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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 MARCH 31, 2009

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)
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Delaware 36-3932190
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)

2895 Greenspoint Parkway, Suite 600,

Hoffman Estates, Illinois 60169
(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 © No ~

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 x Accelerated filer ~ Non-accelerated filer ~ Smaller reporting company
(Do not check if a smaller reporting
company)

Indicate by check mark whether the registrant is a shell company, as defined in Rule 12b-2 of the Securities Exchange Act of

1934. Yes © No x

Number of shares of registrant s common stock, par value $0.01, outstanding April 30, 2009: 90,060,896
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PART I FINANCIAL INFORMATION

Item 1. Financial Statements
CAREER EDUCATION CORPORATION AND SUBSIDIARIES

UNAUDITED CONSOLIDATED BALANCE SHEETS

(In thousands, except share and per share amounts)

ASSETS
CURRENT ASSETS:
Cash and cash equivalents
Investments

Total cash and cash equivalents and investments

Receivables:

Students, net of allowance for doubtful accounts of $35,738 and $35,226 as of March 31, 2009 and December 31, 2008,
respectively

Other, net

Prepaid expenses

Inventories

Deferred income tax assets

Other current assets

Assets of discontinued operations

Total current assets

NON-CURRENT ASSETS:
Property and equipment, net
Goodwill

Intangible assets, net
Deferred income tax assets
Other assets, net

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS EQUITY
CURRENT LIABILITIES:
Current maturities of long-term debt and capital lease obligations
Accounts payable
Accrued expenses:
Payroll and related benefits
Advertising and production costs
Income taxes
Other
Deferred tuition revenue
Liabilities of discontinued operations

Total current liabilities

NON-CURRENT LIABILITIES:
Long-term debt and capital lease obligations, net of current maturities

Table of Contents

March 31,

$

2009

159,121
340,566

499,687

57,134
6,844
47,473
12,362
17,472
9,601
4,848

655,421

298,044
374,048
39,245
11,566
18,879

$ 1,397,203

$

337
42,862

48,729
19,729
34,216
50,107
142,524
7,294

345,798

1,658

December 31,
2008

$ 244,743
263,953

508,696

59,119
9,191
46,416
12,352
17,472
9,223
5,003

667,472

304,970
376,072
39,904
11,440
17,465

$ 1,417,323

$ 354
28,450

63,757
21,504
29,224
49,526
153,727
8,753

355,295

1,889



Edgar Filing: CAREER EDUCATION CORP - Form 10-Q

Deferred rent obligations 99,299
Other liabilities, net 20,368
Total non-current liabilities 121,325
SHARE-BASED AWARDS SUBJECT TO REDEMPTION 1,693

STOCKHOLDERS EQUITY:
Preferred stock, $0.01 par value; 1,000,000 shares authorized; no shares issued or outstanding
Common stock, $0.01 par value; 300,000,000 shares authorized; 95,382,030 and 93,306,542 shares issued, 90,060,896 and

89,748,242 shares outstanding as of March 31, 2009 and December 31, 2008, respectively 954
Additional paid-in capital 226,200
Accumulated other comprehensive income 571
Retained earnings 829,924
Cost of 5,321,134 and 3,558,300 shares in treasury as of March 31, 2009 and December 31, 2008, respectively (129,262)
Total stockholders equity 928,387
TOTAL LIABILITIES AND STOCKHOLDERS EQUITY $ 1,397,203

The accompanying notes are an integral part of these unaudited consolidated financial statements.

Table of Contents

97,644
13,983

113,516

860

933
222,523
5,774
807,500
(89,078)

947,652

1,417,323
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CAREER EDUCATION CORPORATION AND SUBSIDIARIES
UNAUDITED CONSOLIDATED STATEMENTS OF OPERATIONS

(In thousands, except share and per share amounts)

For the Three Months
Ended March 31,

2009 2008
REVENUE:
Tuition and registration fees $ 420,197 $432,051
Other 17,250 19,833
Total revenue 437,447 451,884
OPERATING EXPENSES:
Educational services and facilities 163,074 166,649
General and administrative 222,141 238,626
Depreciation and amortization 16,802 20,215
Goodwill and asset impairment 2,169
Total operating expenses 402,017 427,659
Operating income 35,430 24,225
OTHER INCOME (EXPENSE):
Interest income 1,158 3,433
Interest expense (10) (227)
Share of affiliate earnings 4,665
Miscellaneous expense (243) (191)
Total other income 905 7,680
Pretax income 36,335 31,905
Provision for income taxes 13,008 10,535
INCOME FROM CONTINUING OPERATIONS 23,327 21,370
LOSS FROM DISCONTINUED OPERATIONS, net of tax (70) (4,986)
NET INCOME $ 23,257 $ 16,384
NET INCOME (LOSS) PER SHARE - BASIC:
Income from continuing operations $ 026 $ 024
Loss from discontinued operations (0.00) (0.06)
Net income $ 0.26 $ 0.18
NET INCOME (LOSS) PER SHARE - DILUTED:
Income from continuing operations $ 026 $ 024
Loss from discontinued operations (0.00) (0.06)
Net income $ 0.26 $ 0.18
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WEIGHTED AVERAGE SHARES OUTSTANDING:
Basic 90,090 90,231

Diluted 90,162 90,289

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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CAREER EDUCATION CORPORATION AND SUBSIDIARIES

UNAUDITED CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Three Months
Ended March 31,
2009 2008
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 23257 $ 16,384
Adjustments to reconcile net income to net cash provided by operating activities:
Goodwill and asset impairment 6,613
Depreciation and amortization expense 16,802 21,403
Bad debt expense 9,943 11,765
Compensation expense related to share-based awards 3,157 3,029
Loss (gain) on disposition of property and equipment 295 (134)
Share of affiliate earnings, net of cash received 939
Deferred income taxes 533
Changes in operating assets and liabilities 4,755) (25,017)
Net cash provided by operating activities 48,699 35,515
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of available-for-sale investments (225,622) (213,501)
Sales of available-for-sale investments 149,009 177,569
Purchases of property and equipment (14,898) (18,814)
Other (266) 433
Net cash used in investing activities 91,777) (54,313)
CASH FLOWS FROM FINANCING ACTIVITIES:
Purchase of treasury stock (40,184) (13,990)
Issuance of common stock 520 793
Tax benefit associated with stock option exercises 21 26
Borrowings on revolving loans 999
Payments of capital lease obligations and other long-term debt (141) (118)
Net cash used in financing activities (39,784) (12,290)
EFFECT OF FOREIGN CURRENCY EXCHANGE RATE CHANGES ON CASH AND CASH
EQUIVALENTS: 2,875) 8,292
NET DECREASE IN CASH AND CASH EQUIVALENTS (85,737) (22,796)
Add: Cash balance of discontinued operations, beginning of the period 115 15,735
Less: Cash balance of discontinued operations, end of the period 2,855
CASH AND CASH EQUIVALENTS, beginning of the period 244,743 221,970
CASH AND CASH EQUIVALENTS, end of the period $ 159,121 $ 212,054
The accompanying notes are an integral part of these unaudited consolidated financial statements.
Table of Contents 8
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CAREER EDUCATION CORPORATION AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
(In thousands, except per share amounts)
1. DESCRIPTION OF THE COMPANY

We are a global educational company committed to quality outcomes and career opportunities for a diverse student population. We are a leading
on-ground provider of private, for-profit, postsecondary education and have a substantial presence in online education. Our schools and
universities prepare students for professionally and personally rewarding careers through the operation of more than 75 on-ground campuses
located throughout the United States and in France, Italy, and the United Kingdom and three fully-online academic programs.

As used in this Quarterly Report on Form 10-Q, the terms we, us, our, and CEC refer to Career Education Corporation and our wholly-owned
subsidiaries. The terms school 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 schools or universities.

2. BASIS OF PRESENTATION

The accompanying unaudited 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 three months ended March 31, 2009, are not necessarily indicative of the results that may be expected for the year ending

December 31, 2009.

The unaudited consolidated financial statements presented herein include the accounts of CEC and our wholly-owned subsidiaries. All
inter-company transactions and balances have been eliminated.

In the first quarter of 2009, we made the decision to convert Gibbs College Boston into a Health Education school. This school was previously
scheduled to close in the fourth quarter of 2009, and its results of operations were reflected within Transitional Schools. As a result of the
decision to convert this school, its results of operations for all periods presented are reflected within Health Education.

3. DISCONTINUED OPERATIONS

The following campuses are reflected in discontinued operations for both current and prior period financial results: Brooks College, Sunnyvale

and Long Beach, CA; International Academy of Design & Technology, Pittsburgh, PA ( IADT Pittsburgh ); International Academy of Design
and Technology, Toronto, Canada ( IADT Toronto ); and Gibbs College, Piscataway, NJ. As additional schools within the Transitional Schools
segment cease operations, the results of operations for all periods presented will be reflected within discontinued operations.

Table of Contents 10
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CAREER EDUCATION CORPORATION AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

Results of Discontinued Operations

(In thousands, except per share amounts)

Combined summary results of operations for our discontinued operations for the three months ended March 31, 2009 and 2008, are as follows:

Revenues

Loss before income tax
Income tax benefit

Loss from discontinued operations

Assets and Liabilities of Discontinued Operations

Assets and liabilities of discontinued operations on our unaudited consolidated balance sheets as of March 31, 2009 and December 31, 2008,

include the following:

Assets:

Cash and cash equivalents
Receivables, net

Deferred income tax assets
Other assets

Assets of discontinued operations

Liabilities:
Accounts payable

Accrued payroll and related benefits

Accrued expenses
Deferred tuition revenue
Remaining lease obligations

Liabilities of discontinued operations

Table of Contents

For the Three Months
Ended March 31,
2009 2008
$ 13 $ 8,358
$(110) $ (6,699)
40 1,713
$ (70 $ (4,986)

March 31, December 31,
2009 2008

$ $ 115

69 111

4,082 4,083

697 694

$ 4,848 $ 5,003

$ 1,082 $ 97

5 550

2,776 4,320

169

3,431 3,617

$ 7,294 $ 8,753
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CAREER EDUCATION CORPORATION AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(In thousands, except per share amounts)

4. FINANCIAL INSTRUMENTS
Cash and Cash Equivalents and Investments

Cash and cash equivalents and investments consist of the following as of March 31, 2009, and December 31, 2008:

March 31, 2009
Gross Unrealized
Fair
Cost Gain (Loss) Value
Cash and cash equivalents:
Cash $ 15,993 $ $ $ 15,993
Money market funds 143,128 143,128
Total cash and cash equivalents 159,121 159,121
Investments (available-for-sale):
Bank obligations 5,000 (15) 4,985
Municipal bonds 12,875 12,875
U.S. Treasury bills 277,119 22 (10) 277,131
U.S. Government agencies 45,477 101 3) 45,575
Total investments 340,471 123 (28) 340,566
Total cash and cash equivalents and investments $499,592 $ 123 $ (28) $ 499,687
December 31, 2008
Gross Unrealized
Fair
Cost Gain (Loss) Value
Cash and cash equivalents:
Cash $ 21,593 $ $ $ 21,593
Money market funds 208,150 208,150
U.S. Treasury bills 15,000 15,000
Total cash and cash equivalents 244,743 244,743
Investments (available-for-sale):
Certificates of deposit 38,500 93 38,593
Bank obligations 13,000 9 (26) 12,983
Municipal bonds 12,875 12,875
U.S. Treasury bills 130,653 33 30) 130,656
U.S. Government agencies 68,458 392 4) 68,846
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Total investments 263,486 527 (60) 263,953
Total cash and cash equivalents and investments $508,229 $ 527 $ (60) $ 508,696

In the table above, all unrealized holding losses as of March 31, 2009 relate to cash equivalents and available-for-sale investments that have been
in a continuous unrealized loss position for less than one year. 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.
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CAREER EDUCATION CORPORATION AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(In thousands, except per share amounts)

The decline in the fair value of the above investments was considered temporary in nature and, accordingly, we determined that there was no
impairment to these investments as of March 31, 2009.

Included in cash and cash equivalents above are amounts related to certain of our European campuses that are operated on a not-for-profit basis.
The cash and cash equivalents related to these schools have restrictions which require that the funds be utilized for these particular not-for-profit
schools. The amount of cash and cash equivalents of our not-for-profit schools with restrictions was $39.3 million and $48.8 million at

March 31, 2009 and December 31, 2008, respectively. Restrictions on cash balances have not affected our ability to fund operations.

Money market funds. In September 2008, the U.S. Treasury Department opened its temporary guarantee program for money market funds. The
temporary guarantee program provides coverage to investors for amounts that they held in participating U.S. money market funds as of the close
of business on September 19, 2008. As of March 31, 2009, $73.3 million of the $88.3 million of investments within our U.S. money market
funds would be guaranteed under this program. The guarantee will be triggered if a participating fund s net asset value falls below $0.995. This
program is currently set to expire on September 18, 2009.

Bank obligations: Dollar denominated direct obligations of domestic and foreign banks which are organized and operating in the United States.

Municipal bonds: Municipal bonds represent debt obligations issued by states, cities, counties, and other governmental entities, which earn
federally tax-exempt interest. All of our bonds are auction rate securities ( ARS ) with maturities that range from 28 to 365 days. ARS generally
have stated terms to maturity of greater than one year. However, we classify investments in ARS as current on our unaudited consolidated
balance sheets due to our ability to divest our holdings at auction maturity, which is less than one year. 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 continue to accrue interest and are auctioned on a
set interval until the auction succeeds, the issuer calls the securities, or they mature. As of March 31, 2009, we do not consider the value of our
investments in ARS to be impaired. Municipal bonds in the above table that are invested in ARS were $12.9 million at March 31, 2009 and
December 31, 2008.

