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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 SEPTEMBER 30, 2014
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: 0-23245

  
 

CAREER EDUCATION CORPORATION
(Exact name of registrant as specified in its charter)

  
 

Delaware  36-3932190
(State or other jurisdiction of

incorporation or organization)  
(I.R.S. Employer

Identification No.)

231 N. Martingale Road
Schaumburg, Illinois  60173

(Address of principal executive offices)  (Zip Code)
Registrant’s telephone number, including area code: (847) 781-3600

  
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 website, if any, every
Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files).    Yes  x    No  ¨

Go to...
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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.
 

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

Number of shares of registrant’s common stock, par value $0.01, outstanding as of October 31, 2014: 67,278,590
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CAREER EDUCATION CORPORATION AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands, except share and per share amounts)
 
   

September 30,
2014   

December 31,
2013  

ASSETS    
CURRENT ASSETS:    

Cash and cash equivalents, unrestricted   $ 126,926   $ 318,468  
Restricted cash    13,238    12,564  
Short-term investments    110,734    31,592  

    
 

   
 

Total cash and cash equivalents and short-term investments    250,898    362,624  
Student receivables, net of allowance for doubtful accounts of $18,816 and $20,724 as of September 30, 2014

and December 31, 2013, respectively    32,463    33,530  
Receivables, other, net    18,516    27,336  
Prepaid expenses    20,297    19,649  
Inventories    5,192    6,586  
Deferred income tax assets, net    3,606    3,606  
Other current assets    4,719    3,445  
Assets of discontinued operations    604    3,241  

    
 

   
 

Total current assets    336,295    460,017  
    

 
   

 

NON-CURRENT ASSETS:    
Property and equipment, net    138,248    179,835  
Goodwill    87,356    87,356  
Intangible assets, net    29,062    40,117  
Student receivables, net of allowance for doubtful accounts of $4,914 and $6,852 as of September 30, 2014

and December 31, 2013, respectively    4,235    5,179  
Deferred income tax assets, net    10,644    10,644  
Other assets, net    17,167    17,834  
Assets of discontinued operations    1,029    4,063  

    
 

   
 

TOTAL ASSETS   $ 624,036   $ 805,045  
    

 

   

 

LIABILITIES AND STOCKHOLDERS’ EQUITY    
CURRENT LIABILITIES:    

Accounts payable   $ 29,660   $ 24,477  
Accrued expenses:    

Payroll and related benefits    34,035    34,160  
Advertising and production costs    25,472    17,585  
Income taxes    1,506    14,994  
Other    26,722    40,609  

Deferred tuition revenue    60,241    59,967  
Liabilities of discontinued operations    16,014    15,640  

    
 

   
 

Total current liabilities    193,650    207,432  
    

 
   

 

NON-CURRENT LIABILITIES:    
Deferred rent obligations    70,578    77,280  
Other liabilities    25,695    27,553  
Liabilities of discontinued operations    28,429    37,396  

    
 

   
 

Total non-current liabilities    124,702    142,229  
    

 
   

 

STOCKHOLDERS’ EQUITY:    
Preferred stock, $0.01 par value; 1,000,000 shares authorized; none issued or outstanding    —      —    
Common stock, $0.01 par value; 300,000,000 shares authorized; 82,094,031 and 81,889,907 shares issued,

67,278,710 and 67,170,522 shares outstanding as of September 30, 2014 and December 31, 2013,
respectively    821    819  

Additional paid-in capital    604,789    600,904  
Accumulated other comprehensive loss    (746)   (503) 
Retained (deficit) earnings    (84,017)   68,658  
Cost of 14,815,321 and 14,719,385 shares in treasury as of September 30, 2014 and December 31, 2013,

respectively    (215,163)   (214,494) 
    

 
   

 

Total stockholders’ equity    305,684    455,384  
    

 
   

 

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY   $ 624,036   $ 805,045  
    

 

   

 

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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CAREER EDUCATION CORPORATION AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF LOSS AND COMPREHENSIVE LOSS

(In thousands, except per share amounts)
 
   

For the Quarter Ended
September 30,   

For the Year to Date Ended
September 30,  

       2014          2013          2014          2013     
REVENUE:      

Tuition and registration fees   $225,626   $240,261   $ 690,588   $ 767,243  
Other    1,826    3,909    6,803    10,446  

    
 

   
 

   
 

   
 

Total revenue    227,452    244,170    697,391    777,689  
    

 
   

 
   

 
   

 

OPERATING EXPENSES:      
Educational services and facilities    82,892    90,308    243,690    276,487  
General and administrative    161,897    181,688    507,607    559,591  
Depreciation and amortization    13,070    15,461    41,063    47,410  
Asset impairment    14,461    11,585    21,938    15,668  

    
 

   
 

   
 

   
 

Total operating expenses    272,320    299,042    814,298    899,156  
    

 
   

 
   

 
   

 

Operating loss    (44,868)   (54,872)   (116,907)   (121,467) 
    

 
   

 
   

 
   

 

OTHER INCOME (EXPENSE):      
Interest income    223    194    614    1,199  
Interest expense    (103)   (209)   (292)   (1,127) 
Loss on sale of business    —      (39)   —      (6,973) 
Miscellaneous expense    (39)   (63)   (116)   (62) 

    
 

   
 

   
 

   
 

Total other income (expense)    81    (117)   206    (6,963) 
    

 
   

 
   

 
   

 

PRETAX LOSS    (44,787)   (54,989)   (116,701)   (128,430) 
Provision for (benefit from) income taxes    1,116    (20,087)   3,190    (55,964) 

    
 

   
 

   
 

   
 

LOSS FROM CONTINUING OPERATIONS    (45,903)   (34,902)   (119,891)   (72,466) 
LOSS FROM DISCONTINUED OPERATIONS, net of tax    (2,065)   (52,162)   (32,784)   (61,191) 

    
 

   
 

   
 

   
 

NET LOSS    (47,968)   (87,064)   (152,675)   (133,657) 
    

 
   

 
   

 
   

 

OTHER COMPREHENSIVE INCOME (LOSS), net of tax:      
Foreign currency translation adjustments    —      6,474    —      7,542  
Unrealized (losses) gains on investments    (108)   36    (243)   41  

    
 

   
 

   
 

   
 

Total other comprehensive (loss) income    (108)   6,510    (243)   7,583  
    

 
   

 
   

 
   

 

COMPREHENSIVE LOSS   $ (48,076)  $ (80,554)  $(152,918)  $ (126,074) 
    

 

   

 

   

 

   

 

NET LOSS PER SHARE—BASIC and DILUTED:      
Loss from continuing operations   $ (0.68)  $ (0.52)  $ (1.79)  $ (1.09) 
Loss from discontinued operations    (0.03)   (0.78)   (0.48)   (0.91) 

    
 

   
 

   
 

   
 

Net loss per share   $ (0.71)  $ (1.30)  $ (2.27)  $ (2.00) 
    

 

   

 

   

 

   

 

WEIGHTED AVERAGE SHARES OUTSTANDING:      
Basic and Diluted    67,209    66,849    67,121    66,663  

    

 

   

 

   

 

   

 

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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CAREER EDUCATION CORPORATION AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)
 
   

For the Year to Date Ended
September 30,  

           2014                  2013         
CASH FLOWS FROM OPERATING ACTIVITIES:    

Net loss   $ (152,675)  $ (133,657) 
Adjustments to reconcile net loss to net cash used in operating activities:    

Asset impairment    22,006    15,708  
Depreciation and amortization expense    42,966    56,619  
Bad debt expense    19,107    22,028  
Compensation expense related to share-based awards    3,311    5,119  
Loss on sale of businesses, net    311    6,973  
Loss on disposition of property and equipment    32    103  
Changes in operating assets and liabilities    (36,203)   (50,735) 

    
 

   
 

Net cash used in operating activities    (101,145)   (77,842) 
    

 
   

 

CASH FLOWS FROM INVESTING ACTIVITIES:    
Purchases of available-for-sale investments    (131,487)   (40,842) 
Sales of available-for-sale investments    51,540    52,485  
Purchases of property and equipment    (10,558)   (16,602) 
Payments of cash upon sale of businesses    (387)   (2,525) 
Other    —      31  

    
 

   
 

Net cash used in investing activities    (90,892)   (7,453) 
    

 
   

 

CASH FLOWS FROM FINANCING ACTIVITIES:    
Issuance of common stock    575    792  
Payment on borrowings    —      (80,000) 
Change in restricted cash    (674)   85,314  
Payments of capital lease obligations    —      (210) 

    
 

   
 

Net cash (used in) provided by financing activities    (99)   5,896  
    

 
   

 

EFFECT OF FOREIGN CURRENCY EXCHANGE RATE CHANGES ON CASH AND
CASH EQUIVALENTS:    121    1,518  

    
 

   
 

NET DECREASE IN CASH AND CASH EQUIVALENTS    (192,015)   (77,881) 
DISCONTINUED OPERATIONS CASH ACTIVITY INCLUDED ABOVE:    

Add: Cash balance of discontinued operations, beginning of the period    475    128,207  
Less: Cash balance of discontinued operations, end of the period    2    133,098  

CASH AND CASH EQUIVALENTS, beginning of the period    318,468    112,415  
    

 
   

 

CASH AND CASH EQUIVALENTS, end of the period   $ 126,926   $ 29,643  
    

 

   

 

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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CAREER EDUCATION CORPORATION AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. DESCRIPTION OF THE COMPANY

The colleges, institutions and universities that are part of the Career Education Corporation (“CEC”) family offer high-quality
education to a diverse student population in a variety of career-oriented disciplines through online, on-ground and hybrid learning
program offerings. In addition to its online offerings, Career Education serves students from campuses throughout the United States
offering programs that lead to doctoral, master’s, bachelor’s and associate degrees, as well as to diplomas and certificates.

Our institutions include both universities that provide degree programs through the master or doctoral level and colleges that
provide programs through the associate and bachelor level. The University group includes American InterContinental University
(“AIU”) and Colorado Technical University (“CTU”)—predominantly serving students online with career-focused degree programs
that meet the educational demands of today’s busy adults. The Career Schools group offers career-centered education primarily through
ground-based campuses and includes Briarcliffe College, Brooks Institute, Harrington College of Design, Le Cordon Bleu North
America (“LCB”), Missouri College and Sanford-Brown Institutes and Colleges (“SBI” and “SBC,” respectively). Through our
colleges, institutions and universities, we are committed to providing high-quality education, enabling students to graduate and pursue
rewarding career opportunities.

A detailed listing of individual campus locations and web links to Career Education’s colleges, institutions and universities can be
found at www.careered.com.

As used in this Quarterly Report on Form 10-Q, the terms “we,” “us,” “our,” “the Company” and “CEC” refer to Career
Education Corporation and our wholly-owned subsidiaries. The terms “college,” “institution,” and “university” refer to an individual,
branded, proprietary educational institution, owned by us and includes its campus locations. The term “campus” refers to an individual
main or branch campus operated by one of our colleges, institutions or universities.

2. BASIS OF PRESENTATION

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with accounting
principles generally accepted in the United States (“GAAP”) for interim financial information and the instructions to Form 10-Q and
Article 10 of Regulation S-X. Accordingly, the financial statements do not include all of the information and notes required by GAAP
for complete financial statements. In the opinion of management, all adjustments, including normal recurring accruals, considered
necessary for a fair presentation have been included. Operating results for the quarter and year to date ended September 30, 2014 are
not necessarily indicative of the results that may be expected for the year ending December 31, 2014.

The unaudited condensed consolidated financial statements presented herein include the accounts of CEC and our wholly-owned
subsidiaries (collectively “CEC”). All intercompany transactions and balances have been eliminated.

We organize our business across five reporting segments: CTU, AIU (comprises University Schools); Career Colleges, Culinary
Arts (comprises Career Schools); and Transitional Schools. Campuses included in our Transitional Schools segment are currently being
taught out and no longer enroll new students. These campuses employ a gradual teach-out process, enabling them to continue to
operate while current students complete their course of study. The results of operations for campuses within the Transitional Schools
segment will be reported within continuing operations for all periods presented until they complete their teach-out. During the third
quarter of 2014, the Company announced the teach-out of three additional Sanford-Brown campuses: Chicago, Las Vegas and Orlando.
These campuses are now included in the Transitional Schools segment. As campuses within Transitional Schools cease operations
during 2014, the results of operations for all periods presented will be reflected within discontinued operations. During the third quarter
of 2014, the Company completed the teach-out
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of three Transitional Schools campuses. As a result, all current and prior periods reflect these campuses as components of discontinued
operations. All prior period results have been recast to reflect our reporting segments on a comparable basis.

3. RECENT ACCOUNTING PRONOUNCEMENTS

In August 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) No. 2014-
15, Presentation of Financial Statements—Going Concern (Subtopic 205-40): Disclosure of Uncertainties about an Entity’s Ability to
Continue as a Going Concern. This ASU provides guidance to an organization’s management, intended to define management’s
responsibility to evaluate whether there is a substantial doubt about an organization’s ability to continue as a going concern and to
provide guidance regarding related footnote disclosure. In connection with preparing financial statements for each annual and interim
reporting period, an entity’s management should evaluate whether there are conditions or events, considered in the aggregate, that raise
substantial doubt about the entity’s ability to continue as a going concern within one year after the date that the financial statements are
issued. Management’s evaluation should be based on relevant conditions and events that are known and reasonably knowable at the
date that the financial statements are issued. For all entities, ASU 2014-15 is effective for annual periods and interim periods within
those annual periods beginning after December 15, 2016; early adoption is permitted. We are currently evaluating the impact that the
adoption of ASU 2014-15 will have on our financial condition, results of operations and disclosures.

In June 2014, the FASB issued ASU No. 2014-12, Compensation—Stock Compensation (Topic 718): Accounting for Share-Based
Payments When the Terms of an Award Provide That a Performance Target Could Be Achieved after the Requisite Service Period. This
ASU standardizes the reporting for these awards by requiring that entities treat these performance targets as a performance condition.
As such, the performance target should not be reflected in estimating the grant-date fair value of the award. Compensation cost should
be recognized in the period in which it becomes probable that the performance target will be achieved and should represent the
compensation cost attributable to the period(s) for which the requisite service has already been rendered. For all entities, ASU 2014-12
is effective for annual periods and interim periods within those annual periods beginning after December 15, 2015; early adoption is
permitted. We are currently evaluating the impact that the adoption of ASU 2014-11 will have on our financial condition, results of
operations and disclosures.

In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers (Topic 606). ASU 2014-09 is
principles based guidance that can be applied to all contracts with customers, enhancing comparability of revenue recognition practices
across entities, industries, jurisdictions and capital markets. The core principle of the guidance is that entities should recognize revenue
to depict the transfer of promised goods or services to customers in an amount that reflects the consideration to which the entity
expects to be entitled in exchange for those goods and services. The guidance details the steps entities should apply to achieve the core
principle. For public entities, ASU 2014-09 is effective for annual reporting periods beginning after December 15, 2016, including
interim periods within that reporting period; early adoption is not permitted. We are currently evaluating the impact that the adoption of
ASU 2014-09 will have on our financial condition, results of operations and disclosures.

In April 2014, the FASB issued ASU No. 2014-08, Presentation of Financial Statements (Topic 205) and Property, Plant, and
Equipment (Topic 360): Reporting Discontinued Operations and Disclosures of Disposals of Components of an Entity. This ASU limits
discontinued operations reporting to disposals of components of an entity that represent strategic shifts that have (or will have) a major
effect on an entity’s operations and financial results. In addition, the amendments in this ASU require expanded disclosures for
discontinued operations as well as for disposals that do not qualify as discontinued operations. For public entities, ASU 2014-08 is
effective for fiscal years, and interim periods within those years, beginning on or after December 15, 2014. Early adoption is permitted
for disposals that have not been reported in financial statements previously issued. We are currently evaluating the impact that the
adoption of ASU 2014-08 will have on our financial condition, results of operations and disclosures.
 

5
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We have evaluated and adopted the guidance of the following ASUs issued by the FASB in 2013; adopting these ASUs did not
materially impact the presentation of our financial condition, results of operations and disclosures:
 

 

•  ASU No. 2013-11, Income Taxes (Topic 740): Presentation of an Unrecognized Tax Benefit When a Net Operating Loss
Carryforward, a Similar Tax Loss, or a Tax Credit Carryforward Exists issued in July 2013. ASU 2013-11 standardizes the
financial statement presentation of an unrecognized tax benefit when a net operating loss carryforward, a similar tax loss, or
a tax credit carryforward exists; it does not require new recurring disclosures. ASU 2013-11 requires that an unrecognized
tax benefit, or a portion of an unrecognized tax benefit, should be presented in the financial statements as a reduction to a
deferred tax asset for a net operating loss carryforward, a similar tax loss, or a tax credit carryforward unless specific criteria
exist, in which case the unrecognized tax benefit should be presented as a liability and should not be combined with deferred
tax assets.

 

 

•  ASU No. 2013-05, Foreign Currency Matters (Topic 830): Parent’s Accounting for the Cumulative Translation Adjustment
upon Derecognition of Certain Subsidiaries or Groups of Assets within a Foreign Entity or of an Investment in a Foreign
Entity issued in March 2013. ASU 2013-05 provides guidance on releasing cumulative translation adjustments (“CTA”)
when an entity ceases to have a controlling financial interest in a subsidiary or group of assets that is a nonprofit activity or a
business within a foreign entity, and also provides guidance on releasing CTA in partial sales of equity method investments
and in step acquisitions.

 

 

•  ASU No. 2013-04, Liabilities (Topic 405): Obligations Resulting from Joint and Several Liability Arrangements for Which
the Total Amount of the Obligation is Fixed at the Reporting Date issued in February 2013. The guidance in ASU 2013-04
requires entities to measure obligations resulting from joint and several liability arrangements, for which the total obligation
amount is fixed at the reporting date, as the sum of the amount the reporting entity agreed to pay on the basis of its
arrangement among its co-obligors and any additional amount it expects to pay on behalf of its co-obligors. ASU 2013-04
also specifies disclosure requirements.

4. DISCONTINUED OPERATIONS

As of September 30, 2014, the results of operations for campuses that have ceased operations or campuses that were sold, and are
considered distinct operations as defined under FASB ASC Topic 205 – Presentation of Financial Statements, are presented within
discontinued operations. During the third quarter of 2014, we completed the teach-out of three campuses (see Note 2, “Basis of
Presentation” of the notes to our unaudited condensed consolidated financial statements). All current and prior period financial
statements include the results of operations and financial position for these campuses as components of discontinued operations.

Results of Discontinued Operations

A summary of unaudited results of operations for our discontinued operations for the quarters and years to date ended
September 30, 2014 and 2013 is as follows (dollars in thousands):
 

   
For the Quarter Ended

September 30,   
For the Year to Date Ended

September 30,  
       2014          2013          2014              2013         
Revenue   $ 29   $ 27,229   $ 3,836   $ 129,118  

    

 

   

 

   

 

   

 

Loss before income tax   $ (2,065)  $ (21,712)  $ (32,784)  $ (40,714) 
Income tax expense (1) (2)    —      30,450    —      20,477  

    
 

   
 

   
 

   
 

Loss from discontinued operations, net of tax   $ (2,065)  $ (52,162)  $ (32,784)  $ (61,191) 
    

 

   

 

   

 

   

 

Net loss per diluted share   $ (0.03)  $ (0.78)  $ (0.48)  $ (0.91) 
    

 

   

 

   

 

   

 

 
(1) Due to the valuation allowance against our net deferred taxes, there is no income tax benefit reported for the quarter and year to

date ended September 30, 2014.
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(2) Third quarter of 2013 included $39.9 million of income tax expense recorded as a result of the decision to commit to a plan of
sale for the International Schools segment.

Assets and Liabilities of Discontinued Operations

Assets and liabilities of discontinued operations on our unaudited condensed consolidated balance sheets as of September 30,
2014 and December 31, 2013 include the following (dollars in thousands):
 

   
September 30,

2014    
December 31,

2013  
Assets:     
Current assets:     

Cash and cash equivalents   $ 2    $ 475  
Receivables, net    413     1,437  
Other current assets    189     1,329  

    
 

    
 

Total current assets    604     3,241  

Non-current assets:     
Property and equipment, net    —       2,561  
Other assets, net    1,029     1,502  

    
 

    
 

Total assets of discontinued operations   $ 1,633    $ 7,304  
    

 

    

 

Liabilities:     
Current liabilities:     

Accounts payable and accrued expenses   $ 521    $ 1,344  
Deferred tuition revenue    —       1,164  
Remaining lease obligations    15,493     13,132  

    
 

    
 

Total current liabilities    16,014     15,640  

Non-current liabilities:     
Remaining lease obligations    28,143     30,952  
Other    286     6,444  

    
 

    
 

Total liabilities of discontinued operations   $ 44,443    $ 53,036  
    

 

    

 

Remaining Lease Obligations

A number of the campuses that ceased operations have remaining lease obligations that expire over time with the latest expiration
in 2020. A liability is recorded representing the fair value of the remaining lease obligation at the time the space is no longer being
utilized. Changes in our future remaining lease obligations, which are reflected within current and non-current liabilities of
discontinued operations on our unaudited condensed consolidated balance sheets, for the quarters and years to date ended
September 30, 2014 and 2013, were as follows (dollars in thousands):
 

   

Balance,
Beginning
of Period    

Charges
Incurred (1)  

Net Cash
Payments   Other (2)  

Balance,
End of
Period  

For the quarter ended September 30, 2014   $ 50,240    $ (173)  $ (6,581)  $ 150   $43,636  
    

 

    

 

   

 

   

 

   

 

For the quarter ended September 30, 2013   $ 41,219    $ 257   $ (3,224)  $ —     $38,252  
    

 

    

 

   

 

   

 

   

 

For the year to date ended September 30, 2014   $ 44,084    $ 13,436   $(18,637)  $ 4,753   $43,636  
    

 

    

 

   

 

   

 

   

 

For the year to date ended September 30, 2013   $ 46,298    $ 1,211   $ (9,192)  $ (65)  $38,252  
    

 

    

 

   

 

   

 

   

 

 
(1) Includes charges for newly vacated spaces and subsequent adjustments for accretion, revised estimates and variances between

estimated and actual charges, net of any reversals for terminated lease obligations.
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(2) Includes existing prepaid rent and deferred rent liability balances for newly vacated spaces that are netted with the losses incurred
in the period recorded.

