sufficient funds available to make Discharge Payments, we assumed that we would make Regular Payments to satisfy
our obligations under the CUSO RSA. We discounted the amount of those expected future monthly Regular Payments
at a risk-free rate of interest. Making Discharge Payments results in us paying a lesser amount than we otherwise
would have been required to pay under our guarantee obligations in future periods under the CUSO RSA and,
therefore, results in an estimated contingent liability amount that is less than if we had assumed that we would make
Regular Payments in future periods.
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Under the CUSO RSA, we are entitled to all amounts that the CUSO recovers from loans in a particular loan pool
made under the CUSO Program that have been charged off, until all payments that we made under the CUSO RSA
with respect to that loan pool have been repaid to us by the CUSO. We discounted the amounts of recoveries that we
expected would be repaid to us under the CUSO RSA at a risk-free rate of interest. The difference between the amount
of the discounted guarantee payments that we expected to make and the discounted amount that we expected would be
repaid to us under the CUSO RSA was recorded as the amount of our estimated contingent liability related to our
guarantee obligations under the CUSO RSA, prior to the CUSO Consolidation.

In connection with estimating our recorded liability for claims and contingencies as of June 30, 2015, December 31,
2014 and June 30, 2014, we considered whether additional losses for claims and contingencies were reasonably
possible, could be estimated and might be material to our financial condition, results of operations or cash flows. As
with any estimate, as facts and circumstances change, the recorded liability and estimated range of reasonably possible
losses could change significantly. With respect to legal proceedings, we determined that we cannot provide an
estimate of the possible losses, or the range of possible losses, in 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 proceedings are in the early stages;

there is uncertainty as to the likelihood of a class being certified or decertified or the 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.
We may resolve certain federal and state income tax matters presently under examination within the 12 months
immediately following the date of this filing. As of June 30, 2015, we estimated that it was reasonably possible that
unrecognized tax benefits, excluding interest and penalties, could decrease in an amount ranging from $0 to $6,818 in
the 12 months immediately following the date of this filing due to the resolution of those matters.

We have presented legal and professional fees related to certain lawsuits, investigations and accounting matters as a
separate line item in our Condensed Consolidated Statements of Income. The amounts included in this line item
represent expenses for various lawsuits, investigations and accounting matters that we believe are not representative of
those normally incurred in the ordinary course of business. Certain of those lawsuits and investigations are described
in detail, below. The expenses for the accounting matters included in this line item related primarily to:
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services relating to accounting for the Private Education Loans in the three and six months ended
June 30, 2015; and

the audit work performed in connection with the assessment of the consolidation of the PEAKS Trust

in the three and six months ended June 30, 2014.
Guarantees. PEAKS Guarantee and Purchase Obligation. 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/Liability Ratio. The PEAKS Guarantee contains, among other things, representations and
warranties and events of default that we believe are customary for guarantees of this type. In addition, under the
PEAKS Program, some 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 reduce the maximum allowable percentage of our annual revenue derived from
Title IV Program funds 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 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 Behalf of
Borrowers) to the extent that funds are remaining in the PEAKS Trust. The PEAKS Senior Debt matures in January
2020 and, therefore, we do not expect to begin receiving any repayment of amounts that we previously paid under the
PEAKS Guarantee until February 2020.

We concluded that we were required to consolidate the PEAKS Trust in our consolidated financial statements
beginning on February 28, 2013. See Note 6  Variable Interest Entities, for a further discussion of the PEAKS
Consolidation. As a result, the assets and liabilities of the PEAKS Trust have been included on, and all intercompany
transactions have been eliminated from, our Condensed Consolidated Balance Sheets as of June 30,