U.S. Treasury bills: Debt obligations issued by the U.S. government that pay interest at maturity. U.S. Treasury bills are traded at discounts to
par value and mature in one year or less.

U.S. Government agencies: Interest-bearing notes and bonds issued by agencies of the U.S. government. Investments include, among others, the
Federal Home Loan Mortgage Corporation (Freddie Mac), Federal National Mortgage Association (Fannie Mae), Federal Farm Credit Bank and
the Federal Home Loan Bank.

Fair Value Measurements

In September 2006, the Financial Accounting Standards Board ( FASB ) issued Statement of Financial Accounting Standards ( SFAS ) 157. SFAS
157 defines fair value, establishes a framework for measuring fair value in accordance with GAAP, and expands disclosures about fair value
measurements. We adopted the provisions of SFAS 157 for financial instruments as of January 1, 2008. The adoption of SFAS 157 did not

materially impact our financial condition, results of operations, or cash flow.
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CAREER EDUCATION CORPORATION AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(In thousands, except per share amounts)

SFAS 157 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; 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 March 31, 2009, we held investments that are required to be measured at fair value on a recurring basis. Investments (available-for-sale)
consist of: bank obligations, U.S. Treasury bills and U.S. Government agency securities that are publicly traded and for which market prices are
readily available.

We have also invested in municipal bonds which include auction rate securities, which are classified as available-for-sale and reflected at fair
value. The auction events for these investments have failed for the past year. The fair values of these securities are estimated utilizing a
discounted cash flow analysis or other type of valuation model as of March 31, 2009. These analyses consider, among other items, the
collateralization underlying the security investments, the creditworthiness 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. These securities were 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 SFAS 157 at March 31, 2009, were as follows:

As of March 31, 2009

Level 1 Level 2 Level 3 Total
Bank obligations $ 4,985 $ $ $ 4,985
Municipal bonds 12,875 12,875
U.S. Treasury bills 277,131 277,131
U.S. Government agencies 45,575 45,575
Totals $ 327,691 $ $ 12,875 $ 340,566

The following table presents our assets measured at fair value on a recurring basis using significant unobservable inputs (Level 3) as defined in
SFAS 157 at March 31, 2009:

Balance at December 31, 2008 $12,875
Transfers to Level 3
Purchases and settlements, net

Balance at March 31, 2009 $12,875
Credit Agreement

As of March 31, 2009, we had letters of credit totaling $11.7 million outstanding under our $185.0 million U.S. Credit Agreement. Credit
availability under our U.S. Credit Agreement as of March 31, 2009, was $173.3 million.

Table of Contents 15
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CAREER EDUCATION CORPORATION AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(In thousands, except per share amounts)

5. RECEIVABLES
Student Receivables Valuation Allowance

Changes in our student receivables allowance for the three months ended March 31, 2009 and 2008 were as follows:

Balance, Balance,

Beginning of Charges to Amounts End of

Period Expense Written-off Period
For the three months ended March 31, 2009 $ 35226 $ 9,943 $ (9,431 $ 35,738
For the three months ended March 31, 2008 $ 35,151 $ 11,477 $ (10,702) $ 35,926

Recourse Loan Agreements

Previously, we had recourse loan agreements with Sallie Mae and Stillwater National Bank and Trust Company ( Stillwater ) which required us to
repurchase these loans after a certain period of time. Our recourse loan agreement with Stillwater was terminated on April 29, 2007. Our

recourse loan agreement with Sallie Mae ended on March 31, 2008. Sallie Mae continues to offer its non-recourse products to our students but

has made its underwriting criteria stricter.

Under the recourse loan agreements, we were required to pay a discount fee for each recourse loan funded under the agreement. Costs associated
with our recourse loan agreements for continuing and discontinued operations were $3.0 million for the three months ended March 31, 2008.
Costs incurred in connection with our Sallie Mae agreements are classified as a component of educational services and facilities expense in our
unaudited consolidated statement of operations, and costs incurred in connection with our Stillwater agreement are classified as a reduction of
tuition and registration fees revenue in our unaudited consolidated statement of operations.

Outstanding net recourse loan receivable balances for continuing and discontinued operations as of March 31, 2009 and December 31, 2008
were $8.9 million and $9.2 million, respectively. These receivables are reported as a component of other long-term assets and assets of
discontinued operations within the unaudited consolidated balance sheets.

6. GOODWILL AND ASSET IMPAIRMENT

There were no goodwill or other long-lived intangible asset impairment charges during the first quarter of 2009. During the first quarter 2008,

we recorded a $2.2 million asset impairment charge related to the reduction of asset carrying values related to our American InterContinental
University Los Angeles campus which is being taught out. In addition, during the first quarter of 2008 we recorded a $4.4 million goodwill
impairment charge related to our IADT Toronto, Canada campus. This campus was sold in the second quarter of 2008, and as such its results of
operations are reflected within discontinued operations.

7. COMMITMENTS AND CONTINGENCIES
Litigation

We are, or were, a party to the following legal proceedings that are outside the scope of ordinary routine litigation incidental to our business.
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NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(In thousands, except per share amounts)

Student Litigation

Amador, et al. v. California Culinary Academy and Career Education Corporation; Adams, et al. v. California Culinary Academy and Career
Education Corporation. On September 27, 2007, Allison Amador and 36 other current and former students of the California Culinary Academy

( CCA ) filed a complaint in the California Superior Court in San Francisco. Plaintiffs plead their complaint as a putative class action and allege
four causes of action: fraud; constructive fraud; violation of the California Unfair Competition Law; and violation of the California Consumer
Legal Remedies Act. Plaintiffs contend that 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, the students employment prospects upon graduation from CCA and CCA s ability to arrange beneficial student loans. Plaintiffs filed a
First Amended Complaint on or about May 5, 2008 that alleges the same claims.

On April 3, 2008, the same counsel representing plaintiffs in the Amador action filed the Adams action on behalf of Jennifer Adams and several
other unnamed members of the Amador putative class. The Adams action also is styled as a class action, is based on the same allegations
underlying the Amador action and attempts to plead the same four causes of action pled in the Amador action. The Adams action has been
deemed related to the Amador action and is being handled by the same judge. The Adams action has been stayed.

The parties have conducted discovery on class certification issues in the Amador action, but the Court has not yet set a briefing schedule or a
hearing date on a motion for class certification.

Lilley, et al. v. Career Education Corporation, et al. On February 11, 2008, a class action complaint was filed in the Circuit Court of Madison
County, Illinois, naming as defendants Career Education Corporation and Sanford-Brown College, Inc. Plaintiffs filed an amended complaint on
September 5, 2008. The five plaintiffs named in the amended complaint are current or former students who allegedly attended a medical
assistant program at Sanford-Brown College located in Collinsville, Illinois, and the class is alleged to be all persons who enrolled in that
program. The amended class action complaint asserts claims for unfair conduct and deceptive conduct under the Illinois Consumer Fraud and
Deceptive Business Practices Act ( the Act ), as well as common law claims of fraudulent misrepresentation and fraudulent omission. The
amended complaint alleges that defendants made misrepresentations and omissions relating to the quality of education, quantity of financial aid,
fixed tuition, graduate employability and salaries and clinical externships. Plaintiffs seek unspecified compensatory and punitive damages.

Defendants filed a motion to dismiss Plaintiffs claims of unfair practices under the Act and fraudulent omission. A hearing was held on
December 16, 2008 on defendants motion to dismiss, at which time the Court requested additional briefing on the motion. Defendants filed their
supplemental brief, the Plaintiffs filed their reply brief, and each party has submitted additional sur-reply briefs. Defendants expect a ruling on
the motion in the second quarter of 2009.

Gozzi, et al. v. Western Culinary Institute, Ltd. and Career Education Corporation. On March 5, 2008, plaintiffs Shannon Gozzi and Megan
Koehnen filed a complaint in Portland, Oregon in the Circuit Court of the State of Oregon in and for Multnomah County. 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 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 that Western Culinary Institute, Ltd. ( 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
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(In thousands, except per share amounts)

students could expect to pay as compared to salaries they may earn after graduation. On May 21, 2008, plaintiffs filed a second amended
complaint in which they simply changed the statement Claims Subject to Mandatory Arbitration on the caption to Claims Not Subject to
Mandatory Arbitration (emphasis added). WCI and CEC filed an answer on June 13, 2008 and WCI subsequently moved to dismiss certain of
plaintiffs claims under Oregon s Unlawful Trade Practices Act; that motion was granted on September 12, 2008. Shannon Gozzi subsequently
withdrew as a named plaintiff and is now asserting claims merely as an absent class member, and former named plaintiff Meghan Koehnen s
claims have been dismissed. Jennifer Schuster is now the sole named Plaintiff, and she filed a third amended complaint on November 20, 2008.
Defendants filed an answer on December 5, 2008. The parties are presently engaged in discovery on class issues. No briefing schedule has been
set for plaintiffs motion for class certification.

Diallo v. American InterContinental University, Inc. and Career Education Corporation. On March 19, 2008, the same counsel in the Amador
and Adams actions filed a complaint in Atlanta, Georgia in the Superior Court of the State of Georgia of Fulton County on behalf of Tajuansar
Diallo. Plaintiff filed the complaint individually and as a putative class action and purports to allege causes of action for fraud; constructive
fraud; negligent misrepresentation; and violations of the Georgia Deceptive and Unfair Trade Practices Act. Plaintiff contends that American
InterContinental University, Inc., ( AIU ) made a variety of oral and written misrepresentations to her 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, the
students employment prospects upon graduation from AIU and AIU s ability to arrange beneficial student loans. On May 16, 2008, plaintiffs
filed a first amended complaint in which they added several named plaintiffs and expanded some of the factual allegations underlying their
claims. On May 31, 2008, AIU and CEC filed an answer to the First Amended Complaint. The parties subsequently conducted extensive
discovery on class issues. Plaintiffs filed their motion for class certification on October 10, 2008. Defendants filed their opposition on
November 10, 2008. The Court denied the motion for class certification in its entirety. Plaintiffs filed an appeal from the order denying the
motion in January 2009. The trial court action is stayed pending the outcome of the appeal. Defendants appellate brief is currently due by
May 19, 2009 and oral argument has been tentatively set for July 9, 20009.

Blake v. Career Education Corporation. On May 8, 2008, we were served with this lawsuit, which was filed in the Circuit Court of St. Louis
County, Missouri by six former students of the Criminal Justice programs at Sanford Brown college campuses in Fenton and St. Peters.
Defendants subsequently removed the case to the United States District Court for the Eastern District of Missouri. Plaintiffs moved to remand
the case back to state court and defendants opposed plaintiffs motion to remand. The court denied plaintiffs motion to remand; therefore, the
case will remain in federal court. The putative class consists of all Missouri citizens who were students in Criminal Justice programs offered by
Sanford-Brown College between January 1, 2003 and January 1, 2008. The complaint alleges violations of the Missouri Merchandising Practices
Act based on allegations that admissions representatives made material misrepresentations to prospective students. The original complaint
sought injunctive relief and actual and punitive damages.

On January 20, 2009, the Court granted defendants motion to dismiss the original complaint; ruling that plaintiffs had failed to comply with
pleading requirements. The Court granted plaintiffs leave to file an amended complaint in an attempt to correct their pleading deficiencies. With
plaintiffs consent, the Court struck plaintiffs request for injunctive relief. Plaintiffs filed their first amended complaint on February 9, 2009,
seeking actual and punitive damages for alleged violations of the Missouri Merchandising Act. Defendants filed a motion to dismiss the
amended complaint on February 27, 2009. Defendants motion to dismiss has been fully briefed by both parties and is currently pending before
the Court.
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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 herein alleged
causes of action (including, without limitation, the period following the filing of the action). Defendants filed a demurrer and motion to strike the
complaint, which was heard on January 30, 2009. At the hearing, the Court granted the demurrer with 30 days leave to amend. The Court set a
hearing on further demurrers for May 1, 2009. Defendants will be filing a demurrer to certain of the causes of action alleged in the second
amended complaint. With respect to the remaining claims, defendants intend to focus on opposing class certification. The parties are engaged in
class discovery. The Court has not yet set a briefing schedule or a hearing date on a motion for class certification.

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.

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 in the ordinary conduct of our business, including, but not limited to, breach of contract claims, claims involving
students or graduates, tort claims, claims for violations of state consumer protection laws, governmental inquiries and investigations, requests or
subpoenas for information from various regulators or law enforcement officials and employment matters. While we currently believe that such
claims will not have a material adverse impact on our business, cash flows, or financial position, the litigation, investigations and other claims
noted above are subject to inherent uncertainties, and management s view of these matters may change in the future. If an unfavorable final
outcome were to occur in any one or more of these matters, our business, reputation, financial position, cash flows, and results of operations may
be materially adversely affected. Settlement costs associated with litigation are recorded as a component of general and administrative expenses
within our unaudited consolidated statements of operations.

Federal, State, and Accrediting Body Regulatory Matters

Our schools are subject to extensive regulation by federal and state governmental agencies and accrediting bodies. On an ongoing basis, we
evaluate the results of our internal compliance monitoring activities and those of applicable regulatory agencies, and, when appropriate, record
liabilities to provide for the estimated costs of any necessary remediation. We are committed to resolving all issues identified in connection with
these program reviews to the U.S. Department of Education s ( ED ) satisfaction and ensuring that our schools operate in compliance with all ED
regulations. We cannot predict the outcome of these program reviews, and any unfavorable outcomes could have a material adverse effect on our
business, results of operations, cash flows, and financial position.

8. STOCK REPURCHASE PROGRAM

Our Board of Directors has authorized the use of a total of $800.2 million to repurchase outstanding shares of our common stock. Stock
repurchases under this program may be made on the open market or in privately
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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.