5. FINANCIAL INSTRUMENTS

Investments from our continuing operations consist of the following as of September 30, 2014 and December 31, 2013 (dollars in
thousands):
 
   September 30, 2014  
       Gross Unrealized     
   Cost        Gain           (Loss)      Fair Value  
Short-term investments (available for sale):        

Municipal bonds   $ 6,874    $ 1    $ (46)  $ 6,829  
Non-governmental debt securities    88,948     8     (187)   88,769  
Treasury and federal agencies    15,157     4     (25)   15,136  

    
 

    
 

    
 

   
 

Total short-term investments    110,979     13     (258)   110,734  
    

 
    

 
    

 
   

 

Long-term investments (available for sale):        
Municipal bond    7,850     —       (476)   7,374  

    
 

    
 

    
 

   
 

Total investments   $118,829    $ 13    $ (734)  $118,108  
    

 

    

 

    

 

   

 

 
   December 31, 2013  
       Gross Unrealized     
   Cost        Gain           (Loss)      Fair Value 
Short-term investments (available for sale):        

U.S. Treasury bills   $31,591    $ 1    $ —     $ 31,592  
Long-term investments (available for sale):        

Municipal bond    7,850     —       (476)   7,374  
    

 
    

 
    

 
   

 

Total investments   $39,441    $ 1    $ (476)  $ 38,966  
    

 

    

 

    

 

   

 

In the table above, unrealized holding gains/(losses) as of September 30, 2014 relate to short-term investments that have been in a
continuous unrealized gain/(loss) position for less than one year. The table also includes unrealized holding losses, greater than one
year, that relate to our long-term investment in a municipal bond, which is an auction rate security (“ARS”). When evaluating our
investments for possible impairment, we review factors such as the length of time and extent to which fair value has been less than the
cost basis, the financial condition of the investee, and our ability and intent to hold the investment for a period of time that may be
sufficient for anticipated recovery in fair value. The unrealized loss attributable to our municipal bond at September 30, 2014 is
attributable to the continued lack of activity in the ARS market, exposing this investment to liquidity risk.

Our municipal bonds are comprised of debt obligations issued by states, cities, counties and other governmental entities, which
earn federally tax-exempt interest. Our investment in ARS has a stated term to maturity of greater than one year, and as such, we
classify our investment in ARS as non-current on our unaudited condensed consolidated balance sheets within other assets. An auction
can “fail” when the number of sellers of the security exceeds the buyers for that particular auction period. In the event that an auction
fails, the interest rate resets at a rate based on a formula determined by the individual security. The ARS for which auctions have failed
continues to accrue interest and is auctioned on a set interval until the auction succeeds, the issuer calls the security, or it matures. As of
September 30, 2014, we have determined this investment is at risk for impairment due to the nature of the liquidity of the market over
the past year. Cumulative unrealized losses as of September 30, 2014 amount to $0.5 million and are reflected within accumulated
other comprehensive loss as a component of stockholders’ equity. We believe this impairment is temporary, as we do not intend to sell
the investment and it is unlikely we will be required to sell the investment before recovery of its amortized cost basis.
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Our non-governmental debt securities primarily consist of corporate bonds and commercial paper. We do not intend to sell our
investments in non-governmental debt securities and it is not more likely than not that we will be required to sell these investments
before recovery of the amortized cost basis, which may be maturity.

Fair Value Measurements

FASB ASC Topic 820—Fair Value Measurements establishes a three-tier fair value hierarchy, which prioritizes the inputs used in
measuring fair value. These tiers include: Level 1, defined as observable inputs such as quoted prices in active markets for identical
assets or liabilities; Level 2, defined as inputs other than quoted prices in active markets that are either directly or indirectly observable;
and Level 3, defined as unobservable inputs in which little or no market data exists, therefore requiring an entity to develop its own
assumptions.

As of September 30, 2014, we held investments that are required to be measured at fair value on a recurring basis. These
investments (available-for-sale) consist of non-governmental debt securities, treasury and federal agencies and municipal bonds that are
publicly traded and for which market prices are readily available, and our investment in an ARS. Available for sale securities included
in Level 2 are estimated based on observable inputs other than quoted prices in active markets for identical assets and liabilities, quoted
prices for identical or similar assets or liabilities in inactive markets, or other inputs that are observable or can be corroborated by
observable market data for substantially the full term of the assets or liabilities. During the first quarter of 2014, we reclassified our
investments in U.S Treasury bills from Level 1 classification to Level 2. The fair value for these investments was not based on identical
assets as of March 31, 2014 which resulted in this reclassification. Our investment in an ARS is categorized as Level 3 and fair value is
estimated utilizing a discounted cash flow analysis as of September 30, 2014 which considers, among other items, the collateralization
underlying the security investment, the credit worthiness of the counterparty, the timing of expected future cash flows, and the
expectation of the next time the security is expected to have a successful auction. The auction event for our ARS investment has failed
for multiple years. This security was also compared, when possible, to other observable market data with similar characteristics.

Investments measured at fair value on a recurring basis subject to the disclosure requirements of FASB ASC Topic 820—Fair
Value Measurements at September 30, 2014 and December 31, 2013 were as follows (dollars in thousands):
 

   As of September 30, 2014  
   Level 1   Level 2    Level 3    Total  
Municipal bonds   $ —      $ 6,829    $7,374    $ 14,203  
Non-governmental debt securities    —       88,769     —       88,769  
Treasury and federal agencies    —       15,136     —       15,136  

    
 

    
 

    
 

    
 

Totals   $ —      $110,734    $7,374    $118,108  
    

 

    

 

    

 

    

 

 
   As of December 31, 2013  
   Level 1    Level 2   Level 3    Total  
U.S. Treasury bills   $31,592    $ —      $ —      $31,592  
Municipal bond    —       —       7,374     7,374  

    
 

    
 

    
 

    
 

Totals   $31,592    $ —      $7,374    $38,966  
    

 

    

 

    

 

    

 

The following table presents a rollforward of our assets measured at fair value on a recurring basis using significant unobservable
inputs (Level 3) as defined in FASB ASC Topic 820 for the year to date ended September 30, 2014 (dollars in thousands):
 

Balance at December 31, 2013   $ 7,374  
Unrealized gain (loss)    —    

    
 

Balance at September 30, 2014   $ 7,374  
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See Note 8 “Asset Impairments” for further information regarding non-recurring fair value measurements.

Credit Agreement

During the fourth quarter of 2013, we entered into a $70.0 million Amended and Restated Credit Agreement (the “Credit
Agreement”). The revolving credit facility under the Credit Agreement is scheduled to mature on June 30, 2016. As of September 30,
2014, there were no outstanding borrowings under the revolving credit facility and we remain in compliance with the covenants of the
Credit Agreement. See Note 14 “Subsequent Events” for further information regarding recent amendments to the Credit Agreement.

6. STUDENT RECEIVABLES

Student receivables represent funds owed to us in exchange for the educational services provided to a student. Student receivables
are reflected net of an allowance for doubtful accounts and net of deferred tuition revenue. Student receivables, net are reflected on our
unaudited condensed consolidated balance sheets as components of both current and non-current assets. We do not recognize interest
on student receivables; interest is recorded only upon collection.

Generally, a student receivable balance is written off once it reaches greater than 90 days past due. Although we analyze past due
receivables, it is not practical to provide an aging of our non-current student receivable balances as a result of the methodology utilized
in determining our earned student receivable balances. Student receivables are recognized on our unaudited condensed consolidated
balance sheets as they are deemed earned over the course of a student’s program and/or term, and therefore cash collections are not
applied against specifically dated transactions.

Our standard student receivable allowance estimation methodology considers a number of factors that, based on our collection
experience, we believe have an impact on our repayment risk and ability to collect student receivables. Changes in the trends in any of
these factors may impact our estimate of the allowance for doubtful accounts. These factors include, but are not limited to: internal
repayment history, repayment practices of previous extended payment programs and changes in the current economic, legislative or
regulatory environments. These factors are monitored and assessed on a regular basis. Overall, our allowance estimation process for
student receivables is validated by trending analysis and comparing estimated and actual performance. The repayment risk associated
with student receivables under extended payment plans is generally higher than those not related to extended payment plans; as such,
the allowance for doubtful accounts for these student receivables as a percentage of outstanding student receivables is higher.

Student Receivables Under Extended Payment Plans and Recourse Loan Agreements

To assist students in completing their educational programs, we had previously provided extended payment plans to certain
students and also had loan agreements with Sallie Mae and Stillwater National Bank and Trust Company (“Stillwater”) which required
us to repurchase loans originated by them to our students after a certain period of time. We discontinued providing extended payment
plans to students during the first quarter of 2011 and the recourse loan agreements with Sallie Mae and Stillwater ended in March 2008
and April 2007, respectively.

As of September 30, 2014 and December 31, 2013, the amount of non-current student receivables under these programs, net of
allowance for doubtful accounts and net of deferred tuition revenue, was $4.2 million and $5.2 million, respectively.

Student Receivables Valuation Allowance

Changes in our current and non-current receivables allowance for the quarters and years to date ended September 30, 2014 and
2013 were as follows (dollars in thousands):
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Balance,
Beginning
of Period    

Charges to
Expense

(1)    

Amounts
Written-

off   

Balance,
End of
Period  

For the quarter ended September 30, 2014   $ 24,728    $ 6,779    $ (7,777)  $23,730  
    

 

    

 

    

 

   

 

For the quarter ended September 30, 2013   $ 32,188    $ 7,416    $ (9,204)  $30,400  
    

 

    

 

    

 

   

 

For the year to date ended September 30, 2014   $ 27,576    $ 19,023    $(22,869)  $23,730  
    

 

    

 

    

 

   

 

For the year to date ended September 30, 2013   $ 38,013    $ 19,755    $(27,368)  $30,400  
    

 

    

 

    

 

   

 

 
(1) Charges to expense include an offset for recoveries of amounts previously written off of $2.2 million and $1.5 million for the

quarters ended September 30, 2014 and 2013, respectively, and $6.7 million and $5.6 million for the years to date ended
September 30, 2014 and 2013, respectively.

Fair Value Measurements

The carrying amount reported in our unaudited condensed consolidated balance sheets for the current portion of student
receivables approximates fair value because of the nature of these financial instruments as they generally have short maturity periods. It
is not practicable to estimate the fair value of the non-current portion of student receivables, since observable market data is not readily
available, and no reasonable estimation methodology exists.

7. RESTRUCTURING CHARGES

Reductions in force have been carried out related to the reorganization of our corporate and campus functions to better align with
current total student enrollments and decisions made in the current quarter and previous years to teach out a number of campuses,
meaning gradually close the campuses through an orderly process. The remaining Transitional campuses that are in the process of
teaching out as of September 30, 2014 will cease operations at various dates through 2017.

The following table details the changes in our accrual for severance and related costs associated with these restructuring events
for our continuing operations during the quarters and years to date ended September 30, 2014 and 2013 (dollars in thousands):
 

   

Balance,
Beginning
of Period    

Severance &
Related

Charges (1)    Payments  
Non-cash

Adjustments (2)  

Balance,
End of
Period  

For the quarter ended September 30, 2014   $ 2,488    $ 3,622    $ (368)  $ (60)  $ 5,682  
    

 

    

 

    

 

   

 

   

 

For the quarter ended September 30, 2013   $ 3,715    $ 1,516    $ (1,308)  $ (401)  $ 3,522  
    

 

    

 

    

 

   

 

   

 

For the year to date ended September 30, 2014   $ 3,432    $ 3,622    $ (1,099)  $ (273)  $ 5,682  
    

 

    

 

    

 

   

 

   

 

For the year to date ended September 30, 2013   $ 6,047    $ 4,275    $ (6,115)  $ (685)  $ 3,522  
    

 

    

 

    

 

   

 

   

 

 
(1) Includes charges related to COBRA and outplacement services which are assumed to be completed by the third month following

an employee’s departure.
(2) Includes cancellations due to employee departures prior to agreed upon end dates, employee transfers to open positions within the

organization and subsequent adjustments to severance and related costs.

The current portion of the accrual for severance and related charges was $4.5 million and $2.1 million as of September 30, 2014
and September 30, 2013, respectively, which is recorded within current accrued expenses – payroll and related benefits; the long-term
portion of $1.2 million and $1.4 million, respectively, is recorded within other non-current liabilities. In addition, as of September 30,
2014, we have accrued approximately $0.8 million related to retention bonuses that have been offered to certain employees involved in
the teach-out process. These amounts will be recorded ratably over the period the employees are retained; $0.2 million was recorded
during the quarter ended September 30, 2014.
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During the third quarter of 2014, three of our campuses completed their teach-out activities and had remaining lease obligations
related to their facilities upon completing their teach-out. The charge recorded during the current quarter related to these discontinued
operations was approximately $1.0 million, which represents the net present value of our remaining lease obligation less an estimated
amount for sublease income and was recorded within loss from discontinued operations for the current quarter. A number of our teach-
out campuses that have not yet closed will have remaining lease obligations following the eventual campus closure, with the longest
lease term being through 2021. The total estimated charge related to the remaining lease obligation for these leases, once the campus
completes the close process, and adjusted for possible lease buyouts and sublease assumptions is approximately $14 million. The
amount related to each campus will be recorded at each campus closure date based on current estimates and assumptions related to the
amount and timing of sublease income.

8. ASSET IMPAIRMENTS

Intangible Assets

During the third quarter of 2014, in conjunction with the quarterly review process, we concluded that certain indicators were
present which suggested that the Le Cordon Bleu and Sanford-Brown trade names were at risk of their carrying values exceeding their
respective fair values as of September 30, 2014. These indicators included, but were not limited to, a decline in cash flows and a
decline in actual revenue and earnings as compared to prior projected results. A significant amount of judgment is involved in
determining if an indicator of impairment has occurred.

We calculate the fair value of each of our trade names in accordance with FASB ASC Topic 820 – Fair Value Measurement, by
utilizing the relief from royalty method under the income approach. The determination of estimated fair value for trade names requires
significant estimates and assumptions, and as such, these fair value measurements are categorized as Level 3 as defined in FASB ASC
Topic 820. The assumptions utilized in determining the fair values of the Le Cordon Bleu and Sanford-Brown trade names included
utilizing projected revenue growth rates, discount rates of approximately 32% for Le Cordon Bleu and 23% for Sanford-Brown, royalty
rates of 3.5% and 0.5% for the Le Cordon Bleu and Sanford-Brown trade names, respectively, and terminal growth rates of
approximately 2.0% for Le Cordon Bleu and 3.0% for Sanford-Brown. As a result of our assessment, we recorded $1.5 million of trade
name impairment charges each for Le Cordon Bleu and Sanford-Brown, resulting in remaining fair values of $18.4 million and $2.4
million as of September 30, 2014 for these trade names, respectively. Due to the inherent uncertainty involved in deriving those
estimates, actual results could differ from those estimates. We evaluate the merits of each significant assumption used, both
individually and in the aggregate, to determine the fair value for reasonableness. Although we believe our projected future operating
results and cash flows and related estimates regarding fair value are based on reasonable assumptions, historically projected operating
results and cash flows have not always been achieved. However, for sensitivity purposes, and with all other inputs remaining equal, a
50 basis point change in the royalty rate assumed in the calculation for these trade names would result in a change in the fair values of
approximately $4.8 million. A 100 basis point change in the discount rates utilized in the calculation for these trade names would result
in a change in the fair values of approximately $0.6 million. We continue to monitor the operating results and revenue projections
related to our trade names on a quarterly basis for signs of possible further declines in estimated fair value and trade name impairment.

Property and Equipment

During the third quarter of 2014, we identified indicators of impairment during our strategic plan review process, due to the
undiscounted cash flows of certain schools not exceeding the carrying value of the related asset group. As a result, property and
equipment was affected by asset impairment charges of approximately $11.3 million for the quarter ended September 30, 2014. The
fair value for these assets was determined based upon management’s assumptions regarding an estimated percentage of replacement
value for similar assets and estimated salvage values. Because the determination of the estimated fair value of these assets requires
significant estimation and assumptions, these fair value measurements are categorized as Level 3 per ASC Topic 820.
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9. COMMITMENTS AND CONTINGENCIES

An accrual for estimated legal fees and settlements of $6.0 million and $20.3 million at September 30, 2014 and December 31,
2013, respectively, is presented within other current liabilities on our unaudited condensed consolidated balance sheets. The accrual as
of September 30, 2014 reflects a decrease of $0.6 million from the period ended June 30, 2014.

We record a liability when we believe that it is both probable that a loss will be incurred and the amount of loss can be reasonably
estimated. We evaluate, at least quarterly, developments in our legal matters that could affect the amount of liability that was previously
accrued, and make adjustments as appropriate. Significant judgment is required to determine both probability and the estimated
amount. We may be unable to estimate a possible loss or range of possible loss due to various reasons, including, among others: (1) if
the damages sought are indeterminate; (2) if the proceedings are in early stages; (3) if there is uncertainty as to the outcome of pending
appeals, motions, or settlements; (4) if there are significant factual issues to be determined or resolved; and (5) if there are novel or
unsettled legal theories presented. In such instances, there is considerable uncertainty regarding the ultimate resolution of such matters,
including a possible eventual loss, if any.

Litigation

We are, or were, a party to the following legal proceedings that we consider to be outside the scope of ordinary routine litigation
incidental to our business. Due to the inherent uncertainties of litigation, we cannot predict the ultimate outcome of these matters. An
unfavorable outcome of any one or more of these matters could have a material adverse impact on our business, results of operations,
cash flows and financial position.

Insurance Coverage Litigation

Axis Insurance Company v. Career Education Company, et al. On December 11, 2013, Axis Insurance Company filed a
declaratory judgment action in the Circuit Court of Cook County, Chancery Division, naming the Company and various individuals as
defendants in connection with coverage for the recently settled Ross, et al. v. Career Education Corporation, et al. securities class
action and shareholder derivative actions that were previously disclosed. Axis sought a declaration of no coverage. On September 29,
2014, the parties entered into a confidential settlement agreement that resolves the matter. On October 21, 2014, the Court entered an
order dismissing the action with prejudice.

Student Litigation

Abarca v. California Culinary Academy, Inc., et al. (filed June 3, 2011; 115 plaintiffs); Andrade, et al. v. California Culinary
Academy, Inc., et al (filed June 15, 2011; 31 plaintiffs); Aprieto, et al. v. California Culinary Academy (filed August 12, 2011; five
plaintiffs); Coleman, et al. v. California Culinary Academy (filed January 18, 2013; two plaintiffs). These four actions are pending in
the San Francisco County Superior Court and generally allege: fraud, constructive fraud, violation of the California Unfair Competition
Law, violation of the California Consumer Legal Remedies Act, breach of contract and violation of the repealed California Education
Code. Plaintiffs contend that California Culinary Academy (“CCA”) made a variety of misrepresentations to them, primarily oral,
during the admissions process. The alleged misrepresentations relate generally to the school’s reputation, the value of the education, the
competitiveness of the admissions process, and the students’ employment prospects upon graduation, including the accuracy of
statistics published by CCA. The plaintiffs in these actions seek damages, including consequential damages, punitive damages and
attorneys’ fees.

All of the plaintiffs in these four actions either opted out of or did not fit the class definition in a previously settled class action
captioned Amador, et al. v. California Culinary Academy and Career Education Corporation; Adams, et al. v. California Culinary
Academy and Career Education Corporation. None of these four actions are being prosecuted as a class action. All of these cases have
been deemed related and have been transferred to the same judge who handled the Amador case.
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The parties participated in a mediation session on April 2, 2014. At that time, there were 79 individual plaintiffs remaining who
had not previously settled or dismissed their claims. At the mediation, the Company agreed to settle with 77 of the remaining plaintiffs
by paying approximately $2.2 million plus an as yet undetermined amount of attorneys’ fees. Accordingly, for the quarter ended
September 30, 2014, the Company has a reserve of $3.2 million which is the current estimate of the total amount of the settlement and
based on its assessment that the settlement is probable; of which $0.2 million was recorded during the current quarter.

Since the mediation, four additional plaintiffs have dropped out of the settlement. As a result, there are six individuals who
elected not to participate in the settlement. The Company has settled three of the six cases for an immaterial amount. If the remaining
three cases cannot be settled, they will be set for trial at a later date.

Because of the many questions of fact and law that may arise in the future with respect to the three remaining cases, the outcome
in those cases is uncertain. Accordingly, we have not recognized any future liability associated with these actions.

Enea, et al. v. Career Education Corporation, California Culinary Academy, Inc., SLM Corporation, and Sallie Mae, Inc.
Plaintiffs filed this putative class action in the Superior Court State of California, County of San Francisco, on or about June 27, 2013.
Plaintiffs allege that CCA materially misrepresented the placement rates of its graduates, falsely stated that admission to the culinary
school was competitive and that the school had an excellent reputation among restaurants and other food service providers, represented
that the culinary schools were well-regarded institutions producing skilled graduates who employers eagerly hired, and lied by telling
students that the school provided graduates with career placement services for life. The plaintiffs or putative class members co-signed
the loans for students to attend CCA, some of whom were Amador class members. Plaintiffs seek restitution, damages, civil penalties
and attorneys’ fees.

Defendants filed a motion to dismiss and to strike class action allegations on October 31, 2013. A hearing on the motions was
conducted on March 14, 2014. Thereafter, the Court issued two separate orders granting the motion to strike the class allegations and
the motion to dismiss without leave to amend. Plaintiffs filed a motion seeking leave to file a third amended complaint and/or for
reconsideration of the Court’s orders. On May 9, 2014, the Court denied plaintiffs’ motion to reconsider its order striking the class
allegations and granted plaintiffs leave to file a third amended complaint as to some, but not all, of plaintiffs’ claims. On May 15, 2014,
plaintiffs appealed the Court’s ruling with respect to the motion to strike the class allegations. The Court has stayed the case pending a
ruling on the appeal.

Because of the many questions of fact and law that may arise in the future, the outcome of this legal proceeding is uncertain at
this point. Based on information available to us at present, we cannot reasonably estimate a range of potential loss, if any, for this
action because, among other things, our potential liability depends on whether a class is certified and, if so, the composition and size of
any such class, as well as on an assessment of the appropriate measure of damages if we were to be found liable. Accordingly, we have
not recognized any liability associated with this action.

Surrett, et al. v. Western Culinary Institute, Ltd. and Career Education Corporation. On March 5, 2008, a complaint was filed in
Portland, Oregon in the Circuit Court of the State of Oregon in and for Multnomah County naming Western Culinary Institute, Ltd.
(“WCI”) and the Company as defendants. Plaintiffs filed the complaint individually and as a putative class action and alleged two
claims for equitable relief: violation of Oregon’s Unlawful Trade Practices Act (“UTPA”) and unjust enrichment. Plaintiffs filed an
amended complaint on April 10, 2008, which added two claims for money damages: fraud and breach of contract. Plaintiffs allege
WCI made a variety of misrepresentations to them, relating generally to WCI’s placement statistics, students’ employment prospects
upon graduation from WCI, the value and quality of an education at WCI, and the amount of tuition students could expect to pay as
compared to salaries they could expect to earn after graduation. WCI subsequently moved to dismiss certain of plaintiffs’ claims under
Oregon’s UTPA; that motion was granted on September 12, 2008. On February 5, 2010, the Court entered a formal Order granting
class certification on part
of plaintiff’s UTPA and fraud claims purportedly based on omissions, denying certification of the rest of those
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claims and denying certification of the breach of contract and unjust enrichment claims. The class consists of students who enrolled at
WCI between March 5, 2006 and March 1, 2010, excluding those who dropped out or were dismissed from the school for academic
reasons.