2015, December 31, 2014 and June 30, 2014. While we no longer record a contingent liability for the PEAKS
Guarantee on our Condensed Consolidated Balance Sheet beginning on February 28, 2013, our obligations under the
PEAKS Guarantee remain in effect.
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Year-To-Date 2015 and Projected Future PEAKS Guarantee Payments. In the six months ended June 30, 2015, we
made payments under the PEAKS Guarantee of $20,457. We believe that it is probable that we will make additional
payments under the PEAKS Guarantee and estimate that those payments may be approximately $10,300 from July 1,
2015 through December 31, 2015, $5,300 in 2016, $60 in 2017 and $15,300 in 2020. All of these payments are
expected to reduce the outstanding principal balance of the PEAKS Senior Debt, which would result in an outstanding
principal balance of the PEAKS Senior Debt of approximately $56,400 as of December 31, 2015 and $0 as of
January 31, 2020. See Note 9 Debt, for a further discussion of the PEAKS Senior Debt. After
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the PEAKS Senior Debt matures in January 2020, the PEAKS Trust will continue to collect on PEAKS Trust Student
Loans that remain in repayment and collect recoveries on PEAKS Trust Student Loans that have been charged off.
The only obligation of the PEAKS Trust, at that time, will be the payment of 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 $40,500 of the amount that we have paid or will pay under the PEAKS Guarantee. See below for
information regarding the assumptions on which those estimates are based.

The estimated amount and timing of future payments and recoveries with respect to the PEAKS Guarantee discussed
above and elsewhere in this report 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 correct. The assumptions included,
among other things, the following:

the repayment performance of the PEAKS Trust Student Loans, the proceeds from which will be used
to repay the PEAKS Senior Debt and to pay the fees and expenses of the PEAKS Trust, and the
performance of which also affects the Asset/Liability Ratio;

the fact that those loans will consist of a large number of loans of individually immaterial amounts;

the fact that the interest rate on the PEAKS Senior Debt is a variable rate based on the LIBOR plus a
margin; and

the amount of fees and expenses of the PEAKS Trust, much of which is based on the principal balance
of the PEAKS Trust Student Loans.
PEAKS Program Payments in 2014. In the year ended December 31, 2014, we made payments related to the PEAKS
Program of approximately $161,100. Included in this amount were:

the $40,000 payment we made in March 2014 pursuant to the PEAKS Letter Agreement, which is
considered to be a payment under the PEAKS Guarantee;

the payments totaling approximately $51,700 that we made from July 2014 through September 2014 to
satisfy our obligation under the PEAKS Guarantee with respect to the increased minimum required
Asset/Liability Ratio in prior periods;

payments totaling approximately $64,900 that we made from October 2014 through December 2014 to
satisfy our obligations under the PEAKS Guarantee with respect to the increased minimum required
Asset/Liability Ratio in current and prior periods;
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payments totaling approximately $2,700 that we made from March 2014 through
September 2014 to satisfy our obligations under the PEAKS Guarantee with respect to
interest owed on the PEAKS Senior Debt and administrative fees and expenses of the
PEAKS Trust; and

Payments on Behalf of Borrowers of approximately $1,800 that we made in January 2014.
See also __PEAKS Program and CUSO RSA Payments in Certain Periods, for additional information regarding certain
payments we have made related to the PEAKS Program.

CUSO RSA. On February 20, 2009 we entered into the CUSO RSA in connection with the CUSO Program. Under the
CUSO RSA, we guarantee the repayment of the principal amount (including capitalized origination fees) and accrued
interest payable on any private education loans made under the CUSO Program that are charged off above a certain
percentage of the private education loans made under the CUSO Program, based on the annual dollar volume. The
total initial principal amount of private education loans that the CUSO purchased under the CUSO Program was
approximately $141,000. No new private education loans were or will be originated under the CUSO Program after
December 31, 2011, but immaterial amounts related to loans originated prior to that date were disbursed by the lender
through June 2012. Our obligations under the CUSO RSA will remain in effect, until all private education loans made
under the CUSO Program are paid in full. The standard repayment term for a private education loan made under the
CUSO Program is ten years, with repayment generally beginning six months after a student graduates or three months
after a student withdraws or is terminated from his or her program of study.