During the three months ended March 31, 2009, we repurchased 1.7 million shares of our common stock for approximately $40.0 million at an
average price of $22.83 per share. Since the inception of the program, we have repurchased 20.9 million shares of our common stock for
approximately $644.7 million at an average price of $30.80 per share. As of March 31, 2009, approximately $155.5 million is available under
the program to repurchase outstanding shares of our common stock.

9. SHARE-BASED COMPENSATION
Overview of Share-Based Compensation Plans

On May 13, 2008, the stockholders of CEC approved the Career Education Corporation 2008 Incentive Compensation Plan (the 2008 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. Any shares of CEC 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 granted for purposes of the aggregate share limit and any shares

of CEC common stock that are subject to any other form of award will be counted as 1.67 shares for each share granted for purposes of the
aggregate share limit. The 2008 Plan replaces our 1998 Employee Incentive Compensation Plan, as amended (the Employee Plan ) and our 1998
Non-Employee Directors Stock Option Plan (the Directors Plan ).

As of March 31, 2009, we estimate that pre-tax compensation expense of $21.8 million will be recognized over the next five years for all
unvested share-based awards that have been granted to participants, including both stock options and shares of restricted stock. We expect to
satisty the exercise of stock options and future distribution of shares of restricted stock by issuing new shares of common stock or by using
treasury shares.

Stock Options. Stock option activity during the three months ended March 31, 2009, under all of our stock option plans was as follows:

Weighted Average
Options Exercise Price

Outstanding as of December 31, 2008 2,916 $ 29.29
Granted 377 26.15
Exercised 4) 21.43
Forfeited 4) 34.56
Cancelled 22) 43.68
Outstanding as of March 31, 2009 3,263 $ 28.32
Exercisable as of March 31, 2009 1,940 $ 32.11
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Restricted Stock. Restricted stock activity during the three months ended March 31, 2009, under share-based plans was as follows:

Weighted Average

Number of Grant-Date Fair

Shares Value Per Share

Outstanding as of December 31, 2008 1,404 $ 18.79
Granted 660 26.15
Vested 36) 29.73
Forfeited 43) 17.08
Outstanding as of March 31, 2009 1,985 $ 22.07

Change in Control Provision

Each of the share-based awards granted under the 2008 Plan, the Employee Plan and the Directors Plan, including stock options and shares of
restricted stock, are subject to change in control provisions. As defined by these plans, a change in control generally is deemed to have occurred
if, among other things, any corporation, person, or other entity (other than CEC, a majority-owned subsidiary of CEC or any of CEC s
subsidiaries, or an employee benefit plan sponsored or maintained by CEC), including a group as defined in Section 13(d)(3) of the Securities
Exchange Act of 1934, as amended (the Exchange Act ), becomes the beneficial owner of our common stock representing more than 20% under
our Employee Plan and Directors Plan, or 35% under our 2008 Plan, of the combined voting power of our then outstanding common stock.

On February 20, 2009, the Company entered into Option Extension and Amendment Agreements with its non-employee directors regarding
outstanding option grants held by the Company s non-employee directors under the Directors Plan, the Employee Plan and the 2008 Plan, as
applicable. These agreements amend such outstanding option grants to (i) increase the stock ownership threshold upon which a change in control
is deemed to occur from twenty percent (20%) to thirty-five percent (35%) and (ii) amend all such outstanding option grants to extend the
post-termination exercise period of such options to the earlier of (a) three (3) years following termination of service as a director of the

Company, and (b) the original expiration date of the option, except in the case of termination of service as a director of the Company at a time
when Cause , as defined in the 2008 Plan, exists. As a result of these agreements, all outstanding awards under the Directors Plan are subject to
the thirty-five percent (35%) stock ownership threshold at which a change in control is deemed to occur, rather than the twenty percent

(20%) threshold specified in the Directors Plan.

On February 20, 2009, the Company entered into Option and Restricted Stock Amendment Agreements with the Company s Section 16 reporting
officers (each, an Officer ) amending all outstanding Company options and restricted stock held by such Officers under the Employee Plan.
These agreements amend such outstanding options and restricted stock awards to (i) increase the stock ownership threshold upon which a change
in control is deemed to occur from twenty percent (20%) to thirty-five percent (35%) and (ii) provide that, upon any Officer s Termination of
Employment by the Company without Cause as such terms are defined in the Employee Plan, the options held by such Officer under the
Employee Plan shall become fully exercisable and the shares of restricted stock held by such Officer under the Employee Plan shall become

fully vested.

The amendments approved on February 20, 2009 represent modifications to the original equity awards and will result in additional compensation
expense of approximately $1.0 million being recorded by the Company. Of the $1.0 million, approximately $0.5 million was recorded in the first
quarter 2009, as this represents the portion
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of the additional compensation expense attributable to awards that are vested. The remaining additional compensation expense of approximately
$0.5 million will be recognized as expense over the remaining vesting period.

If any person or entity, including a group, beneficially owned 20% or more, of the combined voting power of our then outstanding common
stock as of March 31, 2009, triggering the change in control provisions discussed above, we would have recognized accelerated share-based
compensation expense of approximately $10.1 million during the first quarter of 2009. An additional $10.1 million of compensation expense
would be recognized if the 35% ownership trigger occurred. The estimated additional share-based compensation expense represents, for each
outstanding share-based award, the greater of (a) the unrecognized grant date compensation expense for the share-based award as of March 31,
2009, or (b) the fair value of the cash redemption value of the share-based award as of March 31, 2009, less share-based compensation expense
previously recorded under SFAS 123R based on a change in control price as defined under their respective plan.

As of March 31, 2009, we are not aware of any person or entity, including a group, who beneficially owns, or at any point previously owned,
20% or more, of the combined voting power of our outstanding common stock. As of March 31, 2009, no individual shareholder owned more
than 19% of the combined voting power of our then outstanding common stock, and, based on existing facts and circumstances, we do not
believe it is probable that the change in control provisions will be triggered. Additionally, if the change in control provisions had been triggered
as of March 31, 2009, or if we determined that the occurrence of a change in control event was probable, we would have recognized a liability of
approximately $1.5 million as of March 31, 2009, representing the estimated fair value of the obligation that would be due to participants who
are eligible to surrender all or part of a stock option award to us in exchange for cash. Our estimation of this cash liability assumes that
participants would elect to redeem for cash all stock options outstanding as of March 31, 2009, with an exercise price less than the change in
control price.

10. WEIGHTED AVERAGE COMMON SHARES

The weighted average numbers of common shares used to compute basic and diluted income per share during the three months ended March 31,
2009 and 2008 were as follows:

For the Three Months
Ended March 31,
2009 2008
Basic common shares outstanding 90,090 90,231
Common stock equivalents 72 58
Diluted common shares outstanding 90,162 90,289

During the three months ended March 31, 2009 and 2008, we issued 30 and 44 shares, respectively, of our common stock upon the exercise of
employee stock options and the purchase of common stock pursuant to our employee stock purchase plan.

Included in stock options outstanding as of March 31, 2009 and 2008, are options to purchase 0.4 million and 3.9 million shares, respectively, of
our common stock that were not included in the computation of diluted net income per share during the three months ended March 31, 2009 and
2008. These shares were excluded because the options exercise prices were greater than the average market price of our common stock during
the periods, and, therefore, the effect would have been anti-dilutive.
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11. SEGMENT REPORTING

In the first quarter of 2009, we made the decision to convert Gibbs College Boston into a Health Education school. This school was previously
scheduled to close in the fourth quarter of 2009, and its results of operations were reflected within Transitional Schools. As a result of the
decision to convert this school, its results of operations for all periods presented are reflected within Health Education.

We have six reportable segments, University, Culinary Arts, Health Education, Art & Design, International and Transitional Schools.

University includes our American InterContinental University ( AIU ), Colorado Technical University ( CTU ) and Briarcliffe College schools that
collectively offer regionally accredited academic programs in the career-oriented disciplines of business studies, visual communications and
design technologies, health education, information technology, criminal justice, and education in an online, classroom, or laboratory setting.

Culinary Arts includes our Le Cordon Bleu and Kitchen Academy schools that collectively offer culinary arts programs in the career-oriented
disciplines of culinary arts, baking and pastry arts, and hotel and restaurant management primarily in a classroom or kitchen setting.

Health Education primarily includes our Sanford-Brown schools that collectively offer academic programs in the career-oriented disciplines of
health education, business studies and information technology in a classroom or laboratory setting.

Art & Design includes our Brooks Institute, Brown College, Collins College, Harrington College of Design and International Academy of
Design and Technology ( IADT ) schools. These schools collectively offer academic programs primarily in the career-oriented disciplines of
fashion design, game design, graphic design, interior design, film and video production, photography, and visual communications in a
classroom, laboratory or online setting.

International includes our INSEEC Group schools and Istituto Marangoni schools located in France, Italy, and the United Kingdom, which
collectively offer academic programs in the career-oriented disciplines of business studies, health education, fashion and design, and visual
communication and technologies in a classroom or laboratory setting.

Transitional Schools includes our campuses that are currently being taught out. As of March 31, 2009, the following campuses were included
within Transitional Schools: McIntosh College; Lehigh Valley College; five of the campuses that were part of the Gibbs Division, including
Gibbs Colleges in Cranston, RI; Livingston, NJ; and Norwalk, CT; and Katharine Gibbs Schools in New York, NY and Norristown, PA and
AIU Los Angeles, CA.
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Operating Results for the Three Months Ended March 31, 2009 and 2008:

Revenue Operating Income (Loss)
For the Three Months For the Three Months
Ended March 31, Ended March 31,
2009 2008 2008
University $ 189,774 $ 177,151 $ 38,108 $ 24,991
Culinary Arts ' 75,281 87,189 (568) 5379
Health Education 67,368 57,797 13,497 4,428
Art & Design 63,828 70,929 7,368 10,685
International 34,509 34,467 11,371 12,789
Transitional Schools 6,748 24,351 (17,173) (15,565)
Subtotal 437,508 451,884 52,603 42,707
Corporate and other (61) (17,173) (18,482)
Total $ 437,447 $451,884 $ 35,430 $ 24,225
Total Assets as of 3
March 31, December 31,
2009 2008
University $ 178,474 $ 193,439
Culinary Arts 207,185 218,578
Health Education 249,355 267,932
Art & Design 106,409 106,923
International 258,540 274,113
Transitional Schools 231,452 244,634
Subtotal 1,231,415 1,305,619
Corporate and other 160,940 106,701
Discontinued Operations 4,848 5,003
Total $ 1,397,203 $ 1,417,323

1 Culinary Arts operating loss for the three months ended March 31, 2009 is primarily attributable to the decline in student population
related to decreased lending availability to students under the previous recourse lending program.

2 Transitional Schools operating loss for the three months ended March 31, 2009 includes a pretax charge of $7.8 million representing the
fair value of future lease obligations for vacated space. The operating loss for the prior year quarter includes pretax charges of
approximately $9.4 million, including $7.2 million of severance and stay bonus expense and $2.2 million of asset impairment for our
American InterContinental University Los Angeles campus.

3 Amounts for total assets do not include intercompany receivables or payables activity between schools and corporate.
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On January 1, 2009, we adopted SFAS No. 141 (revised 2007), Business Combinations ( SFAS 141R ), which is a revision of SFAS No. 141,
Business Combinations. SFAS 141R establishes principles and requirements for how an acquirer recognizes and measures in its financial

statements the identifiable assets
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acquired, the liabilities assumed and any non-controlling interest in the acquiree; recognizes and measures the goodwill acquired in the business
combination or a gain from a bargain purchase and determines what information to disclose to enable users of the financial statements to
evaluate the nature and financial effects of the business combination. This adoption did not have a material impact on our unaudited consolidated
financial statements.

On January 1, 2009, we adopted SFAS No. 160, Non-controlling Interests in Consolidated Financial Statements An Amendment of ARB No. 51
( SFAS 160 ). SFAS 160 establishes new accounting and reporting standards for the non-controlling interest in a subsidiary and for the
deconsolidation of a subsidiary. Our adoption of the standard did not have a material impact on our unaudited consolidated financial statements.

On January 1, 2009, we adopted FASB Staff Position ( FSP ) FAS 142-3, Determination of the Useful Life of Intangible Assets ( FAS 142-3 ). This
FSP amends the factors that should be considered in developing renewal or extension assumptions used to determine the useful life of a

recognized intangible asset under SFAS 142. The intent of this FSP is to improve the consistency between the useful life of a recognized

intangible asset under SFAS 142 and the period of expected cash flows used to measure the fair value of the asset under SFAS 141R, and other
GAAP. Our adoption of the standard did not have a material impact on our unaudited consolidated financial statements.

In accordance with FSP No. FAS 157-2, Effective Date of FASB Statement No. 157 (FSP 157-2), we adopted SFAS No. 157 for our nonfinancial
assets and nonfinancial liabilities, including long-lived assets, goodwill and intangible assets, as of January 1, 2009. This adoption did not have a
material impact on our unaudited consolidated financial statements. Furthermore, the FASB issued FSP FAS 157-3, Determining the Fair Value

of a Financial Asset When the Market for That Asset Is Not Active ( FSP FAS 157-3 ) in October 2008. FSP FAS 157-3 clarifies the application of
SFAS 157 in a market that is not active. Management has fully considered this guidance when determining the fair value of our financial assets

as of March 31, 2009, and our adoption did not have a material impact on our unaudited consolidated financial statements.

13. INCOME TAXES

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 tax provision and effective tax rate for continuing operations:

For the Three Months
Ended March 31,
2009 2008
Pretax income $ 36,335 $ 31,905
Provision for income taxes $ 13,008 $10,535
Effective tax rate 35.8% 33.0%

Our consolidated effective income tax rate for continuing operations was 35.8% for the three months ended March 31, 2009, as compared to
33.0% for the three months ended March 31, 2008. The increase in our effective
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tax rate from the prior year quarter was primarily due to the prior year s tax rate including the reduction of tax reserves due to the expiration of
the statute of limitations on international tax matters and the closing of a state income tax audit. In addition, the current year results include
lower levels of tax-exempt interest as a percentage of pretax income.