Plaintiffs filed a fifth amended complaint on December 7, 2010, which included individual and class allegations by Nathan
Surrett. Class notice was sent on April 22, 2011, and the opt-out period expired on June 20, 2011. The class consisted of approximately
2,600 members. They are seeking tuition refunds, interest and certain fees paid in connection with their enrollment at WCI.

On May 23, 2012, WCI filed a motion to compel arbitration of claims by 1,062 individual class members who signed enrollment
agreements containing express class action waivers. The Court issued an Order denying the motion on July 27, 2012. On August 6,
2012, WCI filed an appeal from the Court’s Order and on August 30, 2012, the Court of Appeals issued an Order granting WCI’s
motion to compel the trial court to cease exercising jurisdiction in the case. The oral argument on the appeal was heard on May 9, 2014
and we are awaiting the Court’s decision. All proceedings with the trial court have been stayed pending the outcome of the appeal.

Because of the many questions of fact and law that have already arisen and that may arise in the future, the outcome of this legal
proceeding is uncertain at this point. Based on information available to us at present, we cannot reasonably estimate a range of
potential loss, if any, for this action because of the inherent difficulty in assessing the appropriate measure of damages and the number
of class members who might be entitled to recover damages, if we were to be found liable. Accordingly, we have not recognized any
liability associated with this action.

Vasquez, et al. v. California School of Culinary Arts, Inc. and Career Education Corporation. On June 23, 2008, a putative class
action lawsuit was filed in the Los Angeles County Superior Court entitled Daniel Vasquez and Cherish Herndon v. California School
of Culinary Arts, Inc. and Career Education Corporation. The plaintiffs allege causes of action for fraud, constructive fraud, violation
of the California Unfair Competition Law and violation of the California Consumer Legal Remedies Act. The plaintiffs allege
improper conduct in connection with the admissions process during the alleged class period. The alleged class is defined as including
“all persons who purchased educational services from California School of Culinary Arts, Inc. (“CSCA”), or graduated from CSCA,
within the limitations periods applicable to the alleged causes of action (including, without limitation, the period following the filing of
the action).” Defendants successfully demurred to the constructive fraud claim and the Court has dismissed it. Defendants also
successfully demurred to plaintiffs’ claims based on alleged violations of California’s former Private Postsecondary and Vocational
Educational Reform Act of 1989 (“the Reform Act”). Plaintiffs’ motion for class certification was denied by the Court on March 6,
2012.

Plaintiffs’ counsel have filed eight separate but related “multiple plaintiff actions” originally involving a total of approximately
1,000 former students entitled Banks, et al. v. California School of Culinary Arts; Abrica v. California School of Culinary Arts; Aguilar,
et al. v. California School of Culinary Arts; Alday v. California School of Culinary Arts; Ackerman, et al. v. California School of
Culinary Arts; Arechiga, et al. v. California School of Culinary Arts; Anderson, et al. v. California School of Culinary Arts; and Allen v.
California School of Culinary Arts. All eight cases are pending in the Los Angeles County Superior Court and the allegations in these
cases are essentially the same as those asserted in the Vasquez class action case. The individual plaintiffs in these cases seek
compensatory and punitive damages, disgorgement and restitution of tuition monies received, attorneys’ fees, costs and injunctive
relief. All of these cases have been deemed related to the Vasquez class action and therefore are pending before the same judge who is
presiding over the Vasquez case.

On June 15, 2012, pursuant to a stipulation by the parties, the plaintiffs filed a consolidated amended complaint in the Vasquez
action consolidating all eight of the separate actions referenced above. The complaint was thereafter amended to add additional
plaintiffs. As a result of these amendments, there were at one time approximately 1,438 plaintiffs, the majority of whom enrolled
between 2003 and 2008 (about 10 of the plaintiffs enrolled in 2009 and 2010).
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On June 22, 2012, defendants filed motions to compel arbitration of plaintiffs’ claims. On August 10, 2012, the Court granted the
motions with respect to approximately 54 plaintiffs. Nine arbitration demands were filed before the American Arbitration Association,
one of which was tried to a final award and eight of which were settled. The remaining plaintiffs’ claims were settled prior to
arbitration demands being filed. The total liability for all of these claims was an immaterial amount. Following the resolution of these
claims, other settlements, and the voluntary dismissal of certain claims, there were approximately 1,047 remaining plaintiffs in the
consolidated action.

The Company and plaintiffs’ counsel have executed an agreement regarding the framework for individual settlements with
approximately 950 of the remaining individual plaintiffs. Pursuant to this settlement arrangement, defendants paid $17.5 million to
fund the individual plaintiff settlements, attorneys’ fees and administrative costs of the settlement, subject to certain excluded costs
which defendants will be separately responsible for. The settlement amounts for each individual plaintiff have been determined by a
third party. Of the 954 individuals who participated in the settlement, 948 have accepted offers of settlement as determined by the third
party, or offers that are not materially greater than the amounts determined by the third party. Any liability to the six remaining
plaintiffs is expected to be an immaterial amount.

Approximately 97 of the remaining plaintiffs are not within the purview of the settlement arrangement described in the preceding
paragraph. Because these plaintiffs have not cooperated with their counsel, the Court entered orders allowing their counsel to withdraw.
Because they did not thereafter retain new counsel or otherwise participate in the prosecution of their claims, the Court has dismissed
all of these individual cases.

False Claims Act

United States of America, ex rel. Melissa Simms Powell, et al. v. American InterContinental University, Inc., a Georgia
Corporation, Career Education Corp., a Delaware Corporation and John Doe Nos. 1-100. On July 28, 2009, we were served with a
complaint filed in the U.S. District Court for the Northern District of Georgia, Atlanta Division. The complaint was originally filed
under seal on July 14, 2008 by four former employees of the Dunwoody campus of our American InterContinental University on
behalf of themselves and the federal government. On July 27, 2009, the Court ordered the complaint unsealed and we were notified
that the U.S. Department of Justice declined to intervene in the action. When the federal government declines to intervene in a False
Claims Act action, as it has done in this case, the private plaintiffs (or “relators”) may elect to pursue the litigation on behalf of the
federal government and, if they are successful, receive a portion of the federal government’s recovery. The action alleges violations of
the False Claims Act and promissory fraud, including allegedly providing false certifications to the federal government regarding
compliance with certain provisions of the Higher Education Act and accreditation standards. Relators claim that defendants’ conduct
caused the government to pay federal funds to defendants and to make payments to third-party lenders, which the government would
not have made if not for defendants’ alleged violation of the law. Relators seek treble damages plus civil penalties and attorneys’ fees.
On July 12, 2012, the Court granted our motion to dismiss for a lack of jurisdiction, the claims related to incentive compensation and
proof of graduation. Thus, the only claim that remained pending against defendants was based on relators’ contention that defendants
misled the school’s accreditor, Southern Association of Colleges and Schools, during the accreditation process. On December 16, 2013,
we filed a motion for summary judgment on a variety of substantive grounds. On September 29, 2014, the Court granted our motion for
summary judgment and entered judgment in our favor. On October 2, 2014, relators filed a notice of appeal.

Because of the many questions of fact and law that may arise, the outcome of this legal proceeding is uncertain at this point.
Based on information available to us at present, we cannot reasonably estimate a range of potential loss, if any, for this action because
the complaint does not seek a specified amount of damages and it is unclear how damages would be calculated, if we were to be found
liable. Moreover, the case presents novel legal issues. Accordingly, we have not recognized any liability associated with this action.
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United States of America, ex rel. Brent M. Nelson v. Career Education Corporation, Sanford-Brown, Ltd., and Ultrasound
Technical Services, Inc. On April 18, 2013, defendants were served with an amended complaint filed in the U.S. District Court for the
Eastern District of Wisconsin. The original complaint was filed under seal on July 30, 2012 by a former employee of Sanford-Brown
College Milwaukee on behalf of himself and the federal government. On February 27, 2013, the Court ordered the complaint unsealed
and we were notified that the U.S. Department of Justice declined to intervene in the action. After the federal government declined to
intervene in this case, the relator elected to pursue the litigation on behalf of the federal government. If he is successful he would
receive a portion of the federal government’s recovery. An amended complaint was filed by the relator on April 12, 2013 and alleges
violations of the False Claims Act, including allegedly providing false certifications to the federal government regarding compliance
with certain provisions of the Higher Education Act and accreditation standards. Relator claims that defendants’ conduct caused the
government to pay federal funds to defendants, and to make payments to third-party lenders, which the government would not have
made if not for defendants’ alleged violation of the law. Relator seeks treble damages plus civil penalties and attorneys’ fees. On
June 11, 2013, defendants filed a motion to dismiss the case on a variety of grounds. The Court ruled on that motion, dismissing CEC
from the case and dismissing several of the relator’s factual claims. On November 27, 2013, Sanford Brown, LTD., and Ultrasound
Technical Services, Inc., the remaining Company defendants, filed a motion to dismiss the case for lack of subject matter jurisdiction
due to prior public disclosures of the relator’s alleged claims. On March 17, 2014, the Court granted this motion in part, limiting the
timeframe and geographical scope of the relator’s claims. On June 13, 2014, the Court granted the remaining Company defendants’
motion for summary judgment and entered judgment in their favor. On July 9, 2014, relator filed a notice of appeal.

Because of the many questions of fact and law that may arise on appeal, the outcome of this legal proceeding is uncertain at this
point. Based on information available to us at present, we cannot reasonably estimate a range of potential loss, if any, for this action
because the complaint does not seek a specified amount of damages and it is unclear how damages would be calculated, if we were to
be found liable. Accordingly, we have not recognized any liability associated with this action.

United States of America, ex rel. Ann Marie Rega v. Career Education Corporation, et al. On May 16, 2014, Relator Ann Marie
Rega, a former employee of Sanford-Brown Iselin, filed an action in the U.S. District Court for the District of New Jersey against the
Company and almost all of the Company’s individual schools on behalf of herself and the federal government. She alleges claims
under the False Claims Act, including allegedly providing false certifications to the federal government regarding compliance with
certain provisions of the Higher Education Act and accreditation standards. Relator claims that defendants’ conduct caused the
government to pay federal funds to defendants, and to make payments to third-party lenders, which the government would not have
made if not for defendants’ alleged violation of the law. Relator seeks treble damages plus civil penalties and attorneys’ fees. Relator
failed to comply with the statutory requirement that all False Claims Act cases be filed under seal. On June 16, 2014, defendants filed a
motion to dismiss the complaint with prejudice as to relator for failure to file her complaint under seal in accordance with the
requirements of the False Claims Act. The motion is fully briefed and the parties are awaiting a ruling from the Court.

Because the matter is in its early stages and because of the many questions of fact and law that may arise, the outcome of this
legal proceeding is uncertain at this point. Based on information available to us at present, we cannot reasonably estimate a range of
potential loss, if any, for this action because the complaint does not seek a specified amount of damages and it is unclear how damages
would be calculated, if we were to be found liable. Moreover, the case presents novel legal issues. Accordingly, we have not
recognized any liability associated with this action.

Employment Litigation

Wilson, et al. v. Career Education Corporation. On August 11, 2011, Riley Wilson, a former admissions representative based in
Minnesota, filed a complaint in the U.S. District Court for the Northern District of Illinois. The two-count complaint asserts claims of
breach of contract and unjust enrichment arising from our
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decision to terminate our Admissions Representative Supplemental Compensation (“ARSC”) Plan. In addition to his individual claims,
Wilson also seeks to represent a nationwide class of similarly situated admissions representatives who also were affected by
termination of the plan. On October 6, 2011, we filed a motion to dismiss the complaint. On April 13, 2012, the Court granted our
motion to dismiss in its entirety and dismissed plaintiff’s complaint for failure to state a claim. The Court dismissed this action with
prejudice on May 14, 2012. On June 11, 2012, plaintiff filed a notice of appeal with the U.S. Court of Appeals for the Seventh Circuit
appealing the final judgment of the trial court. Briefing was completed on October 30, 2012, and oral argument was held on
December 3, 2012. On August 30, 2013, the Seventh Circuit affirmed the district court’s ruling on plaintiff’s unjust enrichment claim
but reversed and remanded for further proceedings on plaintiff’s breach of contract claim. On September 13, 2013, we filed a petition
for rehearing to seek review of the panel’s decision on the breach of contract claim and for certification of question to the Illinois
Supreme Court, but the petition was denied.

The case now is on remand to the district court for further proceedings on the sole question of whether CEC’s termination of the
ARSC Plan violated the implied covenant of good faith and fair dealing. CEC has answered the complaint, and the parties have
commenced fact discovery as to the issue of liability. The Court has ordered the parties to complete fact discovery as to that issue by
January 30, 2015. Because the matter is in its early stages and because of the many questions of fact and law that may arise, the
outcome of this legal proceeding is uncertain at this point. Based on information available to us at present, we cannot reasonably
estimate a range of potential loss, if any, for this action. Accordingly, we have not recognized any liability associated with this action.

Other Litigation

In addition to the legal proceedings and other matters described above, we are also subject to a variety of other claims, suits and
investigations that arise from time to time out of the conduct of our business, including, but not limited to, claims involving students or
graduates and routine employment matters. While we currently believe that such claims, individually or in aggregate, will not have a
material adverse impact on our financial position, cash flows or results of operations, these other matters are subject to inherent
uncertainties, and management’s view of these matters may change in the future. Were an unfavorable final outcome to occur in any
one or more of these matters, there exists the possibility of a material adverse impact on our business, reputation, financial position,
cash flows, and the results of operations for the period in which the effect becomes probable and reasonably estimable.

State Investigations

The Attorney General of Connecticut is serving as the point of contact for inquiries received from the attorneys general of the
following 16 states: Arkansas, Arizona, Connecticut, Idaho, Iowa, Kentucky, Missouri, Nebraska, North Carolina, Oregon,
Pennsylvania, Washington (January 24, 2014); Illinois (December 9, 2011); Tennessee (February 7, 2014), Hawaii (May 28, 2014 ) and
New Mexico (May 2014). In addition, the Company has received inquiries from the attorneys general of Florida (November 5, 2010),
Massachusetts (September 27, 2012), Colorado (August 27, 2013) and Minnesota (September 18, 2014). The inquiries are civil
investigative demands or subpoenas which relate to the investigation by the attorneys general of whether the Company and its schools
have complied with certain state consumer protection laws, and generally focus on the Company’s practices relating to the recruitment
of students, graduate placement statistics, graduate certification and licensing results and student lending activities, among other
matters. Depending on the state, the documents and information sought by the attorneys general in connection with their investigations
cover time periods as early as 2006 to the present. The Company intends to cooperate with the states involved with a view towards
resolving these inquiries as promptly as possible.

We cannot predict the scope, duration or outcome of these attorney general investigations. At the conclusion of any of these
matters, the Company or certain of its schools may be subject to claims of failure to comply with state laws or regulations and may be
required to pay significant financial penalties and/or curtail or modify their
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operations. Other state attorneys general may also initiate inquiries into the Company or its schools. If any of the foregoing occurs, our
business, reputation, financial position, cash flows and results of operations could be materially adversely affected. Based on
information available to us at present, we cannot reasonably estimate a range of potential monetary or non-monetary impact these
investigations might have on the Company because it is uncertain what remedies, if any, these regulators might ultimately seek in
connection with these investigations.

Regulatory Matters

ED Inquiry and HCM1 Status

In December 2011, the U.S. Department of Education (“ED”) advised the Company that it is conducting an inquiry concerning
possible violations of ED misrepresentation regulations related to placement rates reported by certain of the Company’s institutions to
accrediting bodies, students and potential students. This inquiry stems from the Company’s self-reporting to ED of its internal
investigation into student placement determination practices at the Company’s Health Education segment campuses and review of
placement determination practices at all of the Company’s other domestic campuses in 2011. The Company has been cooperating with
ED in connection with this inquiry. If ED determines that the Company or any of its institutions violated ED misrepresentation
regulations with regard to the publication or reporting of placement rates or other disclosures to students or prospective students or
finds any other basis in the materials we are providing, ED may revoke, limit, suspend, delay or deny the institution’s or all of the
Company’s institutions Title IV eligibility, or impose fines.

In December 2011, ED also moved all of the Company’s institutions from the “advance” method of payment of Title IV Program
funds to cash monitoring status (referred to as Heightened Cash Monitoring 1, or HCM1, status). Although the Company’s prior
practices substantially conformed to the requirements of this more restrictive method of drawing down students’ Title IV Program
funds, if ED finds violations of the HEA or related regulations, ED may impose monetary or program level sanctions, impose some
period of delay in the Company’s receipt of Title IV funds or transfer the Company’s schools to the “reimbursement” or Heightened
Cash Monitoring 2 (“HCM2”) methods of payment of Title IV Program funds. While on HCM2 status, an institution must disburse its
own funds to students, document the students’ eligibility for Title IV Program funds and comply with certain waiting period
requirements before receiving such funds from ED, which results in a significant delay in receiving those funds. The process of re-
establishing a regular schedule of cash receipts for the Title IV Program funds if ED places our schools on “reimbursement” or HCM2
payment status could take several months, and would require us to fund ongoing operations substantially out of existing cash balances.
If our existing cash balances are insufficient to sustain us through this transition period, we would need to pursue other sources of
liquidity, which may not be available or may be costly.

OIG Audit

Our schools and universities are also subject to periodic audits by various regulatory bodies, including the U.S. Department of
Education’s Office of Inspector General (“OIG”). The OIG audit services division commenced a compliance audit of CTU in June
2010, covering the period July 5, 2009 to May 16, 2010, to determine whether CTU had policies and procedures to ensure that CTU
administered Title IV Program and other federal program funds in accordance with applicable federal law and regulation. On
January 13, 2012, the OIG issued a draft report identifying three findings, including one regarding the documentation of attendance of
students enrolled in online programs and one regarding the calculation of returns of Title IV Program funds arising from student
withdrawals without official notice to the institution. CTU submitted a written response to the OIG, contesting these findings, on
March 2, 2012. CTU disagreed with the OIG’s proposed determination of what constitutes appropriate documentation or verification of
online academic activity during the time period covered by the audit. CTU’s response asserted that this finding was based on the
retroactive application of standards adopted as part of the program integrity regulations that first went into effect on July 1, 2011. The
OIG final report, along with CTU’s response to the draft report, was forwarded to ED’s Office of Federal Student Aid on
September 21, 2012. On October 24, 2012, CTU provided a further response challenging the findings of the
 

19



2/21/2020 Document Contents

www.snl.com/Cache/c26004841.html 23/81

Table of Contents

report directly to ED’s Office of Federal Student Aid. As a result of ED’s review of these materials, on January 31, 2013, CTU received
a request from ED that it perform two file reviews to determine potential liability on two discrete issues associated with one of the
above findings. The first file review relates to any potential aid awarded to students who engaged in virtual classroom attendance
activities prior to the official start date of a course and for which no further attendance was registered during the official class term. The
second file review relates to students that were awarded and paid Pell funds for enrollment in two concurrent courses, while only
registering attendance in one of the two courses. The Company completed these file reviews and provided supporting documentation to
ED on April 10, 2013. As of September 30, 2014, the Company has a $0.8 million reserve recorded related to this matter.

10. INCOME TAXES

The components of pretax loss from continuing operations for the quarters and years to date ended September 30, 2014 and 2013
are as follows (dollars in thousands):
 

   For the Quarter Ended   For the Year to Date Ended  
   September 30,   September 30,  
   2014   2013   2014   2013  
U.S.   $(44,787)  $(55,054)  $ (116,701)  $ (124,000) 
Foreign    —      65    —      (4,430) 

    
 

   
 

   
 

   
 

Total   $(44,787)  $(54,989)  $ (116,701)  $ (128,430) 
    

 

   

 

   

 

   

 

The determination of the annual effective tax rate is based upon a number of significant estimates and judgments, including the
estimated annual pretax income in each tax jurisdiction in which we operate and the ongoing development of tax planning strategies
during the year. In addition, our provision for income taxes can be impacted by changes in tax rates or laws, the finalization of tax
audits and reviews, as well as other factors that cannot be predicted with certainty. As such, there can be significant volatility in interim
tax provisions.

The following is a summary of our provision for (benefit from) income taxes and effective tax rate from continuing operations
(dollars in thousands):
 

   
For the Quarter Ended

September 30,   
For the Year to Date Ended

September 30,  
   2014   2013   2014   2013  
Pretax loss   $(44,787)  $(54,989)  $(116,701)  $(128,430) 
Provision for (benefit from) income taxes   $ 1,116   $(20,087)  $ 3,190   $ (55,964) 
Effective rate    2.5%   -36.5%   2.7%   -43.6% 

As of December 31, 2013, we reported a total deferred tax valuation allowance of $82.5 million within our condensed
consolidated balance sheet. As of September 30, 2014, our total deferred tax valuation allowance was $141.2 million, reflecting an
increase of $58.7 million in the current year to date as a result of the inability to record an income tax benefit related to current year
losses. After considering both positive and negative evidence related to the likelihood of realization of the deferred tax assets, we have
determined that it is necessary to continue to record this valuation allowance against our net deferred tax assets as of September 30,
2014. The effective tax provision for the quarter and year to date ended September 30, 2014 approximates $1.1 million and $3.2
million, respectively.

The cumulative effect of federal and state valuation losses reduced the effective tax rate benefit by 39.3%. The current year tax
rate was also impacted by nominal uncertain tax position activity and the recording of discrete items for the recent closure of a federal
tax audit for the tax years 2008 through 2012, the net effect of which resulted in a 2.7% effective tax rate.
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We estimate that it is reasonably possible that the liability for unrecognized tax benefits for a variety of uncertain tax positions
will decrease by up to $1.9 million in the next twelve months as a result of the completion of various tax audits currently in process and
the expiration of the statute of limitations in several jurisdictions. The income tax rate for the quarter and year to date ended
September 30, 2014 does not take into account the possible reduction of the liability for unrecognized tax benefits. The impact of a
reduction to the liability will be treated as a discrete item in the period the reduction occurs. We recognize interest and penalties related
to unrecognized tax benefits in tax expense. As of September 30, 2014, we had accrued $2.3 million as an estimate for reasonably
possible interest and accrued penalties.

Our tax returns are routinely examined by federal, state, local and foreign tax authorities and these audits are at various stages of
completion at any given time. The Internal Revenue Service recently completed its examination of our U.S. income tax returns for the
tax years of 2008 through 2012.