Pursuant to the CUSO 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
CUSO Program. As of June 30, 2015, December 31, 2014 and June 30, 2014, the total collateral maintained in a
restricted bank account was approximately $8,600. This amount was included in Collateral deposits on our Condensed
Consolidated Balance Sheets as of each of those dates. The CUSO RSA also requires that we comply with certain
covenants, including that we maintain certain financial ratios which are measured on a quarterly basis and that we
deliver compliance certificates on a quarterly basis setting forth the status of our compliance with those financial
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 predetermined amount, until the end of a
succeeding quarter at which we are in compliance with those covenants. The predetermined amount is based on the
percentage of the aggregate principal balance of the private education loans made under the CUSO Program that
exceeds a certain percentage as of the end of each fiscal quarter.

Under the CUSO RSA, we have the right to elect to make Discharge Payments with respect to private education loans
made under the CUSO Program that have been charged off. The effect of a 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
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as an offset against amounts owed to us under the Revolving Note amounts that would have the effect of discharging
our obligations with respect to certain charged off loans under the CUSO RSA. In addition, in the six months ended
June 30, 2015 and the year ended December 31, 2014, we made Discharge Payments to the CUSO. Making Discharge
Payments results in us paying amounts to the CUSO in advance of when a guarantee payment would be due, which
would negatively impact our liquidity in a particular period, but results in us paying a lesser amount than we otherwise
would have been required to pay under our guarantee obligation in future periods under the CUSO RSA. See Note 6
Variable Interest Entities, for a further discussion of Discharge Payments.

We concluded that we were required to consolidate the CUSO in our consolidated financial statements beginning on
September 30, 2014. See Note 6 Variable Interest Entities, for a further discussion of the CUSO Consolidation. As a
result, the assets and liabilities of the CUSO have been included on, and all intercompany transactions have been
eliminated from, our Condensed Consolidated Balance Sheets as of June 30, 2015 and December 31, 2014. While we
no longer record a contingent liability for the CUSO RSA on our Condensed Consolidated Balance Sheet beginning
on September 30, 2014, our obligations under the CUSO RSA remain in effect.

CUSO RSA Amendments. As a consequence of the restatement of our unaudited condensed consolidated financial
statements in our Quarterly Reports on Form 10-Q for the fiscal quarters ended March 31, 2013, June 30, 2013 and
September 30, 2013, certain quarterly compliance certificates that we were required to deliver to the CUSO under the
CUSO RSA were inaccurate. Those inaccuracies did not affect our compliance with the financial ratio covenants in
the CUSO RSA as of March 31, 2013. We were not, however, in compliance with certain financial ratio covenants in
the CUSO RSA as of June 30, 2013 or subsequent fiscal quarter measurement dates through September 30, 2014.
Further, due to our failure to timely file our Annual Report on Form 10-K for the fiscal year ended December 31, 2013
and our Quarterly Reports on Form 10-Q for the fiscal quarters ended March 31, 2014, June 30, 2014 and

September 30, 2014, we did not timely deliver the required compliance certificates under the CUSO RSA with respect
to those periods. As a result of our noncompliance with certain financial ratio covenants as of June 30, 2013 and
subsequent fiscal quarter measurement dates through September 30, 2014, the amount of collateral required to be
maintained in the restricted bank account would have been increased by approximately $2,600. On November 6, 2014,
we entered into a Fourth Amendment to the CUSO RSA with the CUSO (the Fourth Amendment to CUSO RSA ). The
Fourth Amendment to CUSO RSA provides that we were not required to comply with certain financial ratio covenants
under the CUSO RSA that we otherwise would not have been in compliance with from June 30, 2013 through
September 30, 2014 and that we did not expect to be in compliance with as of December 31, 2014. In lieu of an
increase in the required collateral under the CUSO RSA, we made a payment of $2,577 to the CUSO on

November 12, 2014, pursuant to the Fourth Amendment to CUSO RSA, which payment was considered a Discharge
Payment under the CUSO RSA.