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 $12.8 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. We recognize interest and penalties related to unrecognized tax benefits in tax expense. As of
March 31, 2009, we had accrued interest and accrued penalties of $5.1 million.

Our tax returns are routinely audited by federal, state and foreign tax authorities and these audits are at various stages of completion at any given
time. The Internal Revenue Service completed its examination of our U.S. income tax returns through our tax year ending December 31, 2004.

14. OTHER COMPREHENSIVE INCOME

The following table presents the components of other comprehensive income for the periods presented:

For the Three Months
Ended March 31,
2009 2008

Net income $ 23,257 $ 16,384
Other comprehensive income:

Foreign currency translation adjustments (4,937) 7,283
Unrealized (losses) gains on investments (266) 456
Total comprehensive income $ 18,054 $24,123

21

Table of Contents 29



Edgar Filing: CAREER EDUCATION CORP - Form 10-Q

Table of Conten

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, plan,  expect, intend, will, and similar expressions, but
these words are not the exclusive means of identifying these 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 discussed in Part I, Item 1A
Risk Factors in this Quarterly Report on Form 10-Q, that could cause our actual growth, results of operations, cash flows, performance and
business prospects, and opportunities to differ materially from those expressed in, or implied by, these statements. Except as expressly required
by 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

We are a global education company committed to quality outcomes and career opportunities for a diverse student population. With over 99,000
students, we are a leading on-ground provider of private, for-profit, postsecondary education in the U.S. and have a substantial presence in
online education. Our schools and universities prepare students for careers through the operation of more than 75 on-ground campuses located
throughout the United States and in France, Italy and the United Kingdom and three fully-online academic programs.

We organize our businesses across five strategic business units ( SBU ). Each SBU represents a group of for-profit, postsecondary schools that
offer a variety of degree and non-degree academic programs. These SBUs are organized by key market segment to enhance brand focus and
operational alignment within each segment. In addition, our Transitional Schools division includes all schools that are currently being taught out.
This division is focused on winding down these operations as effectively and efficiently as possible. Our reportable segments are:

University includes our American InterContinental University ( AIU ), Colorado Technical University ( CTU ) and Briarcliffe College schools that
collectively offer regionally accredited academic programs in the career-oriented disciplines of business studies, visual communications and
design technologies, health education, information technology, criminal justice, and education in an online, classroom, or laboratory setting.

Culinary Arts includes our Le Cordon Bleu ( LCB ) and Kitchen Academy schools that collectively offer culinary arts programs in the
career-oriented disciplines of culinary arts, baking and pastry arts, and hotel and restaurant management primarily in a classroom or kitchen
setting.

Health Education primarily includes our Sanford-Brown schools that collectively offer academic programs in the career-oriented disciplines of
health education, complemented by certain programs in business studies, and information technology in a classroom or laboratory setting.

Art & Design includes our Brooks Institute, Brown College, Collins College, Harrington College of Design and International Academy of
Design & Technology ( IADT ) schools. Collectively these schools offer academic programs primarily in the career-oriented disciplines of
fashion design, game design, graphic design, interior design, film and video production, photography, and visual communications in a
classroom, laboratory or online setting.

International includes our INSEEC Group ( INSEEC ) schools and Istituto Marangoni schools located in France, Italy and the United Kingdom,
which collectively offer academic programs in the career-oriented
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disciplines of business studies, health education, fashion and design, and visual communications and technologies in a classroom or laboratory
setting.

Transitional Schools includes those schools that are currently being taught out. As of March 31, 2009, the following campuses were included
within Transitional Schools: McIntosh College; Lehigh Valley College; five of the campuses that were part of the Gibbs Division, including
Gibbs Colleges in Cranston, RI; Livingston, NJ; Norwalk, CT; and Katharine Gibbs Schools in New York, NY and Norristown, PA; and

AIU Los Angeles, CA.

2009 First Quarter Overview. As we exited 2008, we had made a considerable amount of progress against our strategic choices of 1) growing
our core educational institutions, 2) entering new markets, 3) improving academic and operational effectiveness, 4) building our reputation and
external relationships and 5) growing and developing our people. We completed a number of activities focused on strengthening the Company s
foundation, and began to refocus the Company s efforts on additional growth in 2009. As a result, several of our institutions or strategic business
units are performing extremely well; namely, Health Education, International and CTU. These institutions comprise more than 50% of our
student population and generated greater than 50% of our first quarter 2009 operating income, excluding Transitional Schools and Corporate and
Other, and collectively grew operating income by 25% over the prior year quarter. Health Education reported a 25% increase in starts over the
prior year quarter as we continue to see strong demand for our educational programs. While start-ups have been an element of the Company s
growth strategy, we have an accelerated start-up plan targeting seven to ten new start-ups by the end of 2009. The majority of these starts-ups
will be focused within Health Education, allowing us to expand the strong operating model and market opportunity that Sanford-Brown
continues to capitalize upon. Our Sanford-Brown campus in San Antonio, TX is expected to begin instructing students in the second quarter of
2009.

Our international institutions continue to grow at both INSEEC and Istituto Marangoni. Student populations increased 19% as compared to the
prior year quarter, despite revenue remaining relatively flat as compared to the prior year quarter primarily due to unfavorable foreign currency
exchange rates. CTU continues to build upon its 2008 success, reporting a 14% increase in revenue as compared to the prior year quarter. Our
CTU online institution ended 2008 with six consecutive quarters of operating margin growth. While CTU online reported a slight decline in
operating margin as compared to the prior year quarter primarily due to increased advertising costs, student population grew 18% as compared to
the prior year quarter benefiting from the increase in starts as well as improvement in retention rates. Within AIU, we continue to see a return to
growth across revenue, operating margins and population, however; with a slight decline in student starts as compared to the prior year quarter,
we believe the financial performance of the institution can be improved. Our admissions and marketing teams are working closely together to
identify opportunities to increase the effectiveness of the new admissions model which was initiated in 2008.

During the first quarter 2009, we remained focused on rebuilding the student populations in both the Culinary Arts and Art & Design segments.
In January 2009, we introduced a new 21-month Culinary program that allows students access to an additional year of Title IV funds thereby
reducing their reliance on private loans. This decelerated program also allows students to work during their course of study to help better offset
expenses. We have also implemented a number of student support activities at each Culinary campus aimed at assisting the student through their
course of study. Through the first quarter 2009, we have seen an increase in retention rates as compared to the prior year quarter. We believe
these actions provide the foundation to again grow student population in 2009. In addition, our start-up campuses, LCB Boston, MA and
Kitchen Academy Seattle, WA who began instructing students in the second and third quarters of 2008, respectively, are contributing to the
revenue growth as compared to the prior year quarter.

Finally, within Art & Design we made considerable progress towards developing a foundation for growth through replicating and extending
several of the 2008 Culinary initiatives. We are aligning the curriculum to remove the variations across our institutions, thus enabling centralized
program development, facilitating transfer
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of credits across institutions and allowing for greater blended learning capabilities. As we entered the second quarter, we have revised the
academic calendars at ten of our Art & Design campuses to provide for an increase in the number of annual starts. The calendar change will
result in shortened enrollment cycles, of five weeks, which is expected to improve admissions productivity through more consistent enrollment
performance and increased show rates. The standard number of credits per term was also reduced from 16 to 12 credits, to better align with
historical student academic progress. This will also improve the effectiveness of our financial aid packaging process and help facilitate other
funding options for our students. An additional three Art & Design campuses will convert to the new calendar by the end of 2009. These actions,
along with continuing to offer funding for eligible students, are expected to provide additional students the ability to attend school.

In the first quarter 2009, we also exited two additional facilities within Transitional Schools. As these schools wind-down their operations, we
are taking steps to ensure that the remaining students are offered the best possible learning conditions. As a result of exiting the two facilities, the
first quarter 2009 results of operations include a $7.8 million pretax charge representing the fair value of the future lease obligations. At the
point in which each campus within Transitional Schools ceases operations or exits a facility, to the extent that the facility s lease has not ended,
we will record a charge related to the estimated fair value of the remaining lease obligation. Currently, we estimate our results of operations will
include charges totaling approximately $90  $100 million. In addition, during the first quarter 2009, we made the decision to convert

Gibbs Boston, MA into a health school, thus utilizing an existing school for continued expansion into the growing Health Education business.
As a result, the results of operations for Gibbs Boston, MA for all periods presented are reflected within Health Education.

CONSOLIDATED RESULTS

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 three months ended March 31, 2009 and 2008.

For the Three Months Ended March 31, % Change
% of Total % of Total
2009 Revenue 2008 Revenue 2009 vs. 2008
(Dollars in thousands)
TOTAL REVENUE $ 437,447 $451,884 -3.2%
OPERATING EXPENSES
Educational services and facilities expense 163,074 37.3% 166,649 36.9% -2.1%
General and administrative:
Advertising 69,808 16.0% 67,762 15.0% 3.0%
Admissions 46,087 10.5% 58,222 12.9% -20.8%
Administrative expense 96,303 22.0% 101,165 22.4% -4.8%
Bad debt expense 9,943 2.3% 11,477 2.5% -13.4%
Total general and administrative expense 222,141 50.8% 238,626 52.8% -6.9%
Depreciation and amortization 16,802 3.8% 20,215 4.5% -16.9%
Goodwill and asset impairment 0.0% 2,169 0.5% -100.0%
OPERATING INCOME 35,430 8.1% 24,225 5.4% 46.3%
PRETAX INCOME 36,335 8.3% 31,905 7.1% 13.9%
PROVISION FOR INCOME TAXES 13,008 3.0% 10,535 2.3% 23.5%
Effective tax rate 35.8% 33.0%
INCOME FROM CONTINUING OPERATIONS $ 23,327 5.3% $ 21,370 4.7% 9.2%
LOSS FROM DISCONTINUED OPERATIONS, net
of tax (70) 0.0% (4,986) -1.1% -98.6%
NET INCOME $ 23,257 5.3% $ 16,384 3.6% 41.9%
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Educational services and facilities expense includes costs directly attributable to the educational activity of our schools, including, among other
things, (1) salaries and benefits of faculty, academic administrators, and student support personnel, (2) 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, (3) royalty fees paid to Le Cordon Bleu, and (4) certain student financing costs. Also included in educational
services and facilities expense are costs of other goods and services provided by our schools, including, among other things, costs of textbooks,
laptop computers, dormitory services, restaurant services, contract training and cafeteria services.

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. Costs of promotion and development, advertising and production of marketing
materials, occupancy of the corporate offices and bad debt expense are also included in this expense category.

Three Months Ended March 31, 2009 as Compared to Three Months Ended March 31, 2008
Revenue

Total revenue decreased $14.4 million, or 3.2%, from the prior year quarter. The overall decrease in revenue is primarily attributable to declines
in Transitional Schools, Culinary Arts and Art & Design, partially offset by increases in University and Health Education. As campuses within
Transitional Schools wind down their operations, the number of students remaining to complete their studies declines. As such, revenue within
Transitional Schools will continue to decline. Excluding Transitional Schools, total revenue increased $3.2 million. University s and Health
Education s increase in revenue over the prior year quarter is primarily attributable to student population growth, as well as improved student
retention within University. The revenue declines in Culinary Arts and Art & Design as compared to the prior year quarter are primarily due to
lower student population resulting from the loss of third-party student loan financing for certain students. International s revenue was flat as
compared to the prior year quarter as increases driven by population growth were offset by $5.6 million in unfavorable foreign currency
exchange rates.

Educational Services and Facilities Expense

Educational services and facilities expense decreased $3.6 million as compared to the prior year quarter. The current year expense includes a
$7.8 million pretax charge related to lease exit costs within Transitional Schools. The previous year quarter expense includes $5.0 million for
severance and stay bonus associated with our decision to teach out certain campuses and our efforts to reduce redundancies within our
organization. Academic expense decreased considerably from the prior year quarter primarily due to declines within Transitional Schools.
Culinary Arts and Art & Design academic costs also declined as compared to the prior year quarter due to the introduction of revised staffing
models in the third and fourth quarters of 2008, which provide greater flexibility to adjust to the changes in student population.

General and Administrative Expense

General and administrative expense decreased $16.5 million as compared to the prior year quarter. The prior year quarter expense included $5.5
million of severance and stay bonus expense associated with our decision to teach out certain campuses and our efforts to reduce redundancies
within the organization. The decrease in expense as compared to the prior year quarter is primarily due to a reduction in spending required to
support our Transitional Schools. Additionally, admissions expense decreased as compared to the prior year quarter due to a reduction in
admissions headcount, as well as improvement in operational efficiencies. These decreases were partially offset by increased advertising costs
within University as compared to the prior year quarter.
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Bad debt expense incurred by each of our reportable segments during the quarters ended March 31, 2009 and 2008 was as follows (dollars in
thousands):

For the Three Months Ended March 31,

As a % of As a % of
Segment Segment
2009 Revenue 2008 Revenue
Bad debt expense by segment:
University $ 2,983 1.6% $ 5,375 3.0%
Culinary Arts 4,999 6.6% 3,023 3.5%
Health Education 166 0.2% 904 1.6%
Art & Design 1,565 2.5% 1,388 2.0%
International 316 0.9% 314 0.9%
Subtotal 10,029 11,004
Transitional Schools 10 0.1% 503 2.1%
Corporate and other (96) N/A 30) N/A
Total bad debt expense $ 9,943 2.3% $ 11,477 2.5%

The overall decrease in bad debt expense as compared to the prior year quarter is primarily attributable to a decrease in overall student
receivable exposure within University resulting from increased funding from government sources and an increase in student population within
the associate degree programs. Improvement in overall student retention also contributed to a lower bad debt expense in the current year quarter.
This favorability was somewhat offset by higher bad debt expense in the current year within Culinary Arts and Art & Design as student
receivable balances grew as a result of extended payment plans being offered to certain students beginning in the second quarter 2008 as a
replacement for the recourse loan program previously provided by Sallie Mae.