11. SHARE-BASED COMPENSATION

Overview of Share-Based Compensation Plans

The Career Education Corporation 2008 Incentive Compensation Plan (the “2008 Plan”) authorizes awards of stock options, stock
appreciation rights, restricted stock, restricted stock units, deferred stock, performance units, annual incentive awards, and substitute
awards, which generally may be settled in cash or shares of our common stock. Any shares of our common stock that are subject to
awards of stock options or stock appreciation rights payable in shares will be counted as 1.0 share for each share issued for purposes of
the aggregate share limit and any shares of our common stock that are subject to any other form of award payable in shares will be
counted as 1.67 shares for each share issued for purposes of the aggregate share limit. As of September 30, 2014, there were
approximately 6.1 million shares of common stock available for future share-based awards under the 2008 Plan, which is net of
4.0 million shares issuable upon exercise of outstanding options. This amount does not reflect 0.6 million and 0.1 million shares
underlying restricted stock units and deferred stock units, respectively, as of September 30, 2014, which will be settled in shares of our
common stock if the vesting conditions are met and thus reduce the common stock available for future share-based awards under the
2008 Plan by the amount vested, multiplied by the applicable factor under the plan. The vesting of all types of equity awards (stock
options, stock appreciation rights, restricted stock awards and restricted stock units) is subject to possible acceleration in certain
circumstances. Generally, if a plan participant terminates employment for any reason other than by death or disability during the
vesting period, the right to unvested equity awards is forfeited.

As of September 30, 2014, we estimate that compensation expense of approximately $6.0 million will be recognized over the next
four years for all unvested share-based awards that have been granted to participants, including stock options, shares of restricted stock,
restricted stock units and deferred stock units to be settled in shares of stock but excluding restricted stock units to be settled in cash.

Stock Options. The exercise price of stock options and stock appreciation rights granted under each of the plans is equal to the fair
market value of our common stock on the date of grant. Employee stock options generally become exercisable 25% per year over a
four-year service period beginning on the date of grant and expire ten years from the date of grant. Non-employee directors’ stock
options expire ten years from the date of grant and generally become exercisable as follows: one-fourth on the grant date and one-
fourth for each of the first through third anniversaries of the grant date. Grants of stock options are generally only subject to the service
conditions discussed previously.
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Stock option activity during the year to date ended September 30, 2014 under all of our plans was as follows (options in
thousands):
 

   Options  
Weighted Average

Exercise Price  
Outstanding as of December 31, 2013    3,900   $ 15.15  

Granted    746    6.89  
Exercised    —      —    
Forfeited    (281)   4.79  
Cancelled    (324)   39.94  

    
 

 

Outstanding as of September 30, 2014    4,041   $ 12.36  
    

 

 

Exercisable as of September 30, 2014    2,377   $ 17.44  
    

 

 

Restricted Stock and Restricted Stock Units to be Settled in Stock. Restricted stock and restricted stock units to be settled in shares
of stock generally become fully vested either three years after the date of grant or 25% per year over a four-year service period
beginning on the date of grant. Certain awards to plan participants referred to as “performance-based” are subject to performance
conditions that, even if the requisite service period is met, may reduce the number of shares or units of restricted stock that vest at the
end of the requisite service period or result in all shares or units being forfeited.

The following table summarizes information with respect to all outstanding restricted stock and restricted stock units to be settled
in shares of stock under our plans during the year to date ended September 30, 2014 (shares and units in thousands):
 
   Restricted Stock to be Settled in Shares of Stock  

   Shares  

Weighted
Average

Grant-Date
Fair Value
Per Share    Units   

Weighted
Average

Grant-Date
Fair Value
Per Unit    Total  

Outstanding as of December 31, 2013    221   $ 22.19     539   $ 8.30     760  
Granted    —      —       319    6.57     319  
Vested    (135)   23.02     (136)   8.61     (271) 
Forfeited    (36)   20.71     (131)   7.90     (167) 

    
 

     
 

     
 

Outstanding as of September 30, 2014    50   $ 21.47     591   $ 7.39     641  
    

 

     

 

     

 

Deferred Stock Units to be Settled in Stock. In the second quarter of 2014 and for the first time since inception of any of our plans,
we granted deferred stock units to our non-employee directors. The deferred stock units are to be settled in shares of stock and
generally vest one-third per year over a three-year service period beginning on the date of grant. Settlement of the deferred stock units
and delivery of the underlying shares of stock to the plan participant does not occur until he or she ceases to provide services to the
Company in the capacity of a director, employee or consultant.

The following table summarizes information with respect to all deferred stock units during the year to date ended September 30,
2014 (units in thousands):
 

   

Deferred
Stock Units
to be Settled

in Shares    

Weighted
Average

Grant-Date
Fair Value
Per Unit  

Outstanding as of December 31, 2013    —      $ —    
Granted    117     4.39  
Vested    —       —    
Forfeited    —       —    

    
 

  

Outstanding as of September 30, 2014    117    $ 4.39  
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Restricted Stock Units to be Settled in Cash. Restricted stock units to be settled in cash generally become fully vested 25% per
year over a four-year service period beginning on the date of grant. Cash-settled restricted stock units are recorded as liabilities as the
expense is recognized and the fair value for these awards is determined at each period end date with changes in fair value recorded in
our statement of loss and comprehensive loss in the current period. Cash-settled restricted stock units are settled with a cash payment
for each unit vested equal to the closing price on the vesting date. Cash-settled restricted stock units are not included in common shares
reserved for issuance or available for issuance under the 2008 Plan.

The following table summarizes information with respect to all cash-settled restricted stock units during the year to date ended
September 30, 2014 (units in thousands):
 

   

Restricted
Stock Units
to be Settled

in Cash  
Outstanding as of December 31, 2013    2,289  

Granted    981  
Vested    (756) 
Forfeited    (469) 

    
 

Outstanding as of September 30, 2014    2,045  
    

 

Upon vesting, based on the conditions set forth in the award agreements, these units will be settled in cash. We valued these units
in accordance with the guidance set forth by FASB ASC Topic 718 – Compensation-Stock Compensation and recognized $3.2 million
of expense for the year to date 2014 for all cash-settled restricted stock units; of which $0.8 million was recorded during the quarter
ended September 30, 2014.

Stock-Based Compensation Expense. Total stock-based compensation expense during the quarter and year to date ended
September 30, 2014 and 2013 for all types of awards was as follows (dollars in thousands):
 

   

For the
Quarter Ended
September 30,    

For the
Year to Date Ended

September 30,  
Award Type   2014    2013    2014    2013  
Stock Options   $ 263    $ 559    $1,055    $1,730  
Restricted stock or units settled in stock    677     1,141     2,225     3,347  
Restricted stock units settled in cash    764     493     3,108     1,157  
Stock appreciation rights settled in cash    51     17     105     35  

    
 

    
 

    
 

    
 

Total stock-based compensation expense   $1,755    $2,210    $6,493    $6,269  
    

 

    

 

    

 

    

 

Performance Unit Awards. Performance unit awards granted during 2013 and 2014 are long-term incentive, cash-based awards.
Payment of these awards is based upon a calculation of Total Shareholder Return (“TSR”) of CEC as compared to TSR across a
specified peer group of our competitors over a three-year performance period ending on December 31, 2015 and 2016, respectively.
These awards are recorded as liabilities as the expense is recognized and fair value for these awards is revalued at each period end date
with changes in fair value recorded in our statement of loss and comprehensive loss in the current period. A liability of $3.0 million
was recorded as of September 30, 2014, which represents the fair value of the liability incurred through September 30, 2014 for these
awards; $1.2 million was recorded during the quarter ended September 30, 2014.

12. WEIGHTED AVERAGE COMMON SHARES

Basic net (loss) income per share is calculated by dividing net (loss) income by the weighted average number of common shares
outstanding for the period. Diluted earnings per share is computed by dividing net (loss) income by the weighted average number of
shares assuming dilution. Dilutive common shares outstanding
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is computed using the Treasury Stock Method and reflects the additional shares that would be outstanding if dilutive stock options were
exercised and restricted stock and restricted stock units were settled for common shares during the period.

Due to the fact that we reported a loss from continuing operations for the quarters and years to date ended September 30, 2014
and 2013, potential common stock equivalents are excluded from the diluted common shares outstanding calculation. Per FASB ASC
Topic 260 – Earnings Per Share, an entity that reports discontinued operations shall use income or loss from continuing operations as
the benchmark for calculating diluted common shares outstanding, and as such, we have zero common stock equivalents since these
shares would have an anti-dilutive effect on our net loss per share for the quarters and years to date ended September 30, 2014 and
2013.

13. SEGMENT REPORTING

Our segments are determined in accordance with FASB ASC Topic 280—Segment Reporting and are based upon how the
Company analyzes performance and makes decisions. Each segment represents a group of postsecondary education providers that offer
a variety of degree and non-degree academic programs. These segments are organized by key market segments to enhance brand focus
and operational alignment within each segment to more effectively execute our strategic plan. Our reporting segments are described
below.

University Schools:

Colorado Technical University (CTU) collectively offers academic programs in the career-oriented disciplines of business
studies, information systems and technologies, criminal justice, computer science and engineering, and health sciences in an online,
classroom or laboratory setting.

American InterContinental University (AIU) collectively offers academic programs in the career-oriented disciplines of business
studies, information technologies, criminal justice and design technologies in an online, classroom or laboratory setting.

Career Schools:

Career Colleges includes Briarcliffe College, Brooks Institute, Harrington College of Design, Missouri College and our Sanford-
Brown institutions. The Career Colleges group collectively offers academic programs primarily in the career-oriented discipline of
health education complemented by certain programs in business studies and information technology, as well as visual communications,
fashion design, photography, interior design, graphic design and video production in a classroom, laboratory or online setting.

Culinary Arts includes our Le Cordon Bleu institutions in North America which collectively offer hands-on educational programs
in the career-oriented disciplines of culinary arts and patisserie and baking in the commercial-grade kitchens of Le Cordon Bleu. Le
Cordon Bleu also provides online programs in culinary arts and hotel and restaurant management.

Transitional Schools includes our campuses that are currently being taught out.

We evaluate segment performance based on operating results. Adjustments to reconcile segment results to consolidated results are
included under the caption “Corporate and Other,” which primarily includes unallocated corporate activity and eliminations.
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Summary financial information by reporting segment is as follows (dollars in thousands):
 
   For the Quarter Ended September 30,  
   Revenue   Operating (Loss) Income  

   2014    
% of
Total   2013    

% of
Total   2014    2013  

CTU   $ 82,410     36.2%  $ 82,185     33.7%  $ 10,698    $ 9,615  
AIU    51,889     22.8%   56,284     23.1%   (4,194)    (5,930) 

    
 

     
 

     
 

    
 

Total University Schools    134,299     59.0%   138,469     56.7%   6,504     3,685  
    

 
     

 
     

 
    

 

Career Colleges (1)    40,799     17.9%   45,900     18.8%   (29,908)    (17,242) 
Culinary Arts (2)    44,499     19.6%   44,256     18.1%   (12,602)    (23,655) 

    
 

     
 

     
 

    
 

Total Career Schools    85,298     37.5%   90,156     36.9%   (42,510)    (40,897) 
    

 
     

 
     

 
    

 

Corporate and Other (3)    52     0.0%   —       0.0%   2,528     (7,561) 
    

 
     

 
     

 
    

 

Subtotal    219,649     96.6%   228,625     93.6%   (33,478)    (44,773) 
Transitional Schools    7,803     3.4%   15,545     6.4%   (11,390)    (10,099) 

    
 

     
 

     
 

    
 

Total   $227,452     100.0%  $244,170     100.0%  $ (44,868)   $ (54,872) 
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   For the Year to Date Ended September 30,  
   Revenue   Operating (Loss) Income  

   2014    
% of
Total   2013    

% of
Total   2014   2013  

CTU   $ 254,371     36.5%  $ 258,504     33.2%  $ 46,136   $ 42,932  
AIU    154,147     22.1%   182,518     23.5%   (9,108)   (1,763) 

    
 

     
 

     
 

   
 

Total University Schools    408,518     58.6%   441,022     56.7%   37,028    41,169  
    

 
     

 
     

 
   

 

Career Colleges (1)    131,220     18.8%   147,065     18.9%   (60,103)   (56,617) 
Culinary Arts (2)    129,312     18.5%   134,771     17.3%   (50,420)   (52,809) 

    
 

     
 

     
 

   
 

Total Career Schools    260,532     37.4%   281,836     36.2%   (110,523)   (109,426) 
    

 
     

 
     

 
   

 

Corporate and Other (3)    190     0.0%   —       0.0%   (14,121)   (24,979) 
    

 
     

 
     

 
   

 

Subtotal    669,240     96.0%   722,858     92.9%   (87,616)   (93,236) 
Transitional Schools    28,151     4.0%   54,831     7.1%   (29,291)   (28,231) 

    
 

     
 

     
 

   
 

Total   $ 697,391     100.0%  $ 777,689     100.0%  $ (116,907)  $ (121,467) 
    

 

     

 

     

 

   

 

   Total Assets as of (4)            

   
September 30,

2014       
December 31,

2013            
CTU   $ 74,981     $ 75,275      
AIU    53,557      54,426      

    
 

     
 

    

Total University Schools    128,538      129,701      
    

 
     

 
    

Career Colleges    34,560      53,791      
Culinary Arts    89,106      108,349      

    
 

     
 

    

Total Career Schools    123,666      162,140      
    

 
     

 
    

Corporate and Other    360,335      491,822      
    

 
     

 
    

Subtotal    612,539      783,663      
Transitional Schools    9,864      14,078      
Discontinued Operations    1,633      7,304      

    
 

     
 

    

Total   $ 624,036     $ 805,045      
    

 

     

 

     
(1) The third quarter of 2014 operating loss includes $12.8 million of asset impairment charges. The year to date 2013 operating loss

includes $8.6 million related to legal settlements and a $1.7 million trade name impairment charge.
(2) The third quarter of 2014 operating loss includes $1.5 million of trade name impairment charges. The year to date 2014 and 2013

operating loss includes $8.9 million and $13.0 million of trade name impairment charges, respectively.
(3) The third quarter of 2014 operating income includes an insurance recovery of $8.6 million.
(4) Total assets do not include intercompany receivable or payable activity between campuses and corporate and investments in

subsidiaries.
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14. SUBSEQUENT EVENTS

On October 31, 2014, the Company entered into a First Amendment to Amended and Restated Credit Agreement with our current
lender to increase the Company’s revolving credit facility from $70 million to $120 million. The terms of the amended Credit
Agreement remain largely unchanged with the exception of maintaining a minimum three month average cash, cash equivalents and
investments balance of $190 million, subject to certain adjustments for real estate buyout transactions. This financial covenant replaced
the previous covenant of maintaining a minimum cash, cash equivalents and investments balance of $200 million. The revolving credit
facility under the amended Credit Agreement is scheduled to mature on June 30, 2016.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The discussion below contains “forward-looking statements,” as defined in Section 21E of the Securities Exchange Act of 1934,
as amended, that reflect our current expectations regarding our future growth, results of operations, cash flows, performance and
business prospects, and opportunities, as well as assumptions made by, and information currently available to, our management. We
have tried to identify forward-looking statements by using words such as “anticipate,” “believe,” “expect,” “estimate,” “trend,”
“will,” “continue to” and similar expressions, but these words are not the exclusive means of identifying forward-looking statements.
These statements are based on information currently available to us and are subject to various risks, uncertainties, and other factors,
including, but not limited to, those matters discussed in Part I, Item 1A “Risk Factors” in our Annual Report on Form 10-K for the
year ended December 31, 2013 that could cause our actual growth, results of operations, cash flows, performance, business prospects
and opportunities to differ materially from those expressed in, or implied by, these statements. Except as expressly required by the
federal securities laws, we undertake no obligation to update such factors or to publicly announce the results of any of the forward-
looking statements contained herein to reflect future events, developments, or changed circumstances, or for any other reason.

Overview

The colleges, institutions and universities that are part of the Career Education Corporation (“CEC”) family offer high-quality
education to a diverse student population in a variety of career-oriented disciplines through online, on-ground and hybrid learning
program offerings. In addition to its online offerings, Career Education serves students from campuses throughout the United States
offering programs that lead to doctoral, master’s, bachelor’s and associate degrees, as well as to diplomas and certificates.

Our institutions include both universities that provide degree programs through the master or doctoral level and colleges that
provide programs through the associate and bachelor level. The University group includes American InterContinental University
(“AIU”) and Colorado Technical University (“CTU”) — predominantly serving students online with career-focused degree programs
that meet the educational demands of today’s busy adults. The Career Schools group offers career-centered education primarily through
ground-based campuses and includes Briarcliffe College, Brooks Institute, Harrington College of Design, Le Cordon Bleu North
America (“LCB”), Missouri College and Sanford-Brown Institutes and Colleges (“SBI” and “SBC,” respectively). Through our
colleges, institutions and universities, we are committed to providing high-quality education, enabling students to graduate and pursue
rewarding career opportunities.

In addition to the two campuses which were sold in the second quarter of 2014 and the seventeen campuses taught-out in the first
and second quarters of 2014, the company completed the teach-out of three additional campuses in the third quarter of 2014.
Accordingly, all current and prior periods reflect these campuses as components of discontinued operations.

The following Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”) should be
read in conjunction with our unaudited condensed consolidated financial statements and the notes thereto appearing elsewhere in this
Quarterly Report on Form 10-Q. The MD&A is intended to help investors understand the results of operations, financial condition and
present business environment. The MD&A is organized as follows:
 

 •  2014 Third Quarter Overview
 

 •  Consolidated Results of Operations
 

 •  Segment Results of Operations
 

 •  Summary of Critical Accounting Policies and Estimates
 

 •  Liquidity, Financial Position and Capital Resources
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Note Regarding Non-GAAP measures

The Company believes it is useful to present non-GAAP financial measures which exclude certain significant items as a means to
understand the performance of its core business. As a general matter, the Company uses non-GAAP financial measures in conjunction
with results presented in accordance with GAAP to help analyze the performance of its core business, assist with preparing the annual
operating plan, and measure performance for some forms of compensation. In addition, the Company believes that non-GAAP
financial information is used by analysts and others in the investment community to analyze the Company’s historical results and to
provide estimates of future performance and that failure to report non-GAAP measures could result in a misplaced perception that the
Company’s results have underperformed or exceeded expectations.

We believe adjusted EBITDA allows us to compare our current operating results with corresponding historical periods and with
the operational performance of other companies in our industry because it does not give effect to potential differences caused by items
we do not consider reflective of underlying operating performance. We also present adjusted EBITDA because we believe it is
frequently used by securities analysts, investors and other interested parties as a measure of performance. In evaluating adjusted
EBITDA, investors should be aware that in the future we may incur expenses similar to the adjustments presented below. Our
presentation of adjusted EBITDA should not be construed as an inference that our future results will be unaffected by expenses that are
unusual, non-routine or non-recurring. Adjusted EBITDA has limitations as an analytical tool, and you should not consider it in
isolation, or as a substitute for net income (loss), operating income (loss), or any other performance measure derived in accordance and
reported under GAAP or as an alternative to cash flow from operating activities or as a measure of our liquidity.

Non-GAAP financial measures when viewed in a reconciliation to corresponding GAAP financial measures, provides an
additional way of viewing the Company’s results of operations and the factors and trends affecting the Company’s business. Non-
GAAP financial measures should be considered as a supplement to, and not as a substitute for, or superior to, the corresponding
financial results presented in accordance with GAAP.

2014 THIRD QUARTER OVERVIEW

Our continued focus and dedication to our students’ success yielded another quarter of both positive financial and operational
metric trends. During the third quarter of 2014, our progress against executing our strategic plan yielded an increase in revenue as
compared to the prior year quarter for both our CTU and Culinary Arts segments; this increase was the first increase in revenue for
each of these segments in over three years. As a result of the continued progress of our initiatives, we find ourselves in a much stronger
position as compared to the prior year, despite the continued regulatory challenges and enrollment trends experienced within the
postsecondary, proprietary education industry.

Excluding our campuses within the Transitional Schools segment, which no longer enroll new students, revenue for ongoing
operations declined approximately 3.9% as a result of approximately 300 fewer total student enrollments as compared to the prior year
quarter. For continuing operations, including Transitional Schools, our revenue declined approximately 6.8% and total student
enrollments declined 4.5% as compared to the prior year quarter. For the current year quarter, we reported an operating loss of $44.9
million as compared to an operating loss of $54.9 million in the prior year quarter. The current quarter results included $14.5 million of
asset impairment charges as compared to $11.6 million of asset impairment charges in the prior year quarter. The increase in asset
impairment was offset with decreases in all remaining operating expense categories, including lower general and administrative
expenses driven by $8.6 million of income recognized for a net insurance recovery.

Within our University segments, revenue increased $0.2 million for CTU and declined $4.4 million or 7.8% for AIU as compared
to the prior year quarter. Operating income (loss) improved for both University segments resulting in a combined improvement of $2.8
million or 76.5% to $6.5 million for the current quarter as compared to the prior year quarter. Total student enrollments were
approximately 3.7% lower as compared to the prior year quarter and new student enrollments increased 14.4%.
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Within our Career Schools segments, revenue increased $0.2 million for Culinary Arts and declined $5.1 million or 11.1% for
Career Colleges and combined operating loss increased $1.6 million or 3.9% to $42.5 million for the current quarter as compared to the
prior year quarter, primarily due to increased asset impairment charges. Excluding impairment charges recorded during each period,
operating loss decreased $1.9 million or 6.3%.

Career Colleges experienced a decline in new student enrollments of approximately 8.2% and an approximate 10.7% decline in
total student enrollments as compared to the prior year quarter. We believe new student enrollments were impacted by a short-term
market disruption related to our Sanford-Brown brand consolidation and changes to our marketing strategy which led to fewer student
applications and ultimately fewer new student enrollments.

New student enrollments increased 14.5% for Culinary Arts for the current year quarter as compared to the prior year quarter
primarily due to a shift in student starts from the fourth quarter to the third quarter as compared to the prior year quarter. Excluding this
shift in timing, new student enrollments would have decreased 10.6% as compared to the prior year quarter. Total student enrollments
increased 26.3% for Culinary Arts as compared to the prior year primarily due to the re-introduction of the longer-term Associate
degree program as well as the shift in term start dates mentioned above.

The positive metrics that we have been experiencing are a result of our continued focus on executing against our key objectives:
 

 •  Strengthen academic outcomes, enhance regulatory compliance and simplify our business model;
 

 •  Generate modest total student enrollment growth within our University segments;
 

 •  Stabilize student enrollments within our Career Schools segments for the programs we intend to keep;
 

 •  Reduce the organizational cost structure; and
 

 •  Successfully complete the teach-out of our Transitional Schools.

We have worked to strengthen academic outcomes through the use of our intellipath adaptive learning tool. This software tool
serves as a powerful software platform to help our students learn by identifying and putting greater focus on content students need
additional help with, while challenging students in areas where they excel. We have found that through using intellipath our students
elect to complete more practice exercises and develop a greater level of mastery; thereby generating significant improvement in student
pass rates.

We have enhanced regulatory compliance in several areas, including re-accreditation of AIU by the Higher Learning Commission
and the improvement of 160 basis points in our recently released 3-year consolidated cohort default rate. Additionally, we have
simplified our business through the divestiture of our International business in late 2013 as well as taken actions to consolidate brands
within the Career Colleges segment and streamline our management structure to support the new operating model.