On March 17, 2015, we entered into a Fifth Amendment to the CUSO RSA with the CUSO (the Fifth Amendment to
CUSO RSA ). The Fifth Amendment to CUSO RSA provides that we were not required to comply with certain
financial ratio covenants under the CUSO RSA that we otherwise would not have been in compliance with from

June 30, 2013 through: (i) March 31, 2015 related to our debt service ratio, and (ii) December 31, 2015 related to our
current ratio. Additionally, the Fifth Amendment to CUSO RSA provides that for any fiscal quarter end in which the
CUSO (or its owned or managed assets) are consolidated into our financial statements that the financial covenant and
persistence percentage provisions and the corresponding compliance certificate requirements will be based on our
relevant quarterly and annual reports that we file with the SEC, but excluding the effects of any such consolidation.
Further, any financial statements for periods ending prior to March 17, 2015 that we were required to deliver to the
CUSO, but had not delivered as of that date, were required to be delivered to the CUSO on or before May 31, 2015. In
lieu of an increase in the required collateral under the CUSO RSA, we made a payment of $2,709 to the CUSO on
March 19, 2015 pursuant to the Fifth Amendment to CUSO RSA, which payment was considered a Discharge
Payment under the CUSO RSA.
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On June 8, 2015, we entered into a Sixth Amendment to the CUSO RSA (the Sixth Amendment to CUSO RSA ) with
the CUSO. The Sixth Amendment to CUSO RSA provides that:

the period of time during which we are not required to comply with the debt service ratio covenant
under the CUSO RSA is extended through March 31, 2016;

the period of time during which we are not required to comply with the current ratio covenant under
the CUSO RSA is extended through March 31, 2016;

we are not required to comply with the average persistence percentage covenant under the CUSO RSA
as of the end of each fiscal quarter ending March 31, 2015 through March 31, 2016;

we make a payment of $6,544 to the CUSO, which payment is considered a Discharge Payment under
the CUSO RSA;

at our option, we may defer the payment of any amounts otherwise becoming due by us under the
CUSO RSA between June 8, 2015 and December 31, 2015, which payments must be made by us on or
before January 4, 2016; and

the payments deferred by us will not bear interest, unless we do not pay such amounts by January 4,
2016, in which case any portion of any deferred payments remaining unpaid as of that date will accrue
interest at the rate of 12.5% per annum, from the date such deferred payment would otherwise have
been due absent the deferral provided in the Sixth Amendment to CUSO RSA.
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We made the $6,544 Discharge Payment on June 10, 2015, which had the effect of reducing the amount of Regular
Payments that we otherwise would have had to make in 2015 by approximately $2,000. The reason for the provision
in the Sixth Amendment to CUSO RSA that permits us to defer to 2016 the payment of any amounts otherwise
becoming due between June 8, 2015 and December 31, 2015 is because without such deferral, we believe that we
would exceed the limitation under the Financing Agreement on amounts that we can pay in 2015 under the CUSO
RSA and the PEAKS Guarantee. We deferred the full amount of the payment due in June 2015 under the CUSO RSA
and, based on current information and assumptions, we believe that we will likely defer to January 2016 most of the
payments that otherwise would have become due under the CUSO RSA between July 1, 2015 and December 31,
2015, although we may make a small portion of those payments in 2015, depending on various factors, including
whether we have reached the limit under the Financing Agreement. We believe that recoveries of charged-off loans
received by the CUSO during that time period that are due to us will not be paid to us. We expect to utilize those
recovery amounts to offset against amounts that we pay under the CUSO RSA in January 2016. See the table below
for additional information regarding our projections of the estimated amounts and timing of our future payments under
the CUSO RSA.