Goodwill and Asset Impairment

During the first quarter 2008, we recorded a $2.2 million asset impairment charge related to the reduction of asset carrying values related to our
American InterContinental University Los Angeles campus, which is currently being taught out.

Operating Income

The $11.2 million increase in the 2009 operating income as compared to the prior year quarter is primarily attributable to University and Health
Education. Increased population in the first quarter of 2009 compared to the prior year quarter within both University and Health Education
along with strong student start growth within Health Education resulted in increased revenue. This revenue growth coupled with operating
expense management drove operating margin improvement. The overall increase in operating income was partially offset by declines within
Culinary Arts, Art & Design and International. International s decline is primarily attributable to the $1.9 million negative impact of foreign
currency exchange rates.

Provision for Income Taxes

Our consolidated effective income tax rate for continuing operations was 35.8% for the three months ended March 31, 2009, as compared to
33.0% for the three months ended March 31, 2008. The increase in our effective tax rate from the prior year quarter was primarily due to the
prior year s tax rate including the reduction of tax reserves due to the expiration of the statute of limitations on international tax matters and the
closing of a state income tax audit. In addition, the current year results include lower levels of tax-exempt interest as a percentage of pretax
income.
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Loss from Discontinued Operations

The following campuses are reflected in discontinued operations for both current and prior period financial results: Brooks College, Sunnyvale
and Long Beach, CA; International Academy of Design & Technology, Pittsburgh, PA ( IADT Pittsburgh ); International Academy of Design
and Technology, Toronto, Canada ( IADT Toronto ); and Gibbs College, Piscataway, NJ. These campuses ceased operations in 2008. As
additional schools within the Transitional Schools segment cease operations, the results of operations for all periods presented will be reflected
within discontinued operations. Loss from discontinued operations decreased from $5.0 million for the three months ended March 31, 2008 to
approximately $0.1 million for the three months ended March 31, 2009, as these campuses had ceased operations in 2008.

SEGMENT RESULTS

The following table sets forth unaudited historical segment results for the periods presented. Results for the prior year have been reclassified to
be comparable to the current year presentation, primarily due to realignment reflecting the Company s current organizational structure and our

decision to teach out campuses that were previously held for sale.

REVENUE:
University
Culinary Arts
Health Education
Art & Design
International

Subtotal
Transitional Schools
Corporate and other

Total revenue

OPERATING INCOME (LOSS):
University

Culinary Arts

Health Education

Art & Design

International segment

Subtotal
Transitional Schools
Corporate and other

Total operating income
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For the Three Months Ended

March 31,

(Dollars in Thousands)

2009 2008

$ 189,774 $ 177,151

75,281 87,189

67,368 57,7197

63,828 70,929

34,509 34,467

430,760 427,533

6,748 24,351
(61)

$ 437,447 $451,884

Profit
Margin

2009 Percentage
$ 38,108 20.1%
(568) -0.8%
13,497 20.0%
7,368 11.5%
11,371 33.0%
69,776 16.2%
(17,173) -254.5%

(17,173)

$ 35,430 8.1%

27

% Change

7%
-14%
17%
-10%
0%

1%
-72%

-3%

2008

$ 24,991
5,379
4,428

10,685
12,789

58,272
(15,565)
(18,482)

$ 24,225

Profit
Margin

Percentage

14.1%
6.2%
7.7%

15.1%

37.1%

13.6%
-63.9%

5.4%
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STUDENT STARTS:
University

ATU

Online
On-ground

CTU

Online
On-ground
Briarcliffe
Culinary Arts
Health Education
Art & Design
On-ground
IADT Online
International

Subtotal
Transitional Schools

Total student starts

STUDENT POPULATION:

University
AIU

Online
On-ground
CTU

Online
On-ground
Briarcliffe
Culinary Arts
Health Education
Art & Design
On-ground
IADT Online
International

Subtotal
Transitional Schools

Total student population
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For the Three Months Ended March 31,

2009

8,040
1,240

5,600
920
320

2,840

6,380

1,620
330
710

28,000
10

28,010

2009

18,300
3,600

20,100
5,000
1,600
9,800

19,300

11,400

1,100
8,300

98,500
1,300

99,800

2008

8,160
1,140

5,300
860
370

2,520

5,110

1,770
300
560

26,090
1,300

27,390

As of April 30,
2008

16,900
3,500

17,000
4,300
1,800

10,200

15,600

12,300

500
7,000

89,100
4,700

93,800

% Change

-1%
9%

6%
7%
-14%
13%
25%

-8%
10%
27%

7%
-99%

2%

% Change

8%
3%

18%
16%
-11%
-4%
24%

-71%
120%
19%

11%
-72%

6%
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University s operating results for the three months ended March 31, 2009 and 2008 are as follows (dollars in thousands):

Revenue Operating Income Profit (loss) Margin
2009 2008 2009 2008 2009 2008
AIU
Online $ 77,762 $ 71,972  $21,086 $ 8,531 27.1% 11.9%
On-ground 20,131 22,982 (588) (1,535) -2.9% -6.7%
CTU
Online 68,083 59,198 18,491 16,165 27.2% 27.3%
On-ground 15,048 13,538 (666) 828 -4.4% 6.1%
Briarcliffe 8,750 9,461 (215) 1,002 -2.5% 10.6%
Total University $189,774  $177,151 $ 38,108 $24,991 20.1% 14.1%

University. Current year revenue increased by $12.6 million compared to the prior year quarter as growth in University s online platforms
resulted from increased population in the first quarter of 2009 as well as improved student retention. Average revenue per student declined
slightly from the prior year quarter primarily due to a decrease in the AIU on-ground platform, specifically AIU London, due to an unfavorable
foreign exchange rate impact.

Current year operating income increased by $13.1 million compared to the prior year quarter. Operating profit margin improved primarily in the
AIU Online platform due to an increase in revenue from a higher student population and a reduction in admissions expense resulting from
actions taken to improve productivity in the admissions process.

Culinary Arts. Current year revenue declined $11.9 million or 14% as compared to the prior year quarter primarily due to a decrease in average
student population resulting from the lack of availability of third-party student loan financing for certain students. We believe the introduction of
our extended payment plans during the second quarter 2008, along with increased Title IV funding and the introduction of a 21-month Culinary
program in the first quarter 2009, provide the foundation for more students to enroll in these programs. These actions, along with the addition of
two campuses that opened after the first quarter 2008, contributed to the 13% increase in student starts as compared to the prior year quarter.
Student retention rates within Culinary Arts also improved in the first quarter of 2009 as we continue to focus on ensuring student success.

Culinary Art s operating loss in the first quarter 2009 is primarily due to the decline in revenue more than offsetting the reduction in operating
expenses.

Health Education. Current year revenue increased 17% over the prior year quarter due to a 24% increase in student population over the prior
year quarter resulting from a strong carry-in population from the fourth quarter 2008 and a 25% increase in student starts over the prior year
quarter. Health Education s current year revenue also benefitted from a decrease in student attrition and improved completion rates of
programmatic studies.

Health Education s operating income increased by $9.1 million over the prior year quarter and its operating profit margin expanded from 7.7% to
20% due to increased revenue and lower administration costs and bad debt expense. Health Education continued to focus its efforts in the current
year quarter on improving productivity and operating leverage. Bad debt expense declined due to improved collection efforts at the school level.
Current year operating income also included a $1.6 million reimbursement of legal fees.

In the first quarter of 2009, we made the decision to convert one of our Transitional Schools, Gibbs College Boston into a health school,
focusing on allied health. We are currently working with the appropriate regulatory
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compliance institutions to obtain approval for the introduction of new programs. This location, in addition to the two schools converted in 2008,
SBC Vienna and SBI Melville, provide us with the opportunity to expand our presence in the Northeast region of the U.S. We expect to open
six to eight new campuses across the U.S. within Health Education over the next year. The expected 2009 operating loss for these new campuses
is estimated to be approximately $15 - $20 million.

Art & Design. Current year revenue declined 10% from the prior year quarter due to a reduction in student population and enrollments.
Additionally, revenue per student declined as students took less credits per term as compared to the prior year quarter. The decline in Art &
Design s current year operating income was mainly driven by the lower revenue as compared to the prior year quarter that more than offset
reductions in operating expenses.

International. Current year quarter revenue increased slightly as compared to the prior year quarter, resulting from additional tuition fees due to
strong student population growth. Excluding the $5.6 million unfavorable impact of foreign currency exchange rates, revenue would have
increased 16% over the prior year quarter.

Operating income decreased $1.4 million or approximately 11.1% . The decrease is primarily due to $1.9 million unfavorable foreign exchange
rates.

Transitional Schools. Current year quarter revenue declined $17.6 million as compared to the prior year quarter due to the schools no longer
enrolling students. We expect revenue to continue to decline as compared to the prior year as the schools continue to wind down their
operations.

Operating loss within Transitional Schools increased as compared to the prior year quarter. The current year quarter operating loss includes $7.8
million of charges representing the fair value of remaining lease obligations for space vacated at two of the campuses within Transitional
Schools. The prior year quarter results included $7.2 million of severance and stay bonus expense recorded in association with the
announcement in the first quarter of 2008 to teach out these schools.

Corporate and other. This category includes costs that are incurred on behalf of the entire Company, including costs attributable to legal,
finance, human resources, marketing and certain centralized activities related to student financing, including financial aid processing, student
account posting and collections. We allocate a portion of these expenses to our SBU s based upon a percentage of revenue. The decline in
operating expenses as compared to the prior year quarter is primarily due to the prior year quarter including approximately $1.5 million in
severance expense.

SUMMARY OF SIGNIFICANT 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 and that require management s most subjective and complex judgments in estimating the effect of inherent uncertainties is included
under the caption Summary of Significant Accounting Policies and Estimates included in Management s Discussion and Analysis of Financial
Condition and Results of Operations of our Annual Report on Form 10-K for the year ended December 31, 2008. Note 2  Significant Accounting
Policies of the notes to our unaudited consolidated financial statements of our Annual Report on Form 10-K, for the year ended December 31,
2008, also includes a discussion of these and other significant accounting policies.

LIQUIDITY, FINANCIAL POSITION, AND CAPITAL RESOURCES

As of March 31, 2009, cash, cash equivalents, and investments totaled $499.7 million. Our cash flows from operations have historically been
adequate to fulfill our liquidity requirements. We finance our operating activities and our organic growth primarily through cash generated from
operations. We finance acquisitions
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primarily through funding from credit facility borrowings and cash generated from operations. 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, existing cash balances, and, if necessary, borrowings under our existing credit
agreement.

The ED requires that Title IV Program funds collected in advance of student billings be kept in a separate cash account until students are billed
for the portion of their program related to those Title IV Program funds collected. The ED further requires that Title IV Program funds be
disbursed to students within three business days of receipt. We do not recognize restricted cash balances on our unaudited consolidated balance
sheets until all restrictions have lapsed with respect to those balances. As of March 31, 2009 and 2008, the amount of restricted cash balances
recorded in separate cash accounts was not significant. Also included in cash and cash equivalents within our unaudited consolidated balance
sheets are amounts related to certain of our European campuses that are operated as not-for-profit schools. The cash and cash equivalents related
to these schools have restrictions which require that the funds be utilized for these particular not-for-profit schools. The amount of not-for-profit
cash and cash equivalents with restrictions was $39.3 million and $48.8 million at March 31, 2009 and December 31, 2008, respectively.
Restrictions on these cash balances have not affected, nor do we believe that such restrictions will affect, our ability to fund our daily operations.

Sources and Uses of Cash
Operating Cash Flows

During the three months ended March 31, 2009 and 2008, net cash flows provided by operating activities totaled $48.7 million and $35.5
million, respectively. The $13.2 million increase in operating cash flows as compared to the prior year quarter results from higher accrued
advertising costs and higher accounts payable balances as we continue to more effectively manage our working capital.

Our primary source of cash flows from operating activities is tuition collected from our students. Our students finance 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. The following table summarizes our U.S. schools cash receipts
from tuition payments by fund source as a percentage of total tuition payments received for the three months ended March 31, 2009 and 2008.
The percentages reflected therein were determined based upon our U.S. schools cash receipts for the three months ended March 31, 2009.

For the Three Months
Ended March 31,

2009 2008
Title IV Program funding
Stafford loans 55.5% 44.5%
Grants 17.2% 13.8%
PLUS loans 5.0% 5.6%
Total Title IV Program funding 77.7% 63.9%
Private loans
Non-recourse loans 2.8% 12.5%
Recourse loans 0.0% 2.6%
Total private loans 2.8% 15.1%
Scholarships, grants and other 4.1% 4.2%
Cash payments 15.4% 16.8%
Total tuition receipts 100.0% 100.0%
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The total Title IV Program funding as a percentage of total tuition receipts reflected above was not computed on the same basis on which our
90-10 Rule ratios are computed. In accordance with applicable regulations, certain tuition receipts included in the totals above were excluded
from our 90-10 Rule ratio calculations.

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

Although we anticipate that we will be able to satisfy cash requirements for working capital needs, capital expenditures, and commitments

through at least the next year primarily with cash generated by our operations, existing cash balances and, if necessary, borrowings under our

existing credit agreement, we are not able to assess the effect of loss contingencies on future cash requirements and liquidity. See Note 7
Commitments and Contingencies of the notes to our unaudited consolidated financial statements for additional discussion of these matters.