Within our University segments, we have generated strong growth in new student enrollments through the current year to date.
While a portion of this growth was a result of the change in how we calculate a new student enrollment due to the implementation of a
new student orientation process, the remainder of the growth relates to improvement in the underlying performance trends as compared
to the prior year. The rate of decline in total student enrollments has continued to decrease as we have progressed through the current
year to date as compared to the respective prior year periods. We expect to be total student enrollment positive within the online
division of our University segments in the fourth quarter of 2014. Changes in a few of our ground-based University campuses have
contributed to lower total student enrollments, in part due to the consolidation of one of our CTU ground-based campuses in which not
all students made the transition to the other campus. The stabilization of total student enrollments within our University segments
positions us to move forward.

We experienced continued favorable trends within our Career Schools segments related to improvements in the decline of total
student enrollments. Culinary Arts generated an increase in total student enrollments due to an
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increase in the number of students in the Associates program which has a longer term to completion. Within Career Colleges, we
experienced challenges earlier in the year due to both weather-related campus closures and market disruptions related to our Sanford-
Brown brand consolidation as well as our de-emphasis of certain programs such as Art & Design which have not produced positive
operating results and are not positioned well under the recently adopted gainful employment regulations. We expect these challenges to
continue to impact student enrollments and anticipate that we will see fluctuations within our operating results for Career Colleges in
the foreseeable future. To assist in generating new student enrollment, we are in the process of adding new programs at some campuses
to better serve local market needs and to replace some of the programs we are de-emphasizing.

We have continued to reduce our overall organizational cost structure and as a result, operating expenses for the third quarter of
2014 decreased by approximately $26.7 million as compared to the prior year quarter. This decrease is primarily a result of cost
reduction efforts and lower general and administrative expenses driven by a benefit recorded in the current quarter related to an
insurance recovery. For the current year to date, operating expenses were $84.9 million lower as compared to the prior year. We believe
there remains opportunities to remove additional costs from the organization.

We believe the use of an adjusted EBITDA measure allows us to compare our current operating results with corresponding
historical periods and with the operational performance of other companies in our industry because it does not give effect to potential
differences caused by items we do not consider reflective of underlying operating performance. Adjusted EBITDA for the current
quarter as well as the previous four quarters is presented below.
 
Adjusted EBITDA   Q3 2014   Q2 2014   Q1 2014   Q4 2013   Q3 2013  
($ in thousands)                 
Ongoing Operations:       
Pre-tax loss from continuing operations   $(44,787)  $(31,984)  $(39,930)  $ (43,458)  $(54,989) 
Transitional Schools operating loss    11,390    9,642    8,259    12,944    10,099  
Interest (income) expense, net    (120)   (177)   (25)   65    15  
Loss (gain) on sale of business    —      —      —      (68)   39  
Depreciation and amortization (1)    11,950    12,554    13,029    13,661    13,990  
Stock-based compensation (1)    950    1,020    1,341    1,580    1,713  
Legal settlements (1) (2)    —      1,600    5,850    17,000    300  
Asset impairments (1)    14,396    7,403    74    3,050    11,513  
Unused space charges (1) (3)    (226)   (879)   (606)   (2,924)   1,184  
Insurance recovery    (8,588)   —      —      —      —    

    
 

   
 

   
 

   
 

   
 

Adjusted EBITDA—Ongoing Operations (4)   $(15,035)  $ (821)  $(12,008)  $ 1,850   $(16,136) 
    

 
   

 
   

 
   

 
   

 

Adjusted EBITDA per diluted share   $ (0.22)  $ (0.01)  $ (0.18)  $ 0.03   $ (0.24) 
    

 

   

 

   

 

   

 

   

 

Memo: Advertising Expenses (1)   $ 69,875   $ 56,224   $ 69,379   $ 56,077   $ 70,936  
    

 

   

 

   

 

   

 

   

 

Transitional Schools and Discontinued Operations:       
Pre-tax (loss) income from discontinued operations   $ (2,065)  $(12,726)  $(17,993)  $ 117,272   $(21,712) 
Transitional Schools operating loss    (11,390)   (9,642)   (8,259)   (12,944)   (10,099) 
Loss (gain) on sale of business (5)    —      311    —      (130,109)   —    
International Schools operating (income) loss    —      —      —      (11,434)   7,608  
Interest (income) expense, net    —      —      —      (51)   (21) 
Depreciation and amortization (5)    1,191    1,840    2,402    2,765    2,961  
Legal settlements (2)(5)    225    —      —      —      —    
Asset impairments (5)    89    51    (7)   3,933    72  
Unused space charges (3)(5)    (3,485)   1,436    3,099    5,766    (3,092) 

    
 

   
 

   
 

   
 

   
 

Adjusted EBITDA—Transitional and Discontinued
Operations   $(15,435)  $(18,730)  $(20,758)  $ (24,802)  $(24,283) 

    
 

   
 

   
 

   
 

   
 

Adjusted EBITDA per diluted share   $ (0.23)  $ (0.28)  $ (0.31)  $ (0.37)  $ (0.36) 
    

 

   

 

   

 

   

 

   

 

 
(1) Quarterly amounts relate to ongoing operations, excluding Transitional Schools.
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(2) Legal settlement amounts are net of insurance recoveries.
(3) Unused space charges include initial charge and subsequent accretion.
(4) Adjusted EBITDA amounts of -$1.0 million, -$0.9 million, -$0.8 million, -$0.8 million and -$0.6 million for each of the

sequential quarters represented above beginning with the third quarter of 2014, respectively, are attributed to a campus in the
process of being closed that is still reported within the AIU segment in accordance with ASC Topic 280—Segment Reporting.

(5) Quarterly amounts relate to Transitional Schools and Discontinued Operations.

Adjusted EBITDA for ongoing operations, which excludes Transitional Schools, improved $1.1 million or 6.8% for the third
quarter of 2014 as compared to the same quarter last year as revenue declines of $9.0 million were more than offset by reduced
operating expenses. Adjusted EBITDA was -$15.0 million or -$0.22 per diluted share for the third quarter of 2014 as compared to
-$16.1 million or -$0.24 per diluted share for the third quarter of 2013. This favorability is a result of continued efforts to align current
cost structure with total student enrollment. We expect that our ongoing operations will be adjusted EBITDA positive in the fourth
quarter of 2014 and will be adjusted EBITDA positive for the full year 2015, although not necessarily for each quarter as advertising
investments are typically heavier in the first and third quarters of each year as reflected above in the table.

Adjusted EBITDA for Transitional Schools and Discontinued Operations was -$15.4 million or -$0.23 per diluted share for the
third quarter of 2014 as compared to -$24.3 million or -$0.36 per diluted share for the third quarter of 2013. This favorability is a result
of the completion of teach-out campus operations and continued focus on exiting and reducing lease obligations once a teach-out is
complete. Lease obligations are a large component of our cost structure and cash usage. In addition to leases associated with our
ongoing operations, campuses that have completed the teach-out process more often than not have ongoing lease obligations that
continue for some time. We intend to continue to be proactive in our efforts to lower our real estate exposure, including termination
agreements, sublease agreements and space consolidation. During the past twelve months we have entered into sublease agreements
and early termination agreements which will result in lease cash savings of $46 million, net of cash payments over the remaining life of
the leases. See Contractual Obligations under Liquidity, Financial Position and Capital Resources for further information regarding our
remaining lease obligations. We anticipate adjusted EBITDA for Transitional Schools and Discontinued Operations to continue to
decrease through 2015 and we expect adjusted EBITDA to be approximately negative $71.0 million for the full year 2014 and
approximately negative $62.0 million for the full year 2015 based on the current composition of our Transitional Schools segment.

Within Transitional Schools, we closed three additional campuses in the third quarter of 2014, bringing the total to nineteen
schools closed in the current year to date as well as divested one campus in the second quarter of 2014. We have one additional campus
that has completed its teach-out in the fourth quarter of 2014. During the current quarter, we made the decision to teach-out an
additional three Career College campuses. This decision was consistent with our plans of de-emphasizing certain Art & Design
programs. The full year 2013 revenue and operating loss associated with these three campuses was $22.2 million and -$10.9 million,
respectively. As we continue to complete the teach-out of the Transitional School campuses, we expect the operating loss and cash
consumption associated with these campuses to decrease. We continue to analyze the student outcomes and financial performance of
each of our programs and campuses to make the necessary decisions that are in the best interest of our students, as well as for long-
term success and value creation for the organization.

As an organization, our focus continues to be to Enroll, Educate and Place our students into a better position to succeed
professionally and to close the gap between students and employers. In doing so, we create a winning formula for our students, for
employers that hire our graduates and for our shareholders. While a lot of challenging work remains to complete our turnaround
strategy and effectively execute on our key objectives, we continue to make excellent progress in our turnaround plan. Recently, our
lender increased the amount of our revolving credit facility from $70.0 million to $120.0 million. The other terms of the Credit
Agreement remain largely unchanged with the exception of the addition of a minimum cash covenant which requires us to maintain a
rolling three-month average cash, cash equivalents and investments balance of $190 million, subject to certain
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adjustments for real estate buyout transactions. This increase in the revolving credit facility provides us with added flexibility to
support the continued turnaround of the business. We continue to believe that we are well-positioned to complete our turnaround
strategy and generate long-term profitability.

Regulatory updates

Gainful Employment. CEC institutions, and most other proprietary institutions, qualify for Title IV program participation on the
basis that they offer programs that, in addition to meeting other requirements, “prepare students for gainful employment in a
recognized occupation.” On October 30, 2014, the Department of Education (“ED”) published a new complex final regulation to define
“gainful employment,” a term used in the Higher Education Act which historically has not been defined by Congress or ED. In addition
to significant new disclosure requirements, the new definition establishes a formula by which ED will determine if a program is
eligible to participate in Title IV federal aid programs. The regulation requires graduates of programs three years beyond graduation to,
on average, have debt that is less than 8% of their annual earnings or 20% of their discretionary income. Programs whose graduates
have debt that accounts for between 8% and 12% of their annual earnings, or between 20% and 30% of their discretionary income, will
be considered to be in the “zone” for meeting the gainful employment standard. Programs whose graduates have debt that is greater
than 12% of annual earnings or 30% of discretionary income will fail the gainful employment test. Institutions with a program that fails
to meet the gainful employment test for two out of three years, or that either fail or are in the zone for three out of four years, lose
eligibility for that program to participate in Title IV for at least three years. Institutions with a program that is within a year of
potentially disqualifying for participation must notify current and prospective students of the program of its potential loss of access to
Title IV funds and the plan for continuation of the program or refunding tuition to students should the program fail to pass the gainful
employment threshold in the subsequent year.

Under the new regulation, debt is calculated based on the lesser of actual median or mean debt, or the cost of tuition, fees, books,
supplies and equipment. For the first five to seven years after the Secretary of Education begins to report gainful employment results,
depending upon the length of the academic program, the Secretary will substitute for the average debt of the measurement cohort the
average debt of the most recent graduating cohort. Earnings are based on data to be provided by the Social Security Administration
(“SSA”). Institutions will have an opportunity to review and correct the list of students who will be submitted to SSA for the earnings
query, but will not have an opportunity to inspect, review, question or appeal the results provided by SSA.

Although we have been anticipating the regulation, we are still analyzing the impact and we cannot accurately predict which of
our programs are at risk for failure or being in the zone because, among things, we do not have current data from SSA. However, aside
from the impact of the additional disclosure obligations, we believe that certain of our Culinary and Art & Design programs have the
greatest risk of losing Title IV eligibility and that our University segment programs are more likely to pass the new gainful employment
eligibility test. We are de-emphasizing certain Art & Design programs which have not produced positive operating results and are not
positioned well under the new gainful employment regulations, and we are working to launch new programs that we believe are likely
to have better gainful employment outcomes. Within Culinary Arts, we have several options we will continue to consider, including
reverting back to the shorter and less expensive Certificate program, pricing changes or organizational and structural changes. While
we believe we have adequate time to implement program changes and other decisions designed to satisfy the requirements of the new
gainful employment regulation, our business could be materially impacted. There can be no assurance that the Company’s actions will
result in compliance and the regulation could adversely affect the eligibility of the programs we offer.

Recent Student Achievement Reporting. Our campuses accredited by the Accrediting Council for Independent Colleges and
Schools (“ACICS”) recently filed annual reports with ACICS, including graduate employment placement rates and student retention
rates for the 2014 reporting year. The ACICS benchmark placement and retention rate for the 2014 reporting year is 70%, with a
minimum acceptable compliance standard of 60%.
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For the 2014 reporting year, all of our 32 ACICS-accredited campuses that are not in teach-out (including satellite campuses that
separately report to ACICS) reported institutional placement rates at or above ACICS’ minimum compliance standard, including 26
campuses at or above the benchmark rate. Twenty-nine of these 32 campuses reported improvement in overall placement compared to
2013. There are 265 programs offered by these 32 ACICS-accredited campuses that reported rates this year. Only 20 of the programs
with at least ten graduates reported program level placement rates below the minimum compliance standard. Six programs have not
come into compliance with ACICS’ placement requirements within the designated compliance timeframe from 2012 or 2013 reporting.

For the 2014 reporting year, all but one of our 32 ACICS-accredited campuses that are not in teach-out (including satellite
campuses that separately report to ACICS) reported institutional retention rates at or above ACICS’ minimum compliance standard,
including 28 campuses at or above the benchmark rate. This is the first year that the one campus reported an institutional retention rate
below the minimum compliance standard. At the program level, only 15 of the programs with at least ten enrollments reported program
level retention rates below the minimum compliance standard. At this time, there are no programs that have not come into compliance
with ACICS’ retention requirements within the designated compliance timeframe from 2012 or 2013 reporting.

We anticipate that campuses and programs below a benchmark rate will be subject to increased levels of accreditation oversight.
This oversight includes, depending on the extent to which each campus or program fell below the ACICS benchmark standards, more
detailed or frequent reporting requirements, the submission of an improvement plan, attendance at a workshop, participation in a
consultation or additional restrictions for new program and location approvals. Campuses and programs failing to meet any minimum
compliance standard within ACICS’ designated compliance timeframe could face additional sanctions, including the loss of
accreditation.

In October 2014, our five campuses accredited by the Accrediting Commission of Career Schools and Colleges (“ACCSC”) filed
annual reports with ACCSC for the ACCSC 2014 reporting year, and only eight of the 39 programs reported for these campuses fell
below the ACCSC benchmark for either placement rate or graduation rate, including two that fell below for the second consecutive
year and two that fell below for the third consecutive year. We anticipate that these eight programs will remain subject to additional
monitoring and reporting requirements relating to placement and graduation rates and other student achievement outcomes.

Cohort Default Rates. In late September 2014, ED released the official three-year cohort default rates (“CDR”) for the 2011
cohort. With one exception, these official rates were generally in line with our expectations. Across our institutions as a whole, our
three-year rates for 2011 decreased (i.e., improved) from the three-year rates from both 2010 and from 2009, marking our second
consecutive year of improvement from the initial 2009 official rates. One institution, LCB Austin, which includes five Culinary Arts
campuses which are not in teach-out, had a three-year official rate for 2011 in excess of the applicable 30% standard, which we are
appealing. Based on information received from both the initial draft rates and responses received from ED during the challenge
process, we believe that the ultimate outcome of the appeal process will be that LCB Austin’s 2011 official CDR rate will end up less
than 30%. LCB Austin’s 2010 CDR rates were under 30%, therefore if the 2011 rate remains unchanged following appeal, this would
mark the first year of failure for LCB Austin. See Item 1, “Business – Student Financial Aid and Related Federal Regulation –
Compliance with Federal Regulatory Standards and Effect of Federal Regulatory Violations – Student Loan Default Rates” in our
Annual Report on Form 10-K for the year ended December 31, 2013 for more information about cohort default rates, our prior year
rates and ED’s related standards.
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CONSOLIDATED RESULTS OF OPERATIONS

The summary of selected financial data table below should be referenced in connection with a review of the following discussion
of our results of operations for the quarters and years to date ended September 30, 2014 and 2013. Results for the prior year quarter and
year to date have been recast to be comparable to the current year presentation (dollars in thousands):
 
  For the Quarter Ended September 30,   For the Year to Date Ended September 30,  

  2014   

% of
Total

Revenue  2013   

% of
Total

Revenue  2014   

% of
Total

Revenue  2013   

% of
Total

Revenue 
TOTAL REVENUE  $227,452    $244,170    $ 697,391    $ 777,689   

   

 

    

 

    

 

    

 

 

OPERATING EXPENSES         
Educational services and facilities (1)   82,892    36.4%   90,308    37.0%   243,690    34.9%   276,487    35.6% 
General and administrative (2)         

Advertising   70,897    31.2%   73,565    30.1%   198,780    28.5%   212,511    27.3% 
Admissions   30,625    13.5%   32,349    13.2%   94,258    13.5%   101,476    13.0% 
Administrative   53,596    23.6%   68,358    28.0%   195,546    28.0%   225,849    29.0% 
Bad debt   6,779    3.0%   7,416    3.0%   19,023    2.7%   19,755    2.5% 

   
 

    
 

    
 

    
 

 

Total general and
administrative expense   161,897    71.2%   181,688    74.4%   507,607    72.8%   559,591    72.0% 

Depreciation and amortization   13,070    5.7%   15,461    6.3%   41,063    5.9%   47,410    6.1% 
Asset impairment   14,461    6.4%   11,585    4.7%   21,938    3.1%   15,668    2.0% 

   
 

    
 

    
 

    
 

 

OPERATING LOSS   (44,868)   -19.7%   (54,872)   -22.5%   (116,907)   -16.8%   (121,467)   -15.6% 
   

 

    

 

    

 

    

 

 

PRETAX LOSS   (44,787)   -19.7%   (54,989)   -22.5%   (116,701)   -16.7%   (128,430)   -16.5% 
PROVISION FOR (BENEFIT FROM)

INCOME TAXES   1,116    0.5%   (20,087)   -8.2%   3,190    0.5%   (55,964)   -7.2% 
   

 
    

 
    

 
    

 
 

Effective tax rate   2.5%    -36.5%    2.7%    -43.6%  
LOSS FROM CONTINUING

OPERATIONS   (45,903)   -20.2%   (34,902)   -14.3%   (119,891)   -17.2%   (72,466)   -9.3% 
LOSS FROM DISCONTINUED

OPERATIONS, net of tax   (2,065)   -0.9%   (52,162)   -21.4%   (32,784)   -4.7%   (61,191)   -7.9% 
   

 
    

 
    

 
    

 
 

NET LOSS  $ (47,968)   -21.1%  $ (87,064)   -35.7%  $(152,675)   -21.9%  $(133,657)   -17.2% 
   

 

    

 

    

 

    

 

  
(1) Educational services and facilities expense includes costs directly attributable to the educational activities of our schools, including:

salaries and benefits of faculty, academic administrators and student support personnel, and costs of educational supplies and facilities,
including rents on school leases, certain costs of establishing and maintaining computer laboratories, costs of student housing and owned
and leased facility costs. Also included in educational services and facilities expense are costs of other goods and services provided by
our schools, including costs of textbooks, laptop computers, restaurant services and contract training.

(2) General and administrative expense includes salaries and benefits of personnel in corporate and school administration, marketing,
admissions, financial aid, accounting, human resources, legal and compliance. Other expenses within this expense category include costs
of advertising and production of marketing materials, occupancy of the corporate offices and bad debt expense.
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Revenue

Current quarter and current year to date revenue decreased 6.8% and 10.3%, respectively, as compared to the prior periods driven
by the overall decline in total student enrollment. Excluding our Transitional Schools, which no longer enroll new students as they
teach out the campus, revenue declined approximately 3.9% for the current quarter and 7.4% for the current year to date as compared
to the respective prior periods. We experienced a slight increase in revenue within CTU and Culinary Arts which was offset with
decreases within the remaining segments. The slight increase in revenue for CTU and Culinary Arts was driven by an increase in
revenue per student and an increase in total student enrollments, respectively. Lastly, application volume within our Career Colleges
segment was negatively impacted in the short-term by market disruption related to the brand consolidation under our Sanford-Brown
name, which resulted in a decrease in new student enrollments during the current year to date as compared to the prior year,
contributing to the decrease in revenue.

Educational Services and Facilities Expense (dollars in thousands)
 
   For the Quarter Ended September 30,   For the Year to Date Ended September 30,  

   2014    

% of
Total

Revenue  2013    

% of
Total

Revenue  2014    

% of
Total

Revenue  2013    

% of
Total

Revenue 
Educational services and

facilities:              
Academics & student

related   $51,999     22.9%  $58,732     24.1%  $158,257     22.7%  $185,769     23.9% 
Occupancy    30,893     13.6%   31,576     12.9%   85,433     12.3%   90,718     11.7% 

    
 

     
 

     
 

     
 

  

Total educational services and
facilities   $82,892     36.4%  $90,308     37.0%  $243,690     34.9%  $276,487     35.6% 

    

 

     

 

     

 

     

 

  

The decrease in educational services and facilities expense as compared to the prior year quarter and year to date is driven by
lower academic costs, most notably faculty and bookstore costs and lower occupancy costs. The decrease in faculty and bookstore
costs is driven primarily by lower total student enrollment across most of our institutions as well as increased operational efficiencies.
The decrease in occupancy expenses is a result of our continued focus on optimizing real estate space across all of our locations.
Efforts to consolidate space within closely-situated schools as well as our corporate offices have resulted in a decrease in overall fixed
costs.

General and Administrative Expense (dollars in thousands)
 
   For the Quarter Ended September 30,   For the Year to Date Ended September 30,  

   2014    

% of
Total

Revenue  2013    

% of
Total

Revenue  2014    

% of
Total

Revenue  2013    

% of
Total

Revenue 
General and

administrative:              
Advertising   $ 70,897     31.2%  $ 73,565     30.1%  $198,780     28.5%  $212,511     27.3% 
Admissions    30,625     13.5%   32,349     13.2%   94,258     13.5%   101,476     13.0% 
Administrative    53,596     23.6%   68,358     28.0%   195,546     28.0%   225,849     29.0% 
Bad Debt    6,779     3.0%   7,416     3.0%   19,023     2.7%   19,755     2.5% 

    
 

     
 

     
 

     
 

  

Total general and
administrative expense   $161,897     71.2%  $181,688     74.4%  $507,607     72.8%  $559,591     72.0% 
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General and administrative expense has decreased for the current quarter and current year to date as compared to the respective
prior year periods, primarily due to decreases within administrative and advertising expenses. Administrative expense was lower as
compared to the prior year primarily due to both an $8.6 million insurance recovery recorded in the current year quarter and an
approximate $10.0 million legal settlement recorded in the prior year to date as well as our continued focus to reduce costs throughout
the organization. The lower advertising expense was driven by operational changes within marketing to continue to improve overall
efficiency.