Year-To-Date 2015 and Projected Future CUSO RSA Payments. In the six months ended June 30, 2015, we made
payments under the CUSO RSA of $13,093, which is net of $521 of recoveries from charged-off loans owed to us. As
discussed above, we believe that we will not make any additional significant payments under the CUSO RSA in the
remainder of 2015. We believe, however, that it is probable that we will make additional payments under the CUSO
RSA in the future. We are entitled to all amounts that the CUSO recovers from loans in a particular loan pool made
under the CUSO Program that have been charged-off, until all payments that we made under the CUSO RSA with
respect to that loan pool have been repaid to us by the CUSO. Pursuant to the CUSO RSA, we have the right to offset
amounts that we owe under the CUSO RSA by the amount of recoveries from charged-off loans made under the
CUSO Program that are owed, but have not been paid, to us. The following table sets forth, in the periods indicated,
our projections of the estimated amounts of Regular Payments and Discharge Payments that we expect to pay (or that
we expect will be owed by us, which amounts could be reduced prior to payment thereof by the amount of recoveries
from charged-off loans owed to us as described in the immediately preceding sentence) and the estimated amounts of
recoveries from charged-off loans that we expect to be paid to us by the CUSO (or that we may utilize to offset a
portion of the amounts of Regular Payments or Discharge Payments owed by us):

Estimated
Estimated Estimated Total

Regular Discharge  Estimated Payments,
Period Payments Payments  Recoveries Net
July 1 through December 31, 2015 $ o 3 0 $ 0@ $ o
Year ended December 31, 2016 24,0173 0 (2,354)@ 21,6633
Year ended December 31, 2017 17,615 0 (1,534) 16,081
Years ended December 31, 2018 and
later 0 70,908 (1,571) 69,337
Total $ 41,632 $ 70,908 $ (5,459 $ 107,081

(1) This amount assumes that, pursuant to the Sixth Amendment to CUSO RSA, we elect to defer to 2016 all
additional CUSO RSA payments that otherwise would have become due in 2015 after June 8, 2015, which we
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estimate will be approximately $8,905.

This amount excludes recoveries from charged-off loans that we have estimated will be received by the CUSO
between June 8, 2015 and December 31, 2015 and owed to us, which we expect to offset against amounts paid by
us under the CUSO RSA in 2016.

This amount assumes that, pursuant to the Sixth Amendment to CUSO RSA, we elect to defer to 2016 all
additional CUSO RSA payments that otherwise would have become due in 2015 after June 8, 2015, which we
estimate will be approximately $8,905.

This amount reflects (a) recoveries from charged-off loans that we have estimated will be received by the CUSO
between June 8, 2015 and December 31, 2015 and owed to us, which we expect to offset against amounts paid by
us under the CUSO RSA in 2016, and (b) recoveries from charged-off loans that we estimate will be received by
the CUSO, owed to us and offset against amounts paid by us in 2016.

The estimated amount of future payments under the CUSO RSA assumes that an offset that we made in 2013 of
certain payment obligations under the CUSO RSA against the CUSO s obligations owed to us under the
Revolving Note will not be determined to have been improper. See ___PEAKS Program and CUSO RSA Payments
in Certain Periods below for a further discussion of that offset. In the event that offset is determined to be
improper, we may be required to pay the CUSO approximately $9,500, net of approximately $1,049 of recoveries
from charged-off loans, which would be in addition to the estimated payment amounts set forth in this table.