Investing Cash Flows

During the three months ended March 31, 2009, net cash flows used in investing activities totaled approximately $91.8 million compared to net
cash flows used by investing activities of $54.3 million for the three months ended March 31, 2008. The increased use in investing activities is
primarily attributable to greater net purchases of available-for-sale investments in the first quarter 2009 as compared to the prior year quarter.

Capital Expenditures. Capital expenditures decreased $3.9 million, or 2.1%, from $18.8 million during the three months ended March 31, 2008,
to $14.9 million during the three months ended March 31, 2009. Capital expenditures represented 3.4% and 4.1%, respectively, of total revenue
from continuing and discontinued operations during the three months ended, March 31, 2009 and 2008.

Financing Cash Flows

During the three months ended March 31, 2009 and 2008, net cash flows used in financing activities totaled $39.8 million and $12.3 million,
respectively. The increased use in financing activities is primarily attributable to an increase in share repurchases during the first quarter 2009 as
compared to the prior year quarter.

Credit Agreement. As of March 31, 2009, we had no outstanding debt and had letters of credit totaling approximately $11.7 million outstanding
under our U.S. Credit Agreement, with $173.3 million in credit availability as of March 31, 2009.

Repurchases of Shares. During the three months ended March 31, 2009, we repurchased approximately 1.7 million shares of our common stock
for approximately $40.0 million at an average price of $22.83 per share. During the three months ended March 31, 2008, we repurchased
approximately 1.0 million shares of our common stock for approximately $13.8 million at an average price of $13.84 per share. Repurchases of
shares during the three months ended March 31, 2009 and March 31, 2008 were funded by cash generated from operating activities. As of
March 31, 2009, we were authorized to use an additional $155.5 million to repurchase shares of our common stock under our stock repurchase
program.

Contractual Obligations

As of March 31, 2009, there have been no significant changes to our contractual obligations from December 31, 2008, and we were not a party
to any off-balance sheet financing or contingent payment arrangements, nor do we have any unconsolidated subsidiaries.
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During the second quarter 2008, we extended our licensing arrangement with Le Cordon Bleu International for an additional five-year period
beginning January 1, 2009. The royalty rate under the licensing arrangement for eligible culinary arts campuses became 6% beginning
January 1, 2009. No additional consideration was exchanged in connection with the extension.

Changes in Financial Position March 31, 2009 compared to December 31, 2008

Selected unaudited consolidated balance sheet account changes from December 31, 2008 to March 31, 2009 are as follows:

As of
March 31, December 31,
2009 2008 % Change
(Dollars in thousands)
Assets
Current assets:
Investments $ 340,566 $ 263,953 29%
Liabilities
Current liabilities:
Accounts payable 42,862 28,450 51%
Accrued expenses:
Payroll and related benefits 48,729 63,757 -24%
Non-current liabilities:
Other liabilities, net 20,368 13,983 46%

Investments: The $76.6 million increase in investments is primarily driven by strong operating cash flows.

Accounts payable: The $14.4 million increase is due to the timing of receipt of certain invoices as well as effective management of our working
capital.

Accrued expenses Payroll and related benefits: The decrease primarily relates to the March 2009 payment of the 2008 annual incentive bonus
expense accrued at December 31, 2008.

Non-current liabilities Other liabilities, net: The $6.4 million increase primarily relates to the pretax charge of $7.8 million recorded in the first
quarter of 2009 representing the fair value of future lease obligations for vacated space within Transitional Schools.

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.

A portion of our municipal bond investments are auction rate securities ( ARS ) with maturities that range from 28 to 365 days. ARS generally
have stated terms to maturity of greater than one year. However, we classify investments in ARS as current on our unaudited consolidated
balance sheets due to our ability to divest our holdings at auction maturity, which is less than one year. 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 continue to accrue interest and are auctioned on a
set interval until the auction succeeds, the issuer calls the securities, or they mature. As of March 31, 2009, we do not consider the value of our
investments in ARS to be impaired. If the issuers are unable to successfully close future auctions and their credit ratings deteriorate, we may in
the future be required to record an impairment charge on these investments. Municipal bonds that are invested in ARS were $12.9 million as of
March 31, 2009 and December 31, 2008.
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Interest Rate Exposure

Any outstanding borrowings under our credit agreement bear annual interest at variable rates tied to the prime rate and the British Bankers
Association LIBOR rate. As of March 31, 2009 and December 31, 2008, we had no outstanding borrowings under this agreement.

We estimate that the book value of our investments, debt instruments, and any derivative financial instruments approximated their fair values as
of March 31, 2009 and December 31, 2008. 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.

Foreign Currency Exposure

We are subject to foreign currency exchange exposures arising from current and anticipated transactions denominated in currencies other than
the U.S. dollar, and from the translation of foreign currency balance sheet accounts into U.S. dollar balance sheet accounts. Specifically, we are
subject to risks associated with fluctuations in the value of the Euro and the British pound vis-a-vis the U.S. dollar. Our investment in our
foreign operations as of March 31, 2009, was not significant to our consolidated financial position, and the book values of the assets and
liabilities of such foreign operations as of March 31, 2009, approximated their estimated fair values.

We believe that the exposure of our consolidated financial position and results of operations and cash flows to adverse changes in foreign
currency exchange rates is not significant.

Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

We carried out, under the supervision and with the participation of our management, including our Chief Executive Officer and Chief Financial
Officer, an evaluation of the effectiveness of our disclosure controls and procedures as of March 31, 2009, as defined in Exchange Act Rule
13a-15(e), and concluded that those controls and procedures were effective as of March 31, 2009.

Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting that occurred during the quarter ended March 31, 2009, 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 7 Commitments and Contingencies to our unaudited consolidated financial statements is incorporated herein by reference.

Item 1A.  Risk Factors
Risks Related to the Highly-Regulated Industry in Which We Operate

Failure of our U.S. schools to comply with the extensive regulatory requirements for school operations could result in financial penalties,
restrictions on our operations, loss of federal and state financial aid funding for our students, or loss of our authorization to operate our U.S.
schools.

A significant portion of our revenue and cash flows derive from financial aid programs authorized by Title IV of the Higher Education Act of
1965, as amended and as reauthorized by the Higher Education Act signed into law on August 14, 2008 ( HEA ), which we refer to as Title IV
Programs , as a significant portion of our U.S.-based students rely on Title IV Program funds to finance their education.

To participate in Title IV Programs, an institution must receive and maintain authorization by the appropriate state education agencies, be
accredited by an accrediting commission recognized by the ED, and be certified by the ED as an eligible institution. Most ED requirements are
applied on an institutional basis, with an institution defined by the ED as a main campus and any of its branch campuses or locations. All of our
U.S. schools participate in Title IV Programs and so are subject to extensive regulation by the ED, various state agencies and accrediting
commissions.

These regulatory requirements cover virtually all phases of our U.S. schools operations, including educational program offerings, facilities,
instructional and administrative staff, administrative procedures, marketing and recruiting, financial operations, payment of refunds to students
who withdraw, return of funds to the Title IV programs for students who withdraw, acquisitions or opening of new institutions, addition of new
educational programs, and changes in our corporate structure and ownership. The following are some of the most significant regulatory
requirements and risks related to governmental and accrediting body oversight of our business:

Our U.S. schools may lose their eligibility to participate in Title IV Programs if their student loan default rates are greater than the
standards set by the ED.

We may be required to post a letter of credit or accept other limitations to continue our U.S. schools participation in Title IV
Programs if we or our schools do not meet the ED s financial responsibility standards or if our schools do not correctly calculate and
timely return Title IV Program funds for students who withdraw before completing their program of study.

The ability of our U.S. schools to participate in Title IV Programs may be impaired if regulators do not approve a change of control
of us or any of our U.S. schools or of schools we acquire on a timely basis.

Any of our U.S. schools may lose eligibility to participate in Title IV Programs if, on a cash basis, the percentage of the U.S. school s
revenue derived from Title IV Programs for two consecutive fiscal years is greater than 90%.

We may be required to accept limitations to continue our U.S. schools participation in Title IV Programs if we fail to satisfy the ED s
administrative capability standards.
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Our U.S. schools are subject to sanctions if payments of impermissible commissions, bonuses or other incentive payments are made
to individuals involved in certain recruiting, admissions or financial aid activities.
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The agencies that regulate our U.S. schools periodically revise their requirements and modify their interpretations of existing requirements. We
cannot predict with certainty how all of the requirements applied by these agencies will be interpreted or whether our schools will be able to
comply with these requirements in the future.

Government agencies, regulatory agencies, and third parties may conduct compliance reviews, bring claims or initiate litigation against us
based on alleged violations of the extensive regulatory requirements applicable to us, which could require us to pay monetary damages, be
sanctioned or limited in our operations, and expend significant resources to defend against those claims.

Government and regulatory agencies and third parties may bring claims or actions against us based on alleged violations of the extensive
regulatory requirements discussed above. If one of our U.S. schools were to violate any of these regulatory requirements, these agencies could
(a) impose monetary fines or penalties, (b) require repayment of funds received under Title IV Programs or state financial aid programs,

(c) place restrictions on or terminate our U.S. schools eligibility to participate in Title IV Programs or state financial aid programs, (d) place
limitations on or terminate our U.S. schools operations or ability to grant degrees and certificates, (e) restrict or revoke our U.S. schools
accreditations, (f) place limits on our ability to open new schools or offer new programs, or (g) subject us or our U.S. schools to civil or criminal
penalties. Any one of these sanctions could adversely affect our financial condition, results of operations, and cash flows and result in the
imposition of significant restrictions on us and our ability to operate.

Any failure to comply with state authorization and regulatory requirements, or new state legislative or regulatory initiatives affecting our
business, could have an adverse effect on our enrollments, business operations, and access to Title 1V funds.

Our schools are subject to extensive state-level regulation and oversight by state licensing agencies, whose approval is necessary to allow an
institution to operate and grant degrees or diplomas. State laws vary from state to state, but generally establish standards for faculty
qualifications, location and nature of facilities, financial policies, new programs and student instruction, administrative staff, marketing and
recruitment, and other operational and administrative procedures. Loss of state authorization for a school results in a school being ineligible to
participate in Title IV Programs. Any failure of one of our U.S. schools to maintain state authorization would result in that school being unable
to offer educational programs and students attending the campus being ineligible for Title IV Programs.

If any of our U.S. schools were to lose eligibility to participate in Title IV Programs, and we could not arrange for adequate alternative financing
sources for students attending that school, we could be forced to close that school. The closing of any of our U.S. schools could have an adverse
effect on our financial condition, results of operations and cash flows.

Even if we maintain compliance with applicable governmental and accrediting body regulations, increased regulatory scrutiny or adverse
publicity arising from allegations of non-compliance may increase our costs of regulatory compliance and adversely affect our financial results,
growth rates, and prospects. State legislatures often consider legislation affecting regulation of postsecondary educational institutions; enactment
of this legislation and ensuing regulations impose substantial costs on our schools to modify their operations in order to comply with the
changing regulatory environment. Several states have attempted to assert jurisdiction over schools that hire faculty or staff who live in the state,
that advertise and recruit students in the state, or that that have no physical location in the state but offer online programs to students who reside
in the state. In the future, states may enact legislation or issue regulations that specifically address online educational programs such as those
offered by AIU, CTU and IADT or otherwise affect our schools operations.

If we fail to comply with current state licensing or authorization requirements, or determine that we are unable to cost-effectively comply with
new state licensing or authorization requirements, we could lose enrollments and revenues in any affected states, which could materially affect
our revenues and our growth opportunities.
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Our schools eligibility to participate in Title IV Programs depends on complying with ED s financial responsibility standards,
administrative capability standards, student loan default rates and the 90-10 Rule.

To participate in Title IV Programs, our schools must satisfy the ED s quantitative financial responsibility tests, or post a letter of credit in favor
of the ED, or possibly accept operating restrictions. The ED applies the financial responsibility tests annually based on the school s audited
financial statements and may apply the tests if a school undergoes a change in control or other circumstances. ED also may apply the tests to us,
as the parent company of our schools, and to other related entities. The ED s operating restrictions include transferring institutions to a cash-
monitoring system or reimbursement instead of the ED s standard advance funding of Title IV funds, which may result in a significant delay in
receiving the funds.

Our schools must satisfy the ED s administrative capability criteria regarding administration of Title IV funds, covering staffing, procedures for
disbursing and safeguarding Title IV funds, and reporting and other procedural matters. If a school fails to meet these criteria, the ED may

require repayment of previously disbursed Title IV funds, place the school on provisional certification status, or transfer the school from the ED s
advance funding arrangement to another funding program, impose fines, or limit or terminate the school s participation in Title IV Programs.

If the rates at which our former students default on repaying their federally guaranteed or federally funded students loans exceed ED-specified
percentages, one or more of our schools could lose eligibility to participate in Title IV Programs for several years or be placed on provisional
certification status by the ED.

Our U.S. schools must meet HEA s 90-10 Rule to continue participating in Title IV Programs. Under that rule, a proprietary school that fails to
derive at least 10% of its revenue from non-Title IV sources at the end of a fiscal year will be placed on provisional participation status for two
fiscal years. If the school does not satisfy the 90-10 rule for two consecutive fiscal years, it loses its eligibility to participate in the Title IV
Programs for at least two fiscal years. If a school violates the 90-10 Rule and became ineligible to participate in Title IV Programs but continues
to disburse Title IV Program funds, the ED would require the school to repay all Title IV Program funds received by it after the effective date of
the loss of eligibility.

From time to time certain of our schools may be on provisional certification with ED related to a failure to maintain eligibility for Title IV
Programs under ED s criteria discussed above. Any such failure of our schools to maintain eligibility for Title IV programs could increase our
costs of regulatory compliance and have a material adverse impact on our financial condition, results of operations, and cash flows. Also, any
actions by the U.S. Congress that affect Title IV funding availability, funding vehicles or institutional or student funding eligibility requirements,
could have a material adverse effect on our student enrollments, our ability to remain eligible for such programs and our results of operations
and cash flows.