Bad debt expense incurred by each of our segments during the quarters and years to date ended September 30, 2014 and 2013 was
as follows (dollars in thousands):
 
   For the Quarter Ended September 30,   For the Year to Date Ended September 30,  

   2014   

% of
Segment
Revenue  2013   

% of
Segment
Revenue  2014   

% of
Segment
Revenue  2013   

% of
Segment
Revenue 

Bad debt expense:          
CTU   $3,294    4.0%  $2,844    3.5%  $ 9,087    3.6%  $ 7,796    3.0% 
AIU    1,700    3.3%   2,133    3.8%   4,784    3.1%   5,167    2.8% 

    
 

    
 

    
 

    
 

 

Total University Schools    4,994    3.7%   4,977    3.6%   13,871    3.4%   12,963    2.9% 
Career Colleges    1,019    2.5%   1,181    2.6%   2,738    2.1%   2,823    1.9% 
Culinary Arts    926    2.1%   1,093    2.5%   2,411    1.9%   4,229    3.1% 

    
 

   
 

   
 

   
 

   
 

   
 

   
 

 

Total Career Schools    1,945    2.3%   2,274    2.5%   5,149    2.0%   7,052    2.5% 
Corporate and Other    (229)   NM    (374)   NM    (315)   NM    (1,187)   NM  

    
 

    
 

    
 

    
 

 

Subtotal    6,710    3.1%   6,877    3.0%   18,705    2.8%   18,828    2.6% 
Transitional Schools    69    0.9%   539    3.5%   318    1.1%   927    1.7% 

    
 

    
 

    
 

    
 

 

Total   $6,779    3.0%  $7,416    3.0%  $19,023    2.7%  $19,755    2.5% 
    

 

    

 

    

 

    

 

 

Total bad debt expense decreased for the current year quarter and year to date as compared to the corresponding prior year periods
primarily as a result of the decreasing total student enrollments for most segments. Bad debt as a percentage of total revenue remained
relatively flat as compared to both the prior year quarter and prior year to date.

Operating Loss

The operating loss reported for the current quarter and year to date decreased $10.0 million and $4.6 million, respectively, as
compared to the corresponding prior periods. Decreases within operating expenses, primarily due to reorganization efforts to reduce
costs, lower legal settlement expenses as compared to the prior year periods, operational efficiencies instituted across the organization
within academics, advertising and admissions as well as strategic decisions made related to optimization of facilities, have contributed
to operating margin improvement within the current year quarter as compared to the prior year quarter. The current year quarter and
year to date included increased asset impairment charges, related to trade name and fixed asset impairments within our Career Schools’
segments.

Provision for (Benefit from) Income Taxes

As of December 31, 2013, we reported a total deferred tax valuation allowance of $82.5 million within our condensed
consolidated balance sheet. As of September 30, 2014, our total deferred tax valuation allowance was $141.2 million, reflecting an
increase of $58.7 million in the current year to date as a result of the inability to record an income tax benefit related to the current year
losses. We have determined that it is necessary to continue to record this valuation allowance against our net deferred tax assets as of
September 30, 2014. The effective tax provision for the quarter and year to date ended September 30, 2014 was approximately $1.1
million and $3.2 million, respectively, resulting primarily from discrete items for the recent closure of a federal tax audit for the years
2008 through 2012. We will continue to evaluate our valuation allowance in future periods for any
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change in circumstances that may cause a change in judgment about the realizability of the deferred tax assets, but expect to continue
to record a valuation allowance against our deferred tax assets at least through 2015.

Loss from Discontinued Operations

The results of operations for campuses that have been taught-out or sold, and are considered distinct operations as defined under
FASB ASC Topic 205 – Presentation of Financial Statements, are presented within discontinued operations. During the third quarter of
2014, we completed the teach-out of three campuses. All current and prior period financial statements and the related notes herein,
including segment reporting, include the results of operations and financial position of these campuses as components of discontinued
operations. The decrease in operating loss in the current quarter and current year to date as compared to the respective prior year
periods is primarily related to the $39.9 million of tax expense recorded in the prior year quarter related to the sale of the International
schools. See Note 4 “Discontinued Operations” of the notes to our unaudited condensed consolidated financial statements for further
discussion.

SEGMENT RESULTS OF OPERATIONS

Management assesses results of operations for ongoing operations, excluding Transitional Schools, separately from Transitional
Schools. As schools within the Transitional Schools segment are fully taught-out, these schools will be recast as components of
discontinued operations. As a result, management’s long-term operational strategies and initiatives are primarily focused on ongoing
operations.

The following tables present unaudited segment results for the reported periods (dollars in thousands). Results for the prior year
quarter and year to date have been recast to be comparable to the current year presentation.
 
   For the Quarter Ended September 30,   For the Year to Date Ended September 30,  

       2014          2013      
%

    Change          2014          2013      
%

    Change     
REVENUE:        

CTU   $ 82,410   $ 82,185    0.3%  $ 254,371   $ 258,504    -1.6% 
AIU    51,889    56,284    -7.8%   154,147    182,518    -15.5% 

    
 

   
 

    
 

   
 

 

Total University Schools    134,299    138,469    -3.0%   408,518    441,022    -7.4% 
    

 
   

 
    

 
   

 
 

Career Colleges    40,799    45,900    -11.1%   131,220    147,065    -10.8% 
Culinary Arts    44,499    44,256    0.5%   129,312    134,771    -4.1% 

    
 

   
 

    
 

   
 

 

Total Career Schools    85,298    90,156    -5.4%   260,532    281,836    -7.6% 
    

 
   

 
    

 
   

 
 

Corporate and Other    52    —      NM    190    —      NM  
    

 
   

 
    

 
   

 
 

Subtotal    219,649    228,625    -3.9%   669,240    722,858    -7.4% 
Transitional Schools    7,803    15,545    -49.8%   28,151    54,831    -48.7% 

    
 

   
 

    
 

   
 

 

Total   $227,452   $244,170    -6.8%  $ 697,391   $ 777,689    -10.3% 
    

 

   

 

    

 

   

 

 

OPERATING (LOSS) INCOME:        
CTU   $ 10,698   $ 9,615    11.3%  $ 46,136   $ 42,932    7.5% 
AIU    (4,194)   (5,930)   29.3%   (9,108)   (1,763)   -416.6% 

    
 

   
 

    
 

   
 

 

Total University Schools    6,504    3,685    76.5%   37,028    41,169    -10.1% 
    

 
   

 
    

 
   

 
 

Career Colleges    (29,908)   (17,242)   -73.5%   (60,103)   (56,617)   -6.2% 
Culinary Arts    (12,602)   (23,655)   46.7%   (50,420)   (52,809)   4.5% 

    
 

   
 

    
 

   
 

 

Total Career Schools    (42,510)   (40,897)   -3.9%   (110,523)   (109,426)   -1.0% 
    

 
   

 
    

 
   

 
 

Corporate and Other    2,528    (7,561)   NM    (14,121)   (24,979)   NM  
    

 
   

 
    

 
   

 
 

Subtotal    (33,478)   (44,773)   25.2%   (87,616)   (93,236)   6.0% 
Transitional Schools    (11,390)   (10,099)   -12.8%   (29,291)   (28,231)   -3.8% 

    
 

   
 

    
 

   
 

 

Total   $ (44,868)  $ (54,872)   18.2%  $ (116,907)  $ (121,467)   3.8% 
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   For the Quarter Ended September 30,   For the Year to Date Ended September 30,  
       2014           2013           % Change          2014           2013           % Change     
NEW STUDENT ENROLLMENTS:            

CTU (1)    5,460     4,780     14.2%   15,560     13,710     13.5% 
AIU (1)    3,300     2,880     14.6%   11,210     9,600     16.8% 

    
 

    
 

     
 

    
 

  

Total University Schools    8,760     7,660     14.4%   26,770     23,310     14.8% 
    

 
    

 
     

 
    

 
  

Career Colleges    3,150     3,430     -8.2%   7,510     8,090     -7.2% 
Culinary Arts (2)    4,180     3,650     14.5%   8,370     8,720     -4.0% 

    
 

    
 

     
 

    
 

  

Total Career Schools    7,330     7,080     3.5%   15,880     16,810     -5.5% 
    

 
    

 
     

 
    

 
  

Subtotal    16,090     14,740     9.2%   42,650     40,120     6.3% 
Transitional Schools (3)    140     600     NM    440     1,670     NM  

    
 

    
 

     
 

    
 

  

Total    16,230     15,340     5.8%   43,090     41,790     3.1% 
    

 

    

 

     

 

    

 

  

   As of September 30,             
   2014    2013    % Change             
TOTAL STUDENT ENROLLMENT:            

CTU    19,800     20,500     -3.4%      
AIU    11,500     12,000     -4.2%      

    
 

    
 

       

Total University Schools    31,300     32,500     -3.7%      
    

 
    

 
       

Career Colleges    10,000     11,200     -10.7%      
Culinary Arts    10,100     8,000     26.3%      

    
 

    
 

       

Total Career Schools    20,100     19,200     4.7%      
    

 
    

 
       

Subtotal    51,400     51,700     -0.6%      
Transitional Schools    1,300     3,500     -62.9%      

    
 

    
 

       

Total    52,700     55,200     -4.5%      
    

 

    

 

        
(1) The increase in new student enrollments for the current quarter as compared to the prior year quarter was driven by both

underlying positive performance trends and the implementation of a new student orientation process in the first quarter of 2014,
which replaced our previously provided student readiness programs; this change impacts the way we calculate new student
enrollments. This internal policy change had a positive impact on 2014 new student enrollments as compared to 2013.

(2) New student enrollments benefitted from a shift in the start date for the September cohort. Excluding the impact of this shift in
timing, new student enrollments would have declined 10.6% as compared to the prior year quarter.

(3) Campuses within the Transitional Schools segment no longer enroll new students; students who re-enter after 365 days are
reported as new student enrollments.

University Schools. Current quarter and year to date revenue decreased approximately 3.0% and 7.4%, respectively, due to lower
total student enrollments as compared to the prior year periods. Current quarter revenue for our CTU segment increased slightly as
compared to the prior year quarter as a result of an increase in revenue per student due to an increase in the average credit load for our
students, partially offset with the slight decline in total student enrollment as compared to the prior year. For both our University
segments, an increase in new student enrollments for the current year quarter and year to date is driven by both the change in
methodology referred to above and increased applications in the current year to date. Total student enrollments, while favorably
impacted by the increase in new student enrollments, was 9.2% lower at the beginning of the year, resulting in an overall 3.7% decline
in total student enrollments for our University schools as of the third quarter of 2014 as compared to the prior year. We continue to see
positive trends in overall total enrollments as we progress through the year as a result of operational changes made to our admissions
processes.
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Current quarter and year to date operating income for the CTU segment increased $1.1 million or 11.3% and $3.2 million or
7.5%, respectively, as compared to the prior year periods. The slight increase in revenue for the current year quarter coupled with
reductions in operating expenses, particularly within occupancy, drove operating margin improvement for the CTU segment. Year to
date operating expense reductions within advertising, academics and occupancy were partially offset by a decline in revenue as
compared to the prior year period. Advertising expenses at CTU were lower as compared to the prior year period due to increased
efficiency within certain marketing channels.

Current quarter and year to date operating loss for the AIU segment was $4.2 million and $9.1 million, respectively. AIU’s
decline in revenue as compared to the prior periods was more than offset for the current quarter and partially offset for the current year
to date with decreases across all operating expense categories, including admissions, academics and occupancy expenses. The decrease
in admissions expense within AIU resulted from enhancements made to streamline the admissions processes.

Within both University segments, occupancy expenses have benefitted from a favorable lease buyout at a shared location.
Academic expenses for both segments are favorable as compared to prior year periods primarily due to our continued focus on driving
operational efficiencies and the lower total student enrollments through the current year to date.

Career Schools. Current quarter and year to date revenue decreased 11.1% and 10.8% as compared to the respective prior periods
for the Career Colleges segment. The declines in revenue were a result of declines in both total and new student enrollments during the
current year periods as compared to the prior year. Career Colleges was impacted by the brand consolidation of our Sanford-Brown
name which resulted in market disruptions and lowered student application volume for those campuses. In addition, weather-related
closures at certain campuses during the first quarter of 2014 negatively impacted new student enrollments.

The current quarter and year to date operating loss for the Career Colleges segment increased $12.7 million and $3.5 million,
respectively, as compared to the prior year quarter and year to date periods. During the current year quarter, impairment charges were
recorded related to the Sanford-Brown trade name and fixed assets for certain campuses as a result of declining projected cash flows.
Excluding the $12.8 million of impairment charges within the current year quarter and $1.8 million in the prior year to date, operating
loss remained relatively flat for the current year quarter and improved $7.5 million as compared to the prior year to date. Career
Colleges experienced decreases within most operating expense categories, including administrative, academics and advertising
expenses. Administrative expenses in the prior year quarter were negatively impacted by an $8.3 million legal settlement. Academic
expenses decreased as compared to the prior year quarter primarily due to our restructuring and re-engineering initiatives carried out to
better align our cost structure with current total student enrollment. Advertising expenses decreased as compared to the prior year
period as a result of a change in marketing strategy to increase focus on local markets to better accommodate for differences in our
campuses and markets.

Within our Culinary Arts segment, current quarter revenue slightly increased by $0.2 million and year to date revenue decreased
$5.5 million, or approximately 0.5% and -4.1%, respectively. Within our Culinary Arts segment, new student enrollments increased
14.5% for the current year quarter and decreased 4.0% for the current year to date as compared to the respective prior year periods. The
increase in new student enrollments for the current quarter as compared to the prior quarter was a result of a shift in the timing of new
student enrollments as compared to the prior year. Excluding this shift in timing, new student enrollments would have decreased 10.6%
as compared to the prior year quarter. Total student enrollments were positively impacted by the reintroduction of the Associate degree
program beginning in late 2012 due to the demand from students and employers. This program has a greater lead time between a
prospective applicant to a new student enrollment as compared to the Certificate program due to the longer length of the program
impacting a student’s likelihood to start.

Current quarter and year to date operating loss for the Culinary Arts segment decreased $11.1 million and $2.4 million,
respectively, as compared to the prior year quarter and year to date. Both the current year periods
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and prior year periods were negatively impacted by trade name impairment charges related to Le Cordon Bleu due to a decline in
forecasted operating cash flows triggering the need to test for impairment. Excluding the current and prior year quarter impairment
charges of $1.5 million and $10.7 million, respectively and the current and prior year to date impairment charges of $8.9 million and
$13.0 million, respectively, operating loss decreased $1.9 million for the current year quarter and increased $1.7 million for the current
year to date as compared to the respective prior year periods. Decreases within academic expenses as a result of initiatives carried out
to better align our cost structure and decreased bad debt expense were partially offset with increased legal costs of approximately $4.0
million for certain legal matters as compared to the prior year to date.

Transitional Schools. This segment includes our schools that are currently being taught-out. Current quarter and year to date
declines in revenue as compared to the prior year quarter and year to date resulted from a decrease in total student enrollments at the
beginning of the year and campuses no longer enrolling new students once a teach-out is announced. We expect revenue to continue to
decline compared to prior periods as campuses continue to wind down their operations.

The operating loss within Transitional Schools increased by $1.3 million for the current year quarter and $1.1 million for the
current year to date as compared to the respective prior year periods. This increase was driven by occupancy costs as a result of early
termination agreements signed during the current year quarter. As we continue to wind down programs within our Transitional Schools,
certain fixed overhead expenses related to academics and administration will be able to be removed from the business.

Corporate and Other. This category includes unallocated costs that are incurred on behalf of the entire company. Corporate and
Other costs decreased $10.1 million and $10.9 million, respectively, as compared to the prior year quarter and year to date. The current
year benefitted from an $8.6 million insurance recovery. Additionally, the prior year to date included increased compensation costs
related to changes in executive leadership and outside services expenses related to the reorganization efforts across our campus and
corporate functions. The current year to date costs include legal settlement expense of approximately $3.4 million.

SUMMARY OF CRITICAL ACCOUNTING POLICIES AND ESTIMATES

A detailed discussion of the accounting policies and estimates that we believe are most critical to our financial condition and
results of operations that require management’s most subjective and complex judgments in estimating the effect of inherent
uncertainties is included under the caption “Summary of Critical Accounting Policies and Estimates” included in Management’s
Discussion and Analysis of Financial Condition and Results of Operations in our Annual Report on Form 10-K for the year ended
December 31, 2013. Note 2 “Summary of Significant Accounting Policies” of the notes to our condensed consolidated financial
statements in our Annual Report on Form 10-K for the year ended December 31, 2013 also includes a discussion of these and other
significant accounting policies.

LIQUIDITY, FINANCIAL POSITION, AND CAPITAL RESOURCES

As of September 30, 2014, cash, cash equivalents and short-term investments totaled $250.9 million. Our cash flows from
operations have historically been adequate to fulfill our liquidity requirements. We historically have financed our operating activities,
organic growth and acquisitions primarily through cash generated from operations, existing cash balances and credit facility
borrowings. The recent declines in operating performance have resulted in an increase in net cash used in operating activities and we
expect continued net cash usage in operating activities. However, as we execute on our strategic imperatives, we expect continued
improving cash trends in the business driven by continued reductions in cash usage related to our Transitional and Discontinued
operations, improved financial performance from our ongoing operations and reduced legal costs. We anticipate that we will be able to
satisfy the cash requirements associated with, among other things, our working capital needs, capital expenditures and lease
commitments through at least the next 12 months primarily with cash generated by operations and existing cash balances.
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We continue to focus on strategic alternatives which will position CEC for a return to sustainable growth and optimize our capital
structure. The decisions we make will be reached by balancing our short-term needs against our long-term strategies to return to
growth.

The discussion above reflects management’s expectations regarding liquidity; however, we are not able to assess the effect of loss
contingencies on future cash requirements and liquidity. See Note 9 “Commitments and Contingencies” of the notes to our unaudited
condensed consolidated financial statements. Further, as a result of the significance of the Title IV Program funds received by our
students, we are highly dependent on these funds to operate our business. Any reduction in the level of Title IV funds that our students
are eligible to receive or any impact on timing or our ability to receive Title IV Program funds may have a significant impact on our
operations and our financial condition. In addition, our financial performance is dependent on the level of student enrollment which
could be impacted by external factors. See Item 1A, “Risk Factors” in our Annual Report on Form 10-K for the year ended December
31, 2013.

In particular, to participate in Title IV Programs, our schools must either satisfy standards of financial responsibility prescribed by
ED, or be subjected to additional oversight, required to post a letter of credit in favor of ED or placed on provisional certification.
These regulations require each eligible higher education institution to, among other things, satisfy a quantitative standard of financial
responsibility that is a weighted average composite score of three annual tests which assess the financial condition of the institution. If
the institution achieves a composite score of at least 1.5, it is considered financially responsible without conditions or additional
oversight. See Item 1, “Business — Student Financial Aid and Related Federal Regulation — Compliance with Federal Regulatory
Standards and Effect of Federal Regulatory Violations — Financial Responsibility Standards,” in our Annual Report on Form 10-K for
the year ended December 31, 2013 for more information regarding ED’s standards of financial responsibility.

ED applies its quantitative financial responsibility tests annually based on an institution’s audited financial statements and may
apply the tests to the parent company on a consolidated basis. Recent profitability declines and the write down of the carrying value of
non-financial assets, such as deferred tax assets and goodwill, have negatively impacted our financial responsibility composite scores.
Our composite score for the consolidated entity for the year ended December 31, 2013 was 1.5 which is considered financially
responsible without conditions or additional oversight. The Company regularly monitors its composite score and expects downward
pressure on the financial responsibility calculation for the year ending December 31, 2014, as a result of its expected operating losses
and the impact of continuing to record a valuation allowance against its deferred tax assets. In order to remain financially responsible
for 2014 and 2015, as defined by ED, the Company is exploring additional steps which include further cost reductions, investing in
new business technologies, long-term borrowing options, acquisitions or divestitures, modifying our capital structure and other
organizational changes. Additionally, our investment decisions, such as the use of our cash, will be impacted by the course of action we
choose.

There can be no assurance that the Company’s actions will result in the Company remaining financially responsible as defined by
ED. We believe that recent developments in the proprietary postsecondary education industry have negatively impacted the availability
and cost of capital for companies in the industry, which may impact the course of action we choose and our future compliance with
ED’s financial responsibility standards. Further, there is some uncertainty regarding ED’s treatment of certain components of the
financial responsibility composite score.

ED has significant discretion in determining the monitoring and reporting procedures applicable to an institution with a composite
score below 1.5, including the amount of any required letter of credit and the terms of any provisional certification. If in the future we
are required to satisfy ED’s standards of financial responsibility on an alternative basis, including potentially by posting irrevocable
letters of credit, we may not have the capacity to post these letters of credit.
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Sources and Uses of Cash

Operating Cash Flows

During the years to date ended September 30, 2014 and 2013, net cash used in operating activities totaled $101.1 million and
$77.8 million, respectively. The increase in our use of operating cash is driven primarily by the operating loss for the current year to
date, legal settlement payments, net payments of income taxes and timing of other payments as well as receipt of $5.7 million related to
an income tax refund in the prior year quarter. The third quarter 2014 operating cash flow usage was less than each of the first two
quarters of 2014 as a result of legal settlement payments in the first half of 2014 and improving business trends in the second half of
2014.

Our primary source of cash flows from operating activities is tuition collected from our students. Our students derive the ability to
pay tuition costs through the use of a variety of funding sources, including, among others, federal loan and grant programs, state grant
programs, private loans and grants, school payment plans, private and institutional scholarships and cash payments. For the years to
date ended September 30, 2014 and 2013, approximately 77.4% and 77.5%, respectively, of our schools’ cash receipts from tuition
payments came from Title IV Program funding.

For further discussion of Title IV Program funding and alternative private loan funding sources for our students, see “Student
Financial Aid” in Item 1, “Business,” in our Annual Report on Form 10-K for the year ended December 31, 2013.

Our primary uses of cash to support our operating activities include, among other things, cash paid and benefits provided to our
employees for services, to vendors for products and services, including advertising costs, to lessors for rents and operating costs related
to leased facilities, to suppliers for textbooks and other school supplies, and to federal, state and local governments for income and
other taxes.

Investing Cash Flows

During the years to date ended September 30, 2014 and 2013, net cash used in investing activities totaled $90.9 million and $7.5
million, respectively.

Purchases and Sales of Available-for-Sale Investments. Purchases and sales of available-for-sale investments resulted in a $79.9
million net cash outflow and $11.6 million net cash inflow during the years to date ended September 30, 2014 and 2013, respectively.

Capital Expenditures. Capital expenditures decreased to $10.6 million for the year to date ended September 30, 2014 as compared
to $16.6 million for the year to date ended September 30, 2013 and primarily consisted of leasehold improvements and computer
hardware/software additions. Capital expenditures represented 1.5% and 1.8% of total revenue of continuing and discontinued
operations during the years to date ended September 30, 2014 and 2013, respectively.