We believe that the vast majority of the $70,908 of estimated payments projected to be payable by us after 2017 will
be paid in 2018, net of any recoveries that we offset. The estimated future payment amounts and timing related to the
CUSO RSA assume, among other factors, that we do not make any Discharge Payments in 2015, 2016 or 2017 (other
than the Discharge Payments made in March 2015 pursuant to the terms of the Fifth Amendment to CUSO RSA and
in June 2015 pursuant to the terms of the Sixth Amendment to CUSO RSA) and do make Discharge Payments to the
fullest extent 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 $93,776 of Regular Payments in 2018 through
approximately 2026. Of this amount, approximately $18,600 to $20,000 would be paid annually in each of 2018
through 2021, and approximately $16,200, in the aggregate, would be paid in 2022 through 2026.
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The estimated amount and timing of future payments and recoveries with respect to the CUSO RSA discussed above
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 correct. The assumptions included, among other things, the
following:

the repayment performance of the private education loans made under the CUSO 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;

the amounts and timing of collections in the future on those private education loans that have been
charged off; and

our ability to utilize the available options for payment of our obligations under the CUSO RSA.
CUSO RSA Payments in 2014. In the year ended December 31, 2014, we made payments under the CUSO RSA of
approximately $9,139. Reflected in this amount were:

Regular Payments of $7,028;

a Discharge Payment of $2,577 that we made pursuant to the Fourth Amendment to CUSO RSA; and

$466 in recoveries from charged-off loans that were owed to us from the CUSO and that we applied to
reduce the amount payable by us to the CUSO pursuant to our offset right.
In the year ended December 31, 2014, the CUSO did not remit to us $475 of recoveries from charged-off loans that
were owed to us. See also ___PEAKS Program and CUSO RSA Payments in Certain Periods, for additional information
regarding certain payments we have made related to the CUSO Program.

PEAKS Program and CUSO RSA Pavments in Certain Periods. The following table sets forth the approximate
aggregate amount of guarantee payments, Discharge Payments and Payments on Behalf of Borrowers that were made
related to the PEAKS Program and CUSO RSA in the periods indicated:

Three Months Six Months
Ended June 30, Ended June 30,
Type of Payment 2015 2014 2015 2014
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Guarantee:

PEAKS Program $ 6,820 $1,088 $20,457 $41,801
CUSO RSA Regular Payments 1,560(H 1,589 3,840 2,747
CUSO RSA Discharge Payments 6,544 0 9,253 0
Payments on Behalf of Borrowers 0 0 0 1,832
Total $14,924 $2,677 $ 33,550 $46,380

(1) This amount is net of $231 of recoveries from charged-off loans owed to us that we offset against amounts owed
by us under the CUSO RSA.

() This amount is net of $521 of recoveries from charged-off loans owed to us that we offset against amounts owed
by us under the CUSO RSA.

The CUSO did not remit to us, and we did not offset payments under the CUSO RSA, for the following amounts of

recoveries from charged-off loans that were owed to us:

$0 in the three months ended June 30, 2015;

$256 in the three months ended June 30, 2014;

$0 in the six months ended June 30, 2015; and

$475 in the six months ended June 30, 2014.
We recorded the amount of recoveries from charged-off loans that were owed to us, but not paid or offset, as of
June 30, 2014, in Prepaid expenses and other current assets on our Condensed Consolidated Balance Sheet. The
amounts of recoveries from charged-off loans that were owed to us by the CUSO, but not paid or offset, as of June 30,
2015 and December 31, 2014, were not recorded in our consolidated financial statements, since those amounts were
intercompany transactions that were eliminated from our financial statements as a result of the CUSO Consolidation.
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In the three and six months ended June 30, 2015 and 2014, we did not offset any amounts owed by us under the
CUSO RSA against amounts owed to us by the CUSO under the Revolving Note.

In the first quarter of 2013, we notified the CUSO that:

we had determined that the CUSO was in default of its obligations to us under the loan and security
agreement pursuant to which the Revolving Note was issued (the CUSO Loan Agreement );

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 CUSO RSA, until we received credit for the full amount due
us under the Revolving Note, based on the provisions of the CUSO Loan Agreement and the CUSO
RSA that allow us to set off amounts owed by us under the CUSO RSA against amounts owed to us by
the CUSO under the Revolving Note.
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At that time, the outstanding amount of the Revolving Note due to us was approximately $8,200, representing
principal and accrued interest. In response to our notification, the CUSO:

denied that it had defaulted under the CUSO Loan Agreement and, therefore, our ability to accelerate
the payment of the Revolving Note; and

refused our demand to immediately pay the Revolving Note in full.
As a consequence, over the period from February 2013 through August 2013, we offset our then current payment
obligations under the CUSO RSA and the amount of Discharge Payments we elected to make during that period
against all of the CUSO s obligations owed to us under the Revolving Note (the Offset ).