Increased scrutiny by various governmental agencies regarding student loan activities, including relationships between student loan
providers and educational institutions and their employees, have produced uncertainty concerning restrictions applicable to administration
of Title IV loan programs and the funding for those programs. If these uncertainties are not satisfactorily or timely resolved, we may face
increased regulatory burdens and costs or experience adverse impacts on our student enrollment. Investigations, claims, and actions against
us and other companies in our industry could adversely affect our business and stock price.

We and a number of our peer companies in the for-profit, postsecondary education industry have been subject to increased regulatory scrutiny
and litigation in recent years. In particular, allegations of wrongdoing have resulted in reviews or investigations by the U.S. Department of
Justice, the Securities and Exchange Commission, the ED, state agencies, and accrediting agencies of us and our schools. These allegations have
attracted adverse media coverage and have been the subject of federal and state legislative hearings. In 2007 and 2008, state attorneys general,
the ED, the U.S. Congress and other parties have increasingly focused on student loan programs, including Title IV Programs.
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There have been allegations of conflicts of interest between some institutions and lenders that provide Title IV loans, lenders providing
questionable incentives to schools or school employees, claims of deceptive marketing practices for student loans, and schools steering students
to specific lenders. Several institutions and lenders have been cited for these problems and have made monetary payments to settle those claims.
The practices of numerous schools and lenders have been or are being examined by government agencies at the federal and state level. In
response to allegations on student loan programs, Congress has passed new laws, the Department of Education has enacted stricter regulations,
and several states have adopted codes of conduct or enacted state laws that further regulate the conduct of lenders, schools, and school
personnel. These new laws and regulations, among other things, limit schools relationships with lenders, restrict the types of services that
schools may receive from lenders, prohibit lenders from providing other types of loans to students in exchange for Title IV loan volume from
schools, require schools to provide additional information to students concerning institutionally preferred lenders, and significantly reduce the
amount of federal payments to lenders who participate in the Title [V loan programs. A number of schools, including our schools, have entered
into codes of conduct regarding student referrals to lenders in various states. Allegations against the overall student lending and postsecondary
education sectors may impact general public perceptions of educational institutions, including us, in a negative manner. Adverse media coverage
regarding other educational institutions or regarding us directly could damage our reputation. The environment surrounding access to and cost of
student loans remains in a state of flux, with additional legislation and regulatory changes being actively considered at the federal and state
levels. The uncertainty surrounding these issues, and any resolution of these issues that increases loan costs or reduces students access to Title
IV loans, could reduce student demand for our programs, adversely impact our revenues and operating profit or result in increased regulatory
scrutiny.

Risks Related to Our Business

A substantial decrease in student financing options, or a significant increase in financing costs for our students, could have a material
adverse affect on our student population, revenue and financial results.

Tightened credit markets in the U.S. business economy, recent federal legislation and regulations affecting higher education and addressing
credit market problems, any changes in federal funding levels for federal student financial aid programs, or changes in other governmental or
regulatory bodies laws, regulations and practices relating to other student financial aid programs, could adversely affect our business.

On January 18, 2008, we received notification that Sallie Mae would be terminating its recourse loan program with us, and more broadly within
all of the postsecondary education market. Sallie Mae also notified us that while it intends to continue their non-recourse programs with us,
Sallie Mae was also reviewing various aspects of such programs, including underwriting criteria. Sallie Mae agreed to extend the recourse loan
program past the 30-day termination period to March 31, 2008. During the extension period the discount fee on loans certified during that period
increased from 25% to 44%. We were notified by Sallie Mae on February 14, 2008 that it would no longer continue to offer recourse loans to
existing students entering their second or subsequent academic term. We are working with third parties as well as internally to implement a
funding program that will assist these students in continuing their program of study. We have provided payment plans directly to certain students
to ensure that they can finish their existing educational programs with us and to allow new students to attend our schools. As of March 31, 2009,
we have committed to approximately $42.7 million of funding through extended payment plans.

The cumulative impact of recent regulatory and market developments has caused some lenders, including some lenders that have previously
provided Title IV loans to our students, to cease providing Title IV loans to students. Other lenders have reduced the benefits and increased the
fees associated with the Title IV loans they do provide. In addition, the new regulatory refinements may result in higher administrative costs for
schools, including us. If the costs of Title IV loans increase or if availability decreases, some students may decide not to enroll in a
postsecondary institution, which could have a material adverse effect on our enrollments, revenue and results of operations. In May 2008, new
federal legislation was enacted to attempt to ensure that all eligible
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students will be able to obtain Title IV loans in the future and that a sufficient number of lenders will continue to provide Title IV loans. Among
other things, the new legislation:

authorizes the ED to purchase Title IV loans from lenders, thereby providing capital to the lenders to enable them to continue making
Title IV loans to students; and

permits the ED to designate institutions eligible to participate in a lender of last resort program, under which federally recognized
student loan guaranty agencies will be required to make Title IV loans to all otherwise eligible students at those institutions.
We cannot predict whether this legislation will be effective in ensuring students access to Title IV loan funding through private lenders.

The Higher Education Opportunity Act ( HEOA ), signed into law on August 14, 2008, is the first full reauthorization of the Higher Education
Act of 1965, as amended, since 1998. The HEOA continues Title IV programs through at least September 30, 2014. The HEOA imposes a
substantial number of new student lending-related reporting and disclosure obligations on institutions that participate in Title IV federal student
financial aid programs. In addition, Congress must annually appropriate funds for Title IV Programs. Pending regulations under HEOA and
Congress willingness or ability to maintain or increase funding for Title IV Programs could adversely impact our ability to participate in the
Title IV programs and the availability of Title IV and non-Title IV funding sources for our students.

The August 2008 reauthorization of the Higher Education Act includes significant revisions to the requirements concerning cohort default rates.
Under the revised law, the period for which students default on their loans are included in the calculation of an institution s cohort default rate
has been extended by one additional year, which is expected to increase the cohort default rates for most institutions. That change was effective
with the calculation of institutions cohort default rates for the federal fiscal year ending September 30, 2009, which rates are expected to be
calculated and issued by the ED in 2012. Ineligibility to participate in Title IV Programs would have a material adverse effect on our
enrollments, revenues and results of operations.

On October 23, 2008, Congress enacted the Emergency Economic Stabilization Act of 2008, which provides authority for the federal
government to purchase and insure certain types of troubled assets for the purposes of providing stability to and preventing disruption in the
economy and financial system and protecting taxpayers, and for other purposes. These actions, as well as private lenders willingness and ability
to make private student loans and the U.S. markets and general economic conditions, could have a material adverse impact on our business.

In addition, any actions by the U.S. Congress that significantly reduce funding for Title IV Programs or the ability of our students to participate
in these programs, or establish different or more stringent requirements for our U.S. schools to participate in Title IV Programs, could have a
material adverse effect on our student population, results of operations and cash flows.

Budget constraints in states that provide state financial aid to our students could reduce available financial aid, which could adversely affect
our student population. Alternatively, improved state financing may result in increased support for lower-priced public institutions, which
may increase competition for students.

A significant number of states in which our schools operate face budget constraints that may reduce state appropriations in a number of areas.
These states could reduce the amount of state student financial aid that they provide, but we cannot predict the amount or timing of any such
reductions. If state funding for our students decreases and our students are unable to secure alternative sources of funding for their education, our
student population could be adversely affected, which could have a material adverse effect on our results of operations, financial position, and
cash flows. Increased state support for public institutions and community colleges, resulting in increased competition for students, could have a
material adverse effect on our results of operations, financial position and cash flows.
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If we are unable to successfully resolve pending litigation and regulatory and governmental inquiries involving us, our business, financial
condition, results of operations and growth prospects could be adversely affected.

We are subject to various lawsuits, investigations and claims covering a range of matters, including, but not limited to, claims involving students
and employees. Please see Note 7 Commitments and Contingencies of the notes to our unaudited consolidated financial statements for a detailed
discussion of these matters. Additionally, from time to time, we are the subject of qui tam actions filed in federal court by individual plaintiffs on
behalf of themselves and the federal government alleging that we submitted false claims or statements to the ED in violation of the False Claims
Act. Qui tam actions are filed under seal, and remain under seal until the government decides whether it will intervene in the case. If the
government elects to intervene in an action, it assumes primary control of that matter; if the government elects not to intervene; individual
plaintiffs may continue the litigation at their own expense on behalf of the government.

We cannot predict the ultimate outcome of these matters and expect to continue to incur significant defense costs and other expenses in
connection with them. These costs and expenses could have a material adverse effect on our business, financial condition, results of operations
and the market price of our common stock. We may also be required to pay substantial damages or settlement costs in excess of our insurance
coverage related to these matters, which could have a further material adverse effect on our financial condition and results of operations and the
market price of our common stock. In addition, government investigations and any related legal and administrative proceedings may result in the
institution of administrative, civil injunctive or criminal proceedings against us and/or our current or former directors, officers or employees; or
the imposition of significant fines, penalties or suspensions, or other remedies and sanctions, any of which could have a material adverse effect
on our financial condition and results of operations and the market price of our common stock.

If we fail to effectively identify, pursue and integrate acquired schools, both in the U.S. and outside of the U.S., our growth could be slowed
and our profitability may be adversely affected.

Acquisitions are one component of our overall long-term growth. From time to time, we engage in evaluations of, and discussions with, possible
domestic and international acquisition candidates. We may not be able to identify suitable acquisition opportunities, acquire institutions on
favorable terms, or successfully integrate or profitably operate acquired institutions. Using debt to finance future acquisitions or issuing
securities in connection with future acquisitions could dilute the holdings of our stockholders.

Because an acquisition is considered a change in ownership and control of the acquired institution under applicable regulatory standards, we
must obtain approval from the ED, most applicable state agencies and accrediting agencies and possibly other regulatory bodies when we
acquire an institution.

We have in the past, and may in the future, acquire schools in international markets. There may be difficulties and complexities associated with
our expansion into international markets, and our business strategies may not succeed beyond our current markets. If we do not effectively
address these risks, our growth and ability to compete may be impaired.

If we fail to effectively identify, establish, and operate new schools and new branch campuses of our existing schools, or to offer new
educational programs, our growth may be slowed and our profitability may be adversely affected.

As part of our business strategy, we anticipate opening new schools, new branch campuses of our existing schools throughout the U.S, and
offering new educational programs. These activities require us to invest in management and capital expenditures, incur marketing and
advertising expenses, and devote resources that are different than those required to operate our existing schools. We may be unable to identify or
acquire suitable expansion opportunities to help maintain or accelerate our current growth rate, or to successfully integrate a new school or
branch campus. Any failure by us to effectively identify, establish and manage the operations of a new
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school or branch campus could slow our growth and make any newly-established school or branch campus more costly to operate than we had
planned, which could have an adverse effect on our results of operations.

We need timely approval by applicable regulatory agencies to offer new programs, expand our operations into certain states, or acquire
additional schools. If those approvals are not timely, we may have to repay Title IV funds disbursed to students enrolled in these programs,
schools and states.

To open a new school or branch campus, or establish a new educational program, we are required to obtain the appropriate approvals from
applicable state and accrediting regulatory agencies, which may be conditioned, delayed or denied in a manner that could significantly affect our
growth plans. Approval by these regulatory agencies may be negatively impacted due to regulatory inquiries or reviews and any adverse
publicity relating to such matters. In addition, to be eligible to participate in Title IV Programs, the ED and applicable state and accrediting
bodies must certify a new school or branch campus. Our ability to open new schools or new branch campuses of existing schools may be
adversely affected by the regulatory matters described in Note 7, Commitments and Contingencies of the notes to our unaudited consolidated
financial statements.

If we continue to make acquisitions in foreign countries, we will be subject to the risks inherent in operating in those countries.

If we continue to acquire schools outside of the U.S., we will be subject to risks inherent in having non-domestic operations, including
unfamiliar statutes and regulations for employees and postsecondary institutions, currency exchange rate fluctuations, limits on repatriation of
profits, U.S. foreign tax treaties and taxing authority, and possible economic or political instability in the countries in which we expand.

Our financial performance depends, in part, on our ability to keep pace with changing market needs and technology.

Increasingly, prospective employers of students who graduate from our schools demand that their new employees possess appropriate
technological skills and also appropriate soft skills, such as communication, critical thinking and teamwork skills. These skills can evolve
rapidly in a changing economic and technological environment, so it is important for our schools educational programs to evolve in response to
those economic and technological changes. Current or prospective students or the employers of our graduates may not accept expansion of our
existing programs, improved program content and the development of new programs. Even if our schools are able to develop acceptable new
and improved programs in a cost-effective manner, our schools may not be able to begin offering them as quickly as prospective employers
would like or as quickly as our competitors offer similar programs. If we are unable to adequately respond to changes in market requirements
due to regulatory or financial constraints, unusually rapid technological changes, or other factors, our ability to attract and retain students could
be impaired, the rates at which our graduates obtain jobs involving their fields of study could suffer, and our results of operations and cash flows
could be adversely affected.

Our new management team could negatively impact our business.

A new management team has been put in place over the past 24 months. They may need to invest significant time in learning our business and
our markets. Uncertainty may still exist in the marketplace and among students and employees as to how we will perform under the new
leadership team. Our business and results of operations may be negatively impacted if the members of our management team cannot effectively
manage and operate our business.

Our corporate realignment initiatives may strain our resources, impair our operations and ability to manage our business effectively, and
adversely impact our ability to attract and retain qualified personnel.