Financing Cash Flows

During the year to date ended September 30, 2014, net cash used in financing activities totaled $0.1 million, versus net cash
provided by financing activities of $5.9 million during the year to date ended September 30, 2013.

Credit Agreement. During the fourth quarter of 2013, we entered into a $70.0 million Amended and Restated Credit Agreement.
The revolving credit facility under the Credit Agreement is scheduled to mature on June 30, 2016. The Credit Agreement, which
includes certain financial covenants, requires that interest and fees are payable quarterly in arrears and principal is payable at maturity.
As of September 30, 2014 and December 31, 2013, we had no outstanding borrowings under the revolving credit facility and we
remain in compliance with the covenants of the Credit Agreement. See Note 14 “Subsequent Events” and Item 5 below for further
information regarding recent amendments to the Credit Agreement.
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Restricted Cash. As of September 30, 2014 and December 31, 2013, we had approximately $13.2 million and $12.6 million,
respectively, of restricted cash to secure outstanding letters of credit.

Contractual Obligations

As of September 30, 2014, future minimum cash payments under contractual obligations for our non-cancelable operating lease
arrangements were as follows (dollars in thousands):
 
  2014 (2)   2015   2016   2017   2018   2019   

2020 &
Thereafter  Total  

Gross operating lease obligations (1)         
Ongoing operations  $61,024   $60,148   $55,194   $46,199   $45,203   $35,389   $ 43,985   $347,142  
Transitional & Discontinued operations   38,024    31,541    24,045    21,357    14,122    6,516    2,863    138,468  

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

Total gross operating lease obligations  $99,048   $91,689   $79,239   $67,556   $59,325   $41,905   $ 46,848   $485,610  
   

 
   

 
   

 
   

 
   

 
   

 
   

 
   

 

        
Sublease income (3)         
Ongoing operations  $ 2,245   $ 4,227   $ 2,936   $ 2,812   $ 2,466   $ 1,821   $ 1,068   $ 17,575  
Transitional & Discontinued operations   1,145    4,737    4,510    4,190    145    —      —      14,727  

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

Total sublease income  $ 3,390   $ 8,964   $ 7,446   $ 7,002   $ 2,611   $ 1,821   $ 1,068   $ 32,302  
   

 
   

 
   

 
   

 
   

 
   

 
   

 
   

 

        
Net operating lease obligations         
Ongoing operations  $58,779   $55,921   $52,258   $43,387   $42,737   $33,568   $ 42,917   $329,567  
Transitional & Discontinued operations   36,879    26,804    19,535    17,167    13,977    6,516    2,863    123,741  

   
 

   
 

   
 

   
 

   
 

   
 

   
 

   
 

Total net contractual lease obligations  $95,658   $82,725   $71,793   $60,554   $56,714   $40,084   $ 45,780   $453,308  
   

 

   

 

   

 

   

 

   

 

   

 

   

 

   

 

 
(1) Lease obligations are inclusive of rent payments but exclude operating expenses.
(2) Amounts provided are for the full year of 2014.
(3) Amounts provided are for executed sublease agreements.

There were no other significant changes to our contractual obligations from December 31, 2013. We are not a party to any off-
balance sheet financing or contingent payment arrangements, nor do we have any unconsolidated subsidiaries.

 
ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to financial market risks, including changes in interest rates and foreign currency exchange rates. We use various
techniques to manage our market risk, including, from time to time, the use of derivative financial instruments. We do not use
derivative financial instruments for speculative purposes.

Our municipal bond investment in auction rate securities (“ARS”) has a stated term to maturity of greater than one year, and as
such, we classify our investment in ARS as non-current on our unaudited condensed consolidated balance sheets within other assets.
Auctions can “fail” when the number of sellers of the security exceeds the buyers for that particular auction period. In the event that an
auction fails, the interest rate resets at a rate based on a formula determined by the individual security. The ARS for which auctions
have failed continues to accrue interest and is auctioned on a set interval until the auction succeeds, the issuer calls the security, or it
matures. As of September 30, 2014, we have determined this investment is at risk for impairment due to the nature of the liquidity of
the market over the past year. Cumulative unrealized losses as of September 30, 2014 amount to $0.5 million and are reflected within
accumulated other comprehensive loss as a component of stockholders’ equity. We believe this impairment is temporary, as we do not
intend to sell the investment and it is unlikely we will be required to sell the investment before recovery of its amortized cost basis.
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Interest Rate Exposure

Any outstanding borrowings under our revolving credit facility bear annual interest at fluctuating rates under either the Base Rate
Loan or as determined by the London Interbank Offered Rate (LIBOR) for the relevant currency, plus the applicable rate based on the
type of loan. As of September 30, 2014, we had no outstanding borrowings under this facility.

Our financial instruments are recorded at their fair values as of September 30, 2014 and December 31, 2013. We believe that the
exposure of our consolidated financial position and results of operations and cash flows to adverse changes in interest rates is not
significant.

 
ITEM 4. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

We completed an evaluation as of the end of the period covered by this Quarterly Report on Form 10-Q (“Report”) under the
supervision and with the participation of management, including our Chief Executive Officer and Chief Financial Officer, of the
effectiveness of the design and operation of our disclosure controls and procedures pursuant to Rule 13a-15(b) of the Securities
Exchange Act of 1934, as amended (the “Exchange Act”). Based upon that evaluation, our Chief Executive Officer and Chief Financial
Officer concluded that, as of September 30, 2014, our disclosure controls and procedures were effective to provide reasonable
assurance that (i) the information required to be disclosed by us in this Report was recorded, processed, summarized, and reported
within the time periods specified in the rules and forms provided by the U.S. Securities and Exchange Commission (“SEC”) and
(ii) information required to be disclosed by us in our reports that we file or submit under the Exchange Act is accumulated and
communicated to our management, including our principal executive and principal financial officers, or persons performing similar
functions, as appropriate to allow timely decisions regarding required disclosure.

Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting that occurred during the quarter ended September 30, 2014
that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

Inherent Limitations on the Effectiveness of Controls

Our management does not expect that our disclosure controls and procedures or our internal controls will prevent or detect all
errors and all fraud. A control system, no matter how well conceived and operated, can provide only reasonable, not absolute,
assurance that the objectives of the control system are met. Further, the design of a control system must reflect the fact that there are
resource constraints, and the benefits of controls must be considered relative to their costs. Because of the inherent limitations in a cost-
effective control system, no evaluation of controls can provide absolute assurance that misstatements due to error or fraud will not
occur or that all control issues and instances of fraud, if any, within our Company have been detected.

These inherent limitations include the realities that judgments in decision-making can be faulty and that breakdowns can occur
because of simple error or mistake. Controls can also be circumvented by the individual acts of some persons, by collusion of two or
more people, or by management override of the controls. The design of any system of controls is based in part on certain assumptions
about the likelihood of future events, and there can be no assurance that any design will succeed in achieving its stated goals under all
potential future conditions. Projections of any evaluation of controls effectiveness to future periods are subject to risks. Over time,
controls may become inadequate because of changes in conditions or deterioration in the degree of compliance with policies or
procedures.
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PART II – OTHER INFORMATION
 
Item  1. Legal Proceedings

Note 9 “Commitments and Contingencies” to our unaudited condensed consolidated financial statements is incorporated herein
by reference.

Item 1A. Risk Factors

In addition to the other information set forth in this Quarterly Report on Form 10-Q, the reader should carefully consider the
factors discussed in Part I, Item 1A “Risk Factors,” in the Company’s Annual Report on Form 10-K for the year ended December 31,
2013, which was filed with the Securities and Exchange Commission on February 27, 2014.

 
Item  2. Unregistered Sales of Equity Securities and Use of Proceeds

The following table sets forth information regarding purchases made by us of shares of our common stock on a monthly basis
during the year to date ended September 30, 2014:

Issuer Purchases of Equity Securities
 

Period   

Total Number
of Shares

Purchased (1)    

Average Price
Paid per

Share    

Total Number of
Shares Purchased
as Part of Publicly
Announced Plans
or Programs (2)    

Maximum
Approximate

Dollar Value of
Shares that May
Yet Be Purchased
Under the Plans
or Programs (2)  

December 31, 2013         $ 183,296,772  
January 1, 2014—January 31, 2014    —      $ —       —       183,296,772  
February 1, 2014—February 28, 2014    —       —       —       183,296,772  
March 1, 2014—March 31, 2014    86,266     7.19     —       183,296,772  
April 1, 2014—April 30, 2014    —       —       —       183,296,772  
May 1, 2014—May 31, 2014    9,670     5.03     —       183,296,772  
June 1, 2014—June 30, 2014    —       —       —       183,296,772  
July 1, 2014—July 31, 2014    —       —       —       183,296,772  
August 1, 2014—August 31, 2014    —       —       —       183,296,772  
September 1, 2014—September 30, 2014    —       —       —       183,296,772  

    
 

      
 

  

Total    95,936       —      
    

 

      

 

   
(1) Includes 95,936 shares delivered back to the Company for payment of withholding taxes from employees for vesting restricted

shares and stock-settled restricted stock units pursuant to the terms of the Career Education Corporation 2008 Incentive
Compensation Plan.

(2) As of September 30, 2014, approximately $183.3 million was available under our previously authorized repurchase program.
Stock repurchases under this program may be made on the open market or in privately negotiated transactions from time to time,
depending on various factors, including market conditions and corporate and regulatory requirements. The stock repurchase
program does not have an expiration date and may be suspended or discontinued at any time.

 
Item  5. Other Information

Effective as of October 31, 2014, the Company; its wholly-owned subsidiary, CEC Educational Services, LLC (“CEC-ES”); the
subsidiary guarantors thereunder; and BMO Harris Bank N.A. (“BMO Harris”), in its
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capacities as the sole lender, the letter of credit issuer and the administrative agent for the lenders from time to time parties thereto and
the letter of credit issuer thereunder; entered into a First Amendment (the “First Amendment”) to its Amended and Restated Credit
Agreement dated as of December 30, 2013 (the “Credit Agreement”).

The First Amendment, among other things: (i) increases the revolving credit facility to $120,000,000; (ii) resets the interest rates
applicable to the loans under the Credit Agreement to: (x) in the case of a LIBOR-based loan, the LIBOR rate in effect for each
respective interest period, plus 1.50% per annum, and (y) in the case of a base rate-based loan, the base rate in effect from time to time,
plus 0.50% per annum; and (iii) requires the borrowers to maintain a three month average balance of cash, cash equivalents and
permitted investments in domestic accounts of at least $190,000,000, subject to adjustment for certain cash payments made by the
borrowers in connection with buyouts of leases for campus locations and other facilities. As of November 6, 2014, no revolving loans
were drawn under the Credit Agreement, as amended.

The Credit Agreement, as amended, continues to provide that (i) the revolving credit facility matures on June 30, 2016;
(ii) accrued interest is payable (x) in the case of a LIBOR-based loan, at the end of each respective interest period (or, in the case of an
interest period in excess of three months, on the dates that fall every three months after the beginning of such interest period) in arrears,
and (y) in the case of a base rate-based loan, on the last business day of each month in arrears; (iii) accrued commitment fees are
payable quarterly in arrears, and the administrative agent fee is payable on the closing date and on each anniversary thereof, in
advance; (iv) principal is payable at maturity; (v) the Company and CEC-ES may prepay amounts outstanding, or terminate or reduce
the commitments, under the Credit Agreement upon three or five business days’ prior notice, respectively, in each case without
premium or penalty; and (vi) the loans and letter of credit obligations thereunder are secured by 100% cash collateral. The Credit
Agreement, as amended, and the ancillary documents executed in connection therewith contain customary affirmative, negative and
financial maintenance covenants, representations and warranties, events of default, and rights and remedies upon the occurrence of any
event of default thereunder, including rights to accelerate the loans, terminate the commitments and realize upon the collateral securing
the obligations under the Credit Agreement.

There is no material relationship between the Company or any of its subsidiaries or affiliates and BMO Harris, other than in
respect of the Credit Agreement, as amended, and certain banking relationships, all of which have been entered into in the ordinary
course of business.

The foregoing descriptions of the First Amendment and the Credit Agreement do not purport to be complete and are subject to,
and qualified in their entirety by, reference to the Credit Agreement previously filed as Exhibit 99.1 to our Form 8-K filed on
January 2, 2014, which is incorporated herein by reference, and the First Amendment, which is attached as Exhibit 10.1 and is
incorporated herein by reference.

 
Item  6. Exhibits

The exhibits required to be filed by Item 601 of Regulation S-K are listed in the “Exhibit Index,” which is attached hereto and
incorporated by reference herein.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its
behalf by the undersigned thereunto duly authorized.
 

   CAREER EDUCATION CORPORATION

Date: November 6, 2014    By:   /s/ Scott W. Steffey

     

Scott W. Steffey
President and Chief Executive Officer

(Principal Executive Officer)
 

Date: November 6, 2014    By:   /s/ Reid E. Simpson

     

Reid E. Simpson
Senior Vice President and Chief Financial Officer

(Principal Financial and Accounting Officer)
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INDEX TO EXHIBITS
 

Exhibit
Number   Exhibit

  +10.1

  

First Amendment to Amended and Restated Credit Agreement dated as of October 31, 2014 among Career Education
Corporation, CEC Educational Services, LLC, certain direct and indirect domestic subsidiaries as guarantors and BMO
Harris Bank N.A., in its capacity as administrative agent, letter of credit issuer and sole lender

  +31.1   Certification of CEO Pursuant to Section 302 of Sarbanes -Oxley Act of 2002

  +31.2   Certification of CFO Pursuant to Section 302 of Sarbanes -Oxley Act of 2002

  +32.1   Certification of CEO Pursuant to Section 906 of Sarbanes -Oxley Act of 2002

  +32.2   Certification of CFO Pursuant to Section 906 of Sarbanes -Oxley Act of 2002

  +101

  

The following financial information from our Quarterly Report on Form 10-Q for the nine months ended September 30,
2014, filed with the SEC on November 6, 2014, formatted in Extensible Business Reporting Language (XBRL): (i) the
Unaudited Condensed Consolidated Balance Sheets as of September 30, 2014 and December 31, 2013, (ii) the Unaudited
Condensed Consolidated Statements of Loss and Comprehensive Loss for the quarter and year to date ended September
30, 2014 and September 30, 2013, (iii) the Unaudited Condensed Consolidated Statements of Cash Flows for the year to
date ended September 30, 2014 and September 30, 2013, and (iv) Notes to Unaudited Condensed Consolidated Financial
Statements

 
+ Filed herewith.
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Section 2: EX-10.1 (EX-10.1)

EXHIBIT 10.1

FIRST AMENDMENT TO
AMENDED AND RESTATED CREDIT AGREEMENT

This First Amendment to Amended and Restated Credit Agreement (herein, this “Amendment”) is entered into as of October 31,
2014, by and among CAREER EDUCATION CORPORATION, a Delaware corporation (the “Company”), CEC EDUCATIONAL SERVICES,
LLC, an Illinois limited liability company (“CECE”; the Company and CECE shall be referred to herein as the “Borrowers” and
individually as a “Borrower”), certain of the direct and indirect Domestic Subsidiaries of the Company, as Subsidiary Guarantors (the
Borrowers and the Subsidiary Guarantors collectively referred to herein as the “Loan Parties”), and BMO Harris Bank N.A., in its
capacity as Administrative Agent, L/C Issuer and the sole Lender (in such capacities, “BMO Harris”).

PRELIMINARY STATEMENTS

A. The Borrowers, the Subsidiary Guarantors and BMO Harris entered into a certain Amended and Restated Credit Agreement,
dated as of December 30, 2013 (the “Credit Agreement”). All capitalized terms used herein without definition shall have the same
meanings herein as such terms have in the Credit Agreement.

B. The Borrowers have requested that BMO Harris increase the Aggregate Commitments from $70,000,000 to $120,000,000 and
make certain other amendments to the Credit Agreement, and BMO Harris is willing to do so under the terms and conditions set forth
in this Amendment.

Now, Therefore, for good and valuable consideration, the receipt and sufficiency of which is hereby acknowledged, the parties
hereto agree as follows:

SECTION 1. AMENDMENTS.
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Subject to the satisfaction of the conditions precedent set forth in Section 2 below, the Credit Agreement shall be and hereby is
amended, effective as of the date hereof, as follows:

1.1. The defined terms “Aggregate Commitments”, “Applicable Rate” and “Domestic Cash” appearing in Section 1.01 of the
Credit Agreement shall be amended and restated to read in their entirety as follows:

“Aggregate Commitments” means the Commitments of all the Lenders, which as of October 31, 2014 equals $120,000,000
in the aggregate.

“Applicable Rate” means with respect to (a) Base Rate Loans, 0.50% per annum, (b) Eurodollar Rate Loans and the Letter
of Credit Fee for Letters of Credit (other than Existing Letters of Credit), 1.50% per annum, (c) the Letter of Credit Fee for
Existing Letters of Credit, 0.75% per annum, and (d) the commitment fees payable under Section 2.09, 0.25% per annum.
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“Domestic Cash” means, at any time the same is determined, the sum of (i) unrestricted cash and Cash Equivalents of the
Loan Parties and their Domestic Subsidiaries maintained at financial institutions located in the United States at such time, plus
(ii) unrestricted Investments of the Loan Parties and their Domestic Subsidiaries permitted by Section 7.02(a)(ii) and
Section 7.02(a)(iii) constituting marketable securities maintained at financial institutions located in the United States at such time,
plus (iii) the aggregate amount of Lease Buybacks from October 1, 2014 to such date of determination to the extent permitted by
Section 7.11(b).

1.2. Section 1.01 of the Credit Agreement shall be further amended by inserting new defined terms “Average Domestic Cash”,
“Existing Letter of Credit”, and “Lease Buyouts” in their appropriate alphabetical order to read in their entirety as follows:

“Average Domestic Cash” means, at any time the same is to be determined, an amount equal to (a) the sum of the Domestic
Cash as of the last day for each of the three most recent months then ended, divided by (b) three (3).

“Existing Letter of Credit” means each Letter of Credit outstanding as of October 31, 2014, as such Letter of Credit may be
renewed, extended, or modified from time to time; provided, that if the stated amount of such Letter of Credit is increased
(whether in connection with an extension, renewal or otherwise), such Letter of Credit shall no longer be deemed to be an
Existing Letter of Credit at the time of such increase for purposes of the defined term “Applicable Rate”.

“Lease Buyouts” means the cash payments paid by the Company and its Subsidiaries in connection with the buyout of leases
for campus locations and other facilities.

1.3. Section 6.01(c) of the Credit Agreement shall be amended and restated to read in its entirety as follows:

(c) as soon as available, but in any event within 30 days after the end of each month, the Company shall deliver to the
Administrative Agent and the Lenders a report showing the cash balances of the Company and its Subsidiaries as of the last day
of such month (including a separate line item for Domestic Cash) together with the average cash balances of the Company and its
Subsidiaries as of the last day of the month for each of the three most recent months then ended.

 
-2-
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1.4. Section 6.02(b) of the Credit Agreement shall be amended and restated to read in its entirety as follows:

(b) concurrently with the delivery of the cash balance reports referred to in Section 6.01(c), a duly completed Compliance
Certificate signed by a Responsible Officer of the Company;

1.5. Section 7.11 of the Credit Agreement shall be amended and restated to read in its entirety as follows:

7.11 Minimum Average Domestic Cash; Maximum Lease Buyouts.

(a) Minimum Average Domestic Cash. Permit, as of the last day of each month, commencing with October 31, 2014, the
Average Domestic Cash to be less than $190,000,000.

(b) Maximum Lease Buyouts. Permit, at any date the same may be determined, the aggregate amount of Lease Buyouts to
exceed (i) $10,000,000 for the period commencing October 1, 2014 through the date of determination, if such date occurs on or
prior to December 31, 2014, (ii) $15,000,000 in the aggregate for the period commencing October 1, 2014 through the date of
determination, if such date occurs after December 31, 2014 but on or prior to March 31, 2015, (iii) $20,000,000 in the aggregate
for the period commencing October 1, 2014 through the date of determination, if such date occurs after March 31, 2015 but on or
prior to June 30, 2015, and (iv) $25,000,000 in the aggregate for the period commencing October 1, 2014 through the date of
determination, if such date occurs after September 30, 2015 but on or prior to the Maturity Date.

1.6. The Schedules to the Credit Agreement shall be amended and replaced by the Schedules attached hereto.

1.7. Exhibit C to the Credit Agreement shall be amended and replaced by Exhibit C attached hereto.

SECTION 2. CONDITIONS PRECEDENT.

The effectiveness of this Amendment is subject to the satisfaction of all of the following conditions precedent:

2.1. The Loan Parties and BMO Harris shall have executed and delivered this Amendment.

2.2. BMO Harris shall have received copies of resolutions of each Loan Parties’ Board of Directors (or similar governing body)
authorizing the execution, delivery and performance of this Amendment, together with specimen signatures of the persons authorized
to execute such documents on each Loan Parties’ behalf, all certified in each instance by its Secretary or Assistant Secretary (or
comparable Responsible Officer).
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2.3. BMO Harris shall have received copies of the certificates of good standing for each Loan Party (dated no earlier than 30 days
prior to the date hereof) from the office of the secretary of the state of its incorporation or organization, and with respect to the
Company, the State of Illinois.

2.4. BMO Harris shall have received the favorable written opinion of counsel to each Loan Party, in form and substance
reasonably satisfactory to BMO Harris.

2.5. BMO Harris shall have received a non-refundable upfront fee in the amount of $250,000.

2.6. BMO Harris shall have received copies (executed or certified, as may be appropriate) of all legal documents or proceedings
taken in connection with the execution and delivery of this Amendment to the extent BMO Harris or its counsel may reasonably
request.

2.7. Legal matters incident to the execution and delivery of this Amendment shall be satisfactory to the Bank and its counsel.

SECTION 3. REPRESENTATIONS.

3.1. In order to induce BMO Harris to execute and deliver this Amendment, the Loan Parties hereby represents to BMO Harris
that as of the date hereof (a) the representations and warranties set forth in Article V of the Credit Agreement are and shall be and
remain true and correct in all material respects (without duplication of materiality qualifiers) (except that the representations contained
in Section 5.05 shall be deemed to refer to the most recent Audited Financial Statements and unaudited consolidated financial
statements of the Company and its Subsidiaries delivered to BMO Harris) and (b) no Default has occurred and is continuing under the
Credit Agreement or shall result after giving effect to this Amendment.

3.2. Each of the certificate of incorporation and bylaws of the Company as previously provided with the Assistant Corporate
Secretary’s Certificate, dated as of December 30, 2013, remains in full force and effect in accordance with its terms as of the date
hereof. Each of the articles of organization and operating agreement of CECE as previously provided with that certain Secretary’s
Certificate, dated as of December 30, 2013, remains in full force and effect in accordance with its terms as of the date hereof.