We understand that the CUSO s position is that the Offset was improper, because:

it has not defaulted under the CUSO Loan Agreement; and

even if it had defaulted under the CUSO Loan Agreement, the assets of the CUSO against which we

could offset or exercise our other remedies, were limited.
We further understand the CUSO s position to be that, because the Offset was improper, we are in default under the
CUSO RSA. In April 2013, the CUSO notified us that it had taken control of the restricted account containing the
cash collateral that we deposited to secure our obligations under the CUSO RSA (the Collateral ). At that time, the
amount of funds in that account was approximately $8,600. To our knowledge, the CUSO has taken no further action
related to the Collateral. We believe that our good faith exercise of our right of offset provided for in the CUSO Loan
Agreement and the CUSO RSA does not constitute an event of default under the CUSO RSA, and that the CUSO s
seizure of control of the restricted account containing the Collateral constitutes an additional default by the CUSO.
We cannot assure you, however, that the Offset will ultimately be determined to have been proper. In the event of a
default by us under the CUSO RSA related to the Offset, we may be required to pay to the CUSO approximately
$9,500 net of approximately $1,049 of recoveries from charged-off loans that are owed, but have not been paid, to us.
If, instead, the CUSO was to withdraw Collateral in that amount from the restricted bank account, we would be
required to deposit that amount of cash in the account to maintain the required level of Collateral.

Assessment of Guarantee Contingent Liability. At the end of each reporting period, prior to the CUSO Consolidation,
we assessed whether we should recognize a contingent liability related to our guarantee obligations under the CUSO
RSA and, if so, in what amount. The contingent liability was calculated by estimating the amount and timing of
projected future payments that we expected to make under the CUSO RSA and the projected future amounts that we
expected to be repaid to us by the CUSO from recoveries of charged-off loans and the timing of those repayments. As
with any estimate, as facts and circumstances changed, the recorded liability changed.

In order to estimate the amount of the contingent liability, we made certain assumptions with respect to the
performance of the CUSO Student Loans over the life of those loans. The life of a CUSO Student Loan may be in
excess of ten years from the date of disbursement. Therefore, our estimates were based on assumptions for periods in
excess of ten years, and those assumptions included, among other things, the following:
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the repayment performance of the CUSO Student Loans, which includes both payments on
non-defaulted loans and recoveries from defaulted, or charged-off, loans;

the timing and rate at which the CUSO Student Loans will be paid;

the changes in the variable interest rates applicable to the CUSO Student Loans;

the amounts and timing of collections that will be collected in the future on CUSO Student Loans that
have defaulted; and

our ability to utilize the available options for payment of our obligations under the CUSO RSA.
Because the amount of the contingent liability takes into consideration the projected repayment performance of the
CUSO Student Loans that could extend for ten or more years, and the repayment performance data develops over a
period that is several years from the date the loans were originated, we continually refined our assumptions based on
new data and information. We consulted with third-party consumer credit consulting firms in determining certain
repayment performance assumptions.

The projected future payments that we expected to make under the CUSO RSA were based on a methodology to
forecast future default rates and amounts, which methodology utilized the historical amount of CUSO Student Loans
that had defaulted. The historical default experience by itself, however, may not be indicative of the future default
performance of the CUSO Student Loans. Therefore, we made certain assumptions regarding the expected future
default performance of the loans. In estimating the projected future amounts that we expected to be repaid to us by the
CUSO from recoveries from charged-off loans, we considered the actual collections on defaulted loans made under
the CUSO Program, as well as other factors. As the