In 2007 and 2008, we undertook various corporate realignment initiatives to reduce costs and increase the use of shared services. In connection
with these initiatives, we have restructured our organization and eliminated

41

Table of Contents 51



Edgar Filing: CAREER EDUCATION CORP - Form 10-Q

Table of Conten

certain positions. Further reductions may occur as we continue to implement these initiatives. There are severance and other employee-related
costs associated with our workforce reductions, and our realignment plan may yield unanticipated consequences, such as attrition beyond the
planned reduction. Many of the employees who were terminated possessed specific knowledge or expertise, which we may be unable to transfer
to others in our organization. Our corporate realignment initiatives may reduce employee morale and create concern about job security, leading
to difficulty in hiring or increased turnover in our current workforce. Employees who were terminated may also go to work for our competitors.
Turnover and loss of expertise may place undue strain upon our operational effectiveness and resources.

The loss of our key personnel could harm our business.

Our future success depends largely on the skills, efforts, and motivation of our executive officers and other key personnel, as well as on our
ability to attract and retain highly qualified corporate management and our schools ability to attract and retain highly qualified faculty members
and administrators. We face competition in hiring personnel who possess the skill sets that we seek. In addition, key personnel may leave us and
subsequently compete against us. The loss of the services of any of our key personnel, or our failure to attract and retain other qualified and
experienced personnel on acceptable terms, could have a material adverse effect on our business, results of operations, or financial condition.

In addition, to support our growth, we must hire, retain, develop and train qualified admissions representatives who are dedicated to student
recruitment. If we are unable to hire, develop, and train qualified admissions representatives, the effectiveness of our student recruiting efforts
could be adversely affected.

If our graduates are unable to obtain professional licenses or certification in their chosen field of study, we may face declining enrollments
and revenues or student claims against us.

Many of our students, particularly in the healthcare programs, require or desire professional licenses and certifications in order to obtain
employment in their chosen fields. Many factors affect a student s ability to become licensed, including whether the student s program and
institution are accredited by a particular accrediting commission or approved by a professional association or by the state in which the student
seeks employment, and the student s own qualifications and attainment. If one or more states deny licenses to a significant number of our
students due to factors relating to our institutions or programs, we could suffer reputational harm and declining enrollments in those institutions
or programs, or face student claims or litigation that could affect our revenues and results of operations.

Our future operating results and the market price of our common stock could be materially adversely affected if we are required to write
down the carrying value of goodwill associated with any of our operating divisions in the future.

In accordance with the Statement of Financial Accounting Standards ( SFAS ) No. 142, Goodwill and Other Intangible Assets ( SFAS 142 ), we
review our goodwill balances for impairment on at least an annual basis through the application of a fair-value-based test. Our estimate of
fair-value for each of our operating divisions is based primarily on projected future results and cash flows and other assumptions. In the future, if
we are required to significantly write down the carrying value of goodwill associated with any of our operating divisions in accordance with

SFAS 142, our operating results and the market price of our common stock may be materially adversely affected.

We could experience decreasing enrollments or decreasing growth in our enrollments in our schools due to changing demographic trends in
Jfamily size, overall declines in enrollment in postsecondary schools, job growth in fields unrelated to our core disciplines, or other societal
factors.

Projections in a September 2008 NCES report show enrollment in degree-granting postsecondary institutions increasing 12% to approximately
19.9 million students over the 10-year period ending in fall 2016, slower than the 23.6% increase reported for the prior 10-year period of
14.4 million in 1996 to 17.8 million in
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2006. Such a decline in the overall growth rate in our industry would result in increased competition for students for our programs and could
impact our ability to attract and retain students and affect our growth rate in enrollments. If we cannot attract new students, or develop new
curricula to attract prospective students who seek degrees in fields other than our core disciplines, we may be unable to achieve our growth
strategies, which could have a material adverse effect on our revenues, results of operations, financial condition and market price of our common
stock.

Capacity constraints or system disruptions to our online computer networks could have a material adverse effect on our ability to attract and
retain students.

Our schools online campuses intend to increase student enrollments. To support this growth, we will require more resources, including
additional faculty, admissions, academic and financial aid personnel. This growth may place a significant strain on the operational resources of
our schools online campuses.

Our schools online campuses success depends, in part, on their ability to expand the content of their programs, develop new programs in a
cost-effective manner, maintain good standing with regulators and accreditors, and meet students needs in a timely manner. New programs can
be delayed due to current and future unforeseen regulatory restrictions.

Any general decline in internet use for any reason, including security or privacy concerns, cost of internet service or changes in government
regulation, could result in less demand for online educational services and inhibit our planned growth in our online programs.

For our online and on-ground campuses, the performance and reliability of program infrastructure is critical to their reputation and ability to
attract and retain students. Our delivery of these programs could be hindered by computer system error or failure, significant increase in traffic
on our computer networks, or any significant failure or unavailability of our computer networks due to events beyond our control, including
natural disasters and network and telecommunications failures. Any interruption to our schools computer systems or operations could have a
material adverse effect on the ability of our schools to attract and retain students.

Our computer networks may also be vulnerable to unauthorized access, computer hackers, computer viruses and other security threats. A user
who circumvents security measures could misappropriate proprietary information or cause interruptions or malfunctions in our operations. Due
to the sensitive nature of the information contained on our networks, such as students grades, hackers may target our networks. We may be
required to expend significant resources to protect against the threat of these security breaches or to alleviate problems caused by these breaches.
Although we continually monitor the security of our technology infrastructure, we cannot assure that these efforts will protect our computer
networks against security breaches.

Our financial performance depends, in part, on our ability to continue to develop awareness and acceptance of our schools and programs
among high school graduates and working adults.

If our schools are unable to successfully market and advertise their educational programs, our schools ability to attract and enroll prospective
students in such programs could be adversely affected, and, consequently, our ability to increase revenue or maintain profitability could be
impaired. Some of the factors that could prevent us from successfully marketing and advertising our schools and the programs that they offer
include, but are not limited to, student or employer dissatisfaction with educational programs and services, diminished access to high school
students, our failure to maintain or expand our brand names or other factors related to our marketing or advertising practices, costs and
effectiveness of internet and other advertising programs, and changing media preferences of our target audiences.

We compete with a variety of educational institutions, and if we are unable to compete effectively, our student population and revenue could
be adversely impacted.

The postsecondary education industry is highly fragmented and competitive. Our schools compete with traditional public and private two-year
and four-year colleges and universities, other proprietary schools,
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including those that offer online education programs, and alternatives to higher education, such as immediate employment and military service.
Some public and private institutions charge lower tuition for courses of study similar to those offered by our schools due, in part, to government
subsidies, government and foundation grants, tax-deductible contributions, and other financial resources not available to proprietary institutions.
Our public and private sector competitors may have substantially greater financial and other resources than we do. We expect to experience
more competition as more colleges, universities, and for-profit schools increase their online program offerings. An increase in competition could
affect the success of our marketing efforts and enable our competitors to recruit prospective students more effectively, or reduce our tuition
charges and increase spending for marketing efforts, which could adversely impact our results of operations, financial condition and cash flows.

Our credit agreement limits our ability to take various actions.

Our credit agreement limits our ability to take various actions, including paying dividends and disposing of assets, and may restrict us from
taking actions that management believes would be desirable and in the best interests of us and our stockholders. Our credit agreement also
requires us to satisfy specified financial and non-financial covenants. A breach of any of those covenants could result in an event of default
under the agreement and allow the lenders to pursue various remedies, including accelerating the repayment of any indebtedness outstanding,
any of which could have a material adverse effect on our business or financial condition.

Our future operating results and financial conditions would be materially adversely affected if a change in control is deemed to occur
under our share-based compensation plans.

As of March 4, 2009, one stockholder owned approximately 18.2% of the combined voting power of our then outstanding common stock. If any
person or entity (including a group) were to acquire and beneficially own 20% or more of the combined voting power of our common stock
under our 1998 Employee Incentive Compensation Plan or 35% or more of the combined voting power of our common stock under our 2008
Incentive Compensation Plan and of awards outstanding under our 1998 Non-Employee Directors Stock Option Plan, a change in control for
purposes of those plans and awards would be deemed to have occurred. If a change in control occurred, we would be required to accelerate
share-based compensation expense and record an additional liability in an amount equal to the estimated obligation that would be due to those
plan participants who have the right and choose to surrender all or part of a share-based award in exchange for cash. This recognition of
additional expense could have a material adverse affect on our operating results and financial condition. See Note 9, Share-Based Compensation
of the notes to our unaudited consolidated financial statements for further discussion of the effects of a change in control under our share-based
compensation plans.

We are subject to privacy laws and regulations both domestically and in the countries in which our foreign schools operate, due to our
collection and use of personal information. Any violations of those laws, or any breach, theft or loss of that information, could adversely
affect our reputation and operations.

Our efforts to attract and enroll students result in us collecting, using and keeping substantial amounts of personal information regarding
applicants, our students, faculty, their families and alumni, including social security numbers, financial data, or health data. We also maintain
personal information about our employees in the ordinary course of business. Our services, the services of many of our health plan and benefit
plan vendors, and other information can be accessed globally through the internet. Our computer networks and those of our vendors that manage
confidential information for us may be vulnerable to unauthorized access, theft or misuse, hackers, computer viruses, or third parties in
connection with hardware and software upgrades and changes. Our services can be accessed globally via the Internet, so we may be subject to
privacy laws in countries outside the U.S. from which students access our services, which laws may constrain the way we market and provide
our services. While we utilize security and business controls to limit access to and use of personal information, any breach of student or
employee privacy or errors in storing, using or transmitting personal information could violate privacy laws and regulations resulting in fines or
other penalties. A breach, theft of loss of personal information held by us or our vendors, or a violation of the laws and regulations governing
privacy could have a
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material adverse effect on our reputation or result in additional regulation, compliance costs or investments in additional security systems to
protect our computer networks.

We rely on exclusive proprietary rights and intellectual property that may not be adequately protected under current laws, and we may
encounter disputes from time to time relating to our use of intellectual property of third parties.

Our success depends in part on our ability to protect our proprietary rights. We rely on a combination of copyrights, trademarks, service marks,
trade secrets, domain names and agreements to protect our proprietary rights. We rely on service mark and trademark protection in the United
States and select foreign jurisdictions to protect our rights to our marks as well as distinctive logos and other marks associated with our services.
We cannot assure you that these measures will be adequate, that we have secured, or will be able to secure, appropriate protections for all of our
proprietary rights. Despite our efforts to protect these rights, unauthorized third parties may attempt to duplicate the proprietary aspects of our
curricula, online resource material and other content. Our management s attention may be diverted by these attempts, and we may need to use
funds in litigation to protect our proprietary rights against any infringement or violation.

We may encounter disputes from time to time over rights and obligations concerning intellectual property, and we may not prevail in these
disputes. Third parties may raise a claim against us alleging an infringement or violation of the intellectual property of that third party. Some
third party intellectual property rights may be extremely broad, and it may not be possible for us to conduct our operations in such a way as to
avoid those intellectual property rights. Any such intellectual property claim could subject us to costly litigation and impose a significant strain
on our financial resources and management personnel regardless of whether such claim has merit.

We may incur liability for the unauthorized duplication or distribution of class materials posted online for class discussions.

In some instances our faculty members or our students may post various articles or other third-party content on class discussion boards or
download third-party content to personal computers. We may incur claims or liability for the unauthorized duplication or distribution of this
material. Any such claims could subject us to costly litigation and could impose a strain on our financial resources and management personnel
regardless of whether the claims have merit.

A protracted economic slowdown and rising unemployment could harm our business.

We believe that many students pursue postsecondary education to be more competitive in the job market. However, a protracted economic
slowdown could increase unemployment and diminish job prospects generally. Diminished job prospects and heightened financial worries could
affect the willingness of students to incur loans to pay for postsecondary education and to pursue postsecondary education in general. As a result,
our enrollments could suffer.

We may incur costs in complying with the Americans with Disabilities Act and with similar laws.

The Americans with Disabilities Act of 1990, or ADA, requires all public accommodations to meet federal requirements for access and use by
disabled individuals. Other federal, state, and local laws and regulations also may impose similar or additional accessibility requirements. For
example, the Fair Housing Amendments Act of 1988, or FHAA, requires apartment properties first occupied after March 13, 1991, to be
accessible to handicapped persons. Typically, our real estate leases require us to pay any costs necessary to comply with all laws, including these
accessibility laws, for our premises, which may include parking areas, restaurants at our culinary schools, dormitory facilities and similar
facilities in addition to classroom and office space. In opening new schools or locations and acquiring existing schools, we often must build out
the premises to satisfy our classroom needs and must incur the costs associated with accessibility compliance in those construction
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activities. If any of our premises are not compliant with the ADA or FHAA, we could face fines, litigation by private litigants, and orders to
correct any non-complying features.

Risk Related to Our Common Stock
The trading price of our common stock may fluctuate substantially in the future.

The trading price of our common stock may fluctuate substantially as a result of a number of factors, some of which are not in our control. These
factors include:

changes in the student lending and credit markets;

our ability to meet or exceed expectations of analysts or investors;

quarterly variations in our operating results;

changes in the legal or regulatory environment in which we operate;

general conditions in the for-profit, postsecondary education industry, including changes in the ED, state laws and regulations and
accreditation standards, or availability of student financing;

the initiation, pendency or outcome of litigation, regulatory reviews and investigations, and any related adverse publicity;

changes in our earnings estimates by analysts;

future impairment of goodwill or other intangible assets;

price and volume fluctuations in the overall stock market, which have particularly affected the market prices of many companies in
the for-profit, postsecondary education industry in recent periods;

the loss of key personnel; and

general economic conditions.
These factors may adversely affect the trading price of our common stock, regardless of our actual operating performance, and could prevent an
investor from selling shares of our common stock at or above the price at which the investor acquired the shares. In addition, the stock markets,
from time to time, experience extreme price and volume fluctuations that may be unrelated or disproportionate to the operating performance of
companies. These broad