3.3. Each of the articles of incorporation (or equivalent organizing document) of each Subsidiary Guarantor (other than Sanford-
Brown Group, Inc., f/k/a International Academy of Merchandising & Design, Ltd.) as previously provided with that certain Subsidiary
Guarantors’ Officers’ Certificate, dated as of December 27, 2012, remains in full force and effect in accordance with its terms as of the
date hereof. Each of the operating agreements or bylaws, as applicable, of each Subsidiary Guarantor as previously provided with that
certain Subsidiary Guarantors’ Officers’ Certificate, dated as of December 27, 2012, remains in full force and effect in accordance with
its terms as of the date hereof.
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SECTION 4. MISCELLANEOUS.

4.1. CECE heretofore executed and delivered to BMO Harris that certain Security Agreement, as amended. The Borrowers hereby
acknowledge and agree that the Liens created and provided for by the Security Agreement continue to secure the Secured Obligations
(as defined in the Security Agreement); and the Security Agreement and the rights and remedies of BMO Harris thereunder, the
obligations of CECE thereunder, and the Liens created and provided for thereunder remain in full force and effect and shall not be
affected, impaired or discharged hereby. Nothing herein contained shall in any manner affect or impair the priority of the Liens and
security interests created and provided for by the Security Agreement as to the indebtedness which would be secured thereby prior to
giving effect to this Amendment.

4.2. Except as specifically amended herein, the Credit Agreement shall continue in full force and effect in accordance with its
original terms. Reference to this specific Amendment need not be made in the Credit Agreement, the Note, or any other instrument or
document executed in connection therewith, or in any certificate, letter or communication issued or made pursuant to or with respect to
the Credit Agreement, any reference in any of such items to the Credit Agreement being sufficient to refer to the Credit Agreement as
amended hereby.

4.3. The Borrowers agrees to pay on demand all costs and expenses of or incurred by the Bank in connection with the negotiation,
preparation, execution and delivery of this Amendment, including the fees and expenses of counsel for BMO Harris, in each case as
required under Section 11.04 of the Credit Agreement.

4.4. This Amendment may be executed in any number of counterparts, and by the different parties on different counterpart
signature pages, all of which taken together shall constitute one and the same agreement. Any of the parties hereto may execute this
Amendment by signing any such counterpart and each of such counterparts shall for all purposes be deemed to be an original. Delivery
of a counterpart hereof by facsimile transmission or by e-mail transmission of an Adobe portable document format file (also known as
a “PDF” file) shall be effective as delivery of a manually executed counterpart hereof. This Amendment shall be governed by, and
construed in accordance with, the internal laws of the State of Illinois.

[SIGNATURE PAGE TO FOLLOW]
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This First Amendment to Amended and Restated Credit Agreement is entered into as of the date and year first above written.
 

“BORROWERS”
 
CAREER EDUCATION CORPORATION

By: /s/ Reid E. Simpson
 Name: Reid E. Simpson

 

Title: Senior Vice President, Chief Financial
Officer

 
CEC EDUCATIONAL SERVICES, LLC

By: /s/ Reid E. Simpson
 Name: Reid E. Simpson
 Title: President and Chief Executive Officer

[Signature Page to First Amendment to Amended and Restated Credit Agreement]
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“GUARANTORS”

AMERICAN INTERCONTINENTAL UNIVERSITY, INC.
BRIARCLIFFE COLLEGE, INC.
COLORADO TECHNICAL UNIVERSITY, INC.
INTERNATIONAL ACADEMY OF MERCHANDISING &
DESIGN, INC.
SANFORD-BROWN GROUP, INC. (f/k/a International

Academy of Merchandising & Design, Ltd.)
SANFORD-BROWN, LIMITED
SCOTTSDALE CULINARY INSTITUTE, LTD.

 
By: /s/ Reid E. Simpson

 Name: Reid E. Simpson
 Title: Vice President and Chief Financial Officer

 
AIU ONLINE, LLC
LE CORDON BLEU NORTH AMERICA, LLC

By: /s/ Reid E. Simpson
 Name: Reid E. Simpson
 Title: Vice President and Chief Financial Officer

 
MARLIN ACQUISITION CORP.

By: /s/ Reid E. Simpson
 Name: Reid E. Simpson
 Title: President

[Signature Page to First Amendment to Amended and Restated Credit Agreement]
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Accepted and agreed to.
 

BMO Harris Bank N.A., in its capacity as
Administrative Agent, L/C Issuer and sole Lender

By  /s/ John R. Smart
    Name  John R. Smart
    Title  Managing Director

[Signature Page to First Amendment to Amended and Restated Credit Agreement]
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SCHEDULE 2.01

COMMITMENTS
AND APPLICABLE PERCENTAGES

 
Lender   Commitment    

Applicable
Percentage 

BMO Harris Bank N.A.   $120,000,000     100.00% 
Total   $120,000,000     100.00% 
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SCHEDULE 2.02

MATERIAL DOMESTIC SUBSIDIARIES

American InterContinental University, Inc.
AIU Online, LLC
International Academy of Merchandising & Design, Inc.
Sanford-Brown Group, Inc.
Marlin Acquisition Corp.
Scottsdale Culinary Institute, Ltd.
Le Cordon Bleu North America, LLC
Briarcliffe College, Inc.
Sanford-Brown, Limited
Colorado Technical University, Inc.



2/21/2020 Document Contents

www.snl.com/Cache/c26004841.html 63/81

SCHEDULE 5.06

LITIGATION

On September 18, 2014, the Minnesota Attorney General (“MN AG”) issued a Civil Investigative Demand (“CID”) to Brown
College. The CID relates to the MN AG’s investigation of whether Brown College has complied with certain Minnesota state consumer
protection laws. Pursuant to the CID, the MN AG has requested detailed information on a broad spectrum of business practices,
including student recruitment and enrollment, externships, programmatic accreditation, student employment outcomes, placement rates
of graduates and other organizational information. The documents and information sought by the MN AG in connection with its
investigation cover the time period from January 1, 2010 to the present. The Company is cooperating with the MN AG’s office with a
view towards resolving this inquiry as promptly as possible.
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SCHEDULE 5.09

ENVIRONMENTAL MATTERS

None.
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SCHEDULE 5.13

SUBSIDIARIES; OTHER EQUITY INVESTMENTS;
EQUITY INTERESTS IN THE BORROWER

Part (a). Subsidiaries.

“The Katharine Gibbs Corporation—Melville”
AIU Online, LLC
American InterContinental University, Inc.
American InterContinental University-London, Ltd. U.S.
Briarcliffe College, Inc.
Brooks Institute of Photography, L.L.C.
California Culinary Academy, Inc.
California Culinary Academy, LLC
Career Education Student Finance LLC
CEC Educational Services, LLC
CEC Employee Group, LLC
CEC Europe, LLC
CEC Food and Beverage LLC
CEC Leasing, LLC
CEC Real Estate Holding, Inc.
Colorado Tech, Inc.
Colorado Technical University, Inc.
Education and Training, Incorporated
Harrington Institute of Interior Design, Inc.
International Academy of Design & Technology Nashville, LLC
International Academy of Design & Technology-Detroit, Inc.
International Academy of Merchandising & Design, Inc.
Kitchen Academy, Inc.
LCB Culinary Schools, LLC
Le Cordon Bleu College Of Culinary Arts, Inc., A Private Two-Year College
Le Cordon Bleu North America, LLC
Market Direct, Inc.
Marlin Acquisition Corp.
Missouri College, Inc.
Sanford-Brown College, Inc., A Private Two-Year College
Sanford-Brown College, LLC
Sanford-Brown Group, Inc.
Sanford-Brown MN, Inc.
Sanford-Brown, Limited
SBC Health Midwest, Inc.
School of Computer Technology, Inc.
Scottsdale Culinary Institute, Ltd.
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TCA Beverages, LLC
TCA Group, LLC
The Cooking and Hospitality Institute of Chicago, Inc.
The Katharine Gibbs School of Norwalk, Inc.
The Katharine Gibbs School of Providence, Inc.
Words of Wisdom, LLC

Part (b). Other Equity Investments.
 

1. CCKF, Limited (Ireland) - 15% Equity Ownership
2. SIMTICS Limited (New Zealand) - < 10% Equity Ownership
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SCHEDULE 5.17

INTELLECTUAL PROPERTY MATTERS

American University (a Washington, DC not-for-profit educational institution) has instituted administrative proceedings in the
Trademark Trial and Appeal Board seeking to prevent Career Education Corporation from registering marks using the phrase
“American InterContinental University”.
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SCHEDULE 5.19

TITLE IV MATTERS

None.
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SCHEDULE 7.01

EXISTING LIENS

Career Education Corporation
 
JURISDICTION   

SEARCH
DATE   TYPE OF SEARCH   FILING NO.   

FILING
DATE   SECURED PARTY   COLLATERAL TYPE

Delaware Secretary of
State

  

12/10/13
through
9/26/14   

UCC

  

20093487557

  

10/30/09

  

Zeno Office Solutions

  

Specific Equipment
pursuant to lease

      

20101515182

  

4/30/10

  

General Electric Capital
Corporation

  

All equipment leased to or
financed for the Debtor by
Secured Party

      
20103121815

  
9/8/10

  
Macquarie Equipment
Finance, LLC   

Specific Equipment
pursuant to lease

      
20104660597

  
12/31/10

  
Macquarie Equipment
Finance, LLC   

Specific Equipment
pursuant to lease

      
20110170996

  
1/15/11

  
Macquarie Equipment
Finance, LLC   

Specific Equipment
pursuant to lease

      
20111477267

  
4/20/11

  
Macquarie Equipment
Finance, LLC   

Specific Equipment
pursuant to lease

      
20111477275

  
4/20/11

  
Macquarie Equipment
Finance, LLC   

Specific Equipment
pursuant to lease

      
20132471051

  
6/27/13

  
CIT Finance LLC and
EMC Corporation   

Specific equipment

      

20132617497

  

7/9/13

    

Termination of
20132471051 [Authorized
by EMC Corporation]

Cook County Circuit
Court, Illinois

  

12/10/13
through
10/1/14   

Local Defendant
Suits

  

2011-CH-41973

  

12/7/11

  

Bangari Kharran et al

  

Case Type: Breach of
Fiduciary Duty and Abuse
of Control

      

2012-L-011444

  

10/9/12

  

Brust Robert Et Al

  

Case: Personal Injury
(Motor Vehicle) (Wrongful
Death)

      
213-CH-27421

  
12/11/13

  
Axis Insurance Company

  
Case: Declaratory
Judgment
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American Intercontinental University, Inc.
 
JURISDICTION   TYPE OF SEARCH  THROUGH DATE  SECURED PARTY   FILING NO./DATE   COLLATERAL

Georgia Clerks
Authority

  

UCC

  

12/10/13
through
10/1/14   

GreatAmerica
Leasing Corporation

  

0072009017794
9/30/09

  

Various postage machines and all
products, proceeds and
attachments

      
US Bancorp

  
0072009018469
10/9/09   

Specific equipment

      

Docuteam Inc.

  

0072009018865
10/19/09

  

Various Sharp copier, printer and
fax systems and all products,
proceeds and attachments

      

Docuteam, Inc.

  

0072010017431
9/14/10

  

Various Sharp and Kyocera
copiers, printers, faxes and
accessories and all products,
proceeds and attachments

      

De Lage Landen
Financial Services,
Inc.

  

0602011002445
3/21/11

  

Equipment leased or financed by
Secured Party to Debtor, together
with all attachments, accessories,
substitutions and proceeds

International Academy of Merchandising & Design, Ltd.
 
JURISDICTION  TYPE OF SEARCH  THROUGH DATE  SECURED PARTY   FILING NO./DATE  COLLATERAL

SOS IL

  

UCC

  

12/10/13
through
10/3/14

  

Ricoh Americas
Corporation

  

14200797
4/13/09

  

Equipment leased to or
financed by Secured Party to
Debtor and all products,
proceeds and attachments

      

Wells Fargo Financial
Leasing, Inc.

  

14229655
4/22/09

  

Certain Konica Minolta
copiers and all attachments,
accessories, substitutions and
proceeds
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Briarcliffe College, Inc.
 
JURISDICTION  TYPE OF SEARCH  THROUGH DATE   SECURED PARTY   FILING NO./DATE  COLLATERAL

SOS NY

  

UCC

  

12/10/13 through
9/30/14

  

ABN Amro
Incorporated,
successor in
interest to ChiCorp
Financial Services,
Inc.

  

002498
1/6/99
Continuation-
11/17/03
Continuation-
11/6/08
Continuation-
12/2/13   

Specific equipment and all
attachments, accessories,
substitutions and proceeds
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SCHEDULE 7.03

EXISTING INDEBTEDNESS
 
   

(Dollars or Pounds
sterling in thousands)    

Letters of credit   $ 11,863    As of 10/24/2014
Surety Bonds   $ 10,562    As of 10/24/2014
Amount owed to Regents University as rent credits in connection with

London lease assumed by Regents   
£ 1,320  

  
As 10/31/14

C-1

Compliance Certificate
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SCHEDULE 7.05

DISCONTINUED OPERATIONS

AIU South Florida, Weston FL
Collins College, Phoenix, AZ
Colorado Technical University, North Kansas City, North Kansas City, MO
Colorado Technical University, Pueblo, Pueblo, CO
Colorado Technical University, Sioux Falls, Sioux Falls, SD
Le Cordon Bleu College (or Institute) of Culinary Arts (“LCB”) LCB Pittsburgh, Pittsburgh, PA

International Academy of Design & Technology (“IADT”):

IADT Nashville, Nashville, TN
IADT Detroit, Troy, MI
IADT Sacramento, Sacramento, CA
IADT Schaumburg, Schaumburg, IL

Sanford-Brown College (“SBC”):

SBC Austin, Austin, TX
SBC Boston, Boston, MA
SBC Chicago, Chicago, IL
SBC Cleveland, Cleveland, OH
SBC Collinsville, Collinsville IL
SBC Columbus, Columbus, OH
SBC Dearborn, Dearborn, MI
SBC Farmington, Farmington, CT
SBC Fenton, Fenton, MO
SBC Grand Rapids, Grand Rapids, MI
SBC Hazelwood, Hazelwood, MO
SBC Hillside, Hillside, IL
SBC Houston North Loop, Houston, TX
SBC Indianapolis, Indianapolis, IN
SBC Las Vegas, Henderson, NV
SBC Milwaukee, Milwaukee, WI
SBC Orlando, Orlando, FL
SBC Phoenix, Phoenix, AZ
SBC Portland, Portland, OR
SBC Skokie, Skokie, IL
SBC St. Peters, St. Peters, MO
SBC Tinley Park, Tinley Park, IL

C-2

Compliance Certificate
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SBC Tysons Corner, McLean, VA

Sanford-Brown Institute (“SBI”):

SBI Cranston, Cranston, RI
SBI Landover, Landover, MD
SBI Orlando, Orlando, FL
SBI Pittsburgh, Pittsburgh, PA
SBI Trevose, Trevose, PA
SBI White Plains, White Plains, NY
SBI Wilkins Township, Pittsburgh, PA

C-3

Compliance Certificate
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EXHIBIT C

CAREER EDUCATION CORPORATION
CEC EDUCATIONAL SERVICES, LLC

COMPLIANCE CERTIFICATE
 

To:  BMO Harris Bank N.A., as
 Administrative Agent under, and the
 Lenders party to, the Credit
 Agreement described below

This Compliance Certificate is furnished to the Administrative Agent and the Lenders pursuant to that certain Amended and
Restated Credit Agreement dated as of December 30, 2013, among Career Education Corporation, CEC Educational Services, LLC and
you (as extended, renewed, modified, amended or restated from time to time, the “Credit Agreement”). Unless otherwise defined
herein, the terms used in this Compliance Certificate have the meanings ascribed thereto in the Credit Agreement.

THE UNDERSIGNED HEREBY CERTIFIES THAT:

1. The officer executing this Compliance Certificate is the duly elected             of Career Education Corporation;

2. The officer executing this Compliance Certificate has reviewed the terms of the Credit Agreement and has made, or has caused
to be made under his/her supervision, a detailed review of the transactions and conditions of the Company and its Subsidiaries during
the accounting period covered by the attached financial statements;

3. The examinations described in paragraph 2 did not disclose, and such officer has no knowledge of, the existence of any
condition or the occurrence of any event which constitutes a Default during or at the end of the accounting period covered by the
attached financial statements or as of the date of this Compliance Certificate, except as set forth below;

4. The financial statements required by Section 6.01 of the Credit Agreement and being furnished to you concurrently with this
Compliance Certificate were prepared in accordance with GAAP and, fairly present in all material respects the financial condition,
results of operations, shareholders equity and cash flows of the Company and its Subsidiaries in accordance with GAAP, subject, in
each case, in respect of interim statements to normal year-end adjustments and the absence of footnotes; and

C-4

Compliance Certificate
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5. The Schedule I hereto sets forth financial data and computations evidencing the Borrower’s compliance with certain covenants
of the Credit Agreement, all of which data and computations are, to the best of such officer’s knowledge, true, complete and correct
and have been made in accordance with the relevant Sections of the Credit Agreement.

Described below are the exceptions, if any, to paragraph 3 by listing, in detail, the nature of the condition or event, the period
during which it has existed and the action which the Borrowers have taken, is taking, or proposes to take with respect to each such
condition or event:
 

 
 
 
 

The foregoing certifications, together with the computations set forth in Schedule I hereto and the financial statements delivered
with this Certificate in support hereof, are made and delivered this      day of                      20         .
 

CAREER EDUCATION CORPORATION

By   

 Name   
 Title   

C-5

Compliance Certificate
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SCHEDULE I
TO COMPLIANCE CERTIFICATE

CAREER EDUCATION CORPORATION
CEC EDUCATIONAL SERVICES, LLC

COMPLIANCE CALCULATIONS
FOR AMENDED AND RESTATED

CREDIT AGREEMENT DATED AS OF DECEMBER 30, 2013

CALCULATIONS AS OF                     ,              (THE “CALCULATION DATE”)
 
 
A. Minimum Domestic Cash (Section 7.11(a))     

 1. Unrestricted cash and Cash Equivalents as of     

  (a) the Calculation Date    $___________    

  (b)                     , 201     (immediate prior month end)    $___________    

  (c)                     , 201     (month ended two months prior to the Calculation Date)    $___________    

  (d) Sum of lines 1(a), 1(b) and 1(c)      $___________  

 2. Unrestricted marketable securities as of    $___________    

  (a) the Calculation Date    $___________    

  (b)                     , 201     (immediate prior month end)    $___________    

  (c)                     , 201     (month ended two months prior to the Calculation Date)     

  (d) Sum of lines 2(a), 2(b) and 2(c)      $___________  
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 3. Aggregate amount of Lease Buyouts from October 1, 2014 through     

  (a) the Calculation Date   $___________  

  (b)                     , 201     (immediate prior month end)   $___________  

  (c)                     , 201     (month ended two months prior to the Calculation Date)   $___________  

  (d) Sum of lines 3(a), 3(b) and 3(c)     $___________

 4. Sum of lines A1(d), A2(d) and A3(d)     $___________

 5. Line A4 divided by 3     $___________

 6. Line A5 shall not be less than     $190,000,000

 7. The Borrowers are in compliance (circle yes or no)     yes/no

B. Maximum Lease Buyouts (Section 7.11(b))     

 

1.
 

Aggregate amount of Lease Buyouts from October 1, 2014 through the Calculation
Date:     $___________

 2. Line B2 shall not exceed     $___________

  

(a) From 10/01/14 through the Calculation Date, if such date is on or prior to
12/31/14     $10,000,000

  

(b) From 10/01/14 through the Calculation Date, if such date is after 12/31/14, but on
or prior to 03/31/15     $15,000,000

  

(c) From 10/01/14 through the Calculation Date, if such date is after 03/31/15, but on
or prior to 06/30/15     $20,000,000

  

(d) From 10/01/14 through the Calculation Date, if such date is after 06/30/15, but on
or prior to the Maturity Date     $25,000,000

 3. The Borrowers are in compliance (circle yes or no)     yes/no
(Back To Top) 

Section 3: EX-31.1 (EX-31.1)

EXHIBIT 31.1

CERTIFICATION

I, Scott W. Steffey, President and Chief Executive Officer of Career Education Corporation, certify that:
 

1. I have reviewed this Quarterly Report on Form 10-Q of Career Education Corporation;
 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented
in this report;

 

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange
Act Rules 13a-15(f) and 15d-(f)) for the registrant and have:

 

 
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under

our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this report is being prepared;

 

 
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be

designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;
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(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions

about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on
such evaluation; and

 

 
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the

registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

 

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors:

 

 
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting

which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

 

 (b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Date: November 6, 2014
 

/s/ Scott W. Steffey
Scott W. Steffey

President and Chief Executive Officer
(Back To Top) 

Section 4: EX-31.2 (EX-31.2)

EXHIBIT 31.2

CERTIFICATION

I, Reid E. Simpson, Senior Vice President and Chief Financial Officer of Career Education Corporation, certify that:
 

1. I have reviewed this Quarterly Report on Form 10-Q of Career Education Corporation;
 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented
in this report;

 

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange
Act Rules 13a-15(f) and 15d-(f)) for the registrant and have:

 

 
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under

our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this report is being prepared;

 

 
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be

designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

 

 
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions

about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on
such evaluation; and

 

 
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the

registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

 

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors:
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(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting

which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

 

 (b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Date: November 6, 2014
 

/s/ Reid E. Simpson
Reid E. Simpson

Senior Vice President and Chief Financial Officer
(Back To Top) 

Section 5: EX-32.1 (EX-32.1)

EXHIBIT 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on Form 10-Q of Career Education Corporation (the “Company”) for the quarter ended
September 30, 2014, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Scott W. Steffey,
President and Chief Executive Officer of the Company, certify, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:
 

 (i) the Report fully complies with the requirements of Section 13(a) or Section 15(d) of the Securities Exchange Act of 1934, as
amended; and

 

 (ii) the information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

/s/ Scott W. Steffey
Scott W. Steffey

President and Chief Executive Officer

November 6, 2014

This certification accompanies this Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not be deemed
filed by the Company for purposes of Section 18 of the Securities Exchange Act of 1934, as amended.

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the
Company and furnished to the Securities and Exchange Commission or its staff upon request.
(Back To Top) 

Section 6: EX-32.2 (EX-32.2)

EXHIBIT 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on Form 10-Q of Career Education Corporation (the “Company”) for the quarter ended
September 30, 2014, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Reid E. Simpson,
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Senior Vice President and Chief Financial Officer of the Company, certify, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002,
that:
 

 (i) the Report fully complies with the requirements of Section 13(a) or Section 15(d) of the Securities Exchange Act of 1934, as
amended; and

 

 (ii) the information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

/s/ Reid E. Simpson
Reid E. Simpson

Senior Vice President and Chief Financial Officer

November 6, 2014

This certification accompanies this Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not be deemed
filed by the Company for purposes of Section 18 of the Securities Exchange Act of 1934, as amended.

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the
Company and furnished to the Securities and Exchange Commission or its staff upon request.
(Back To Top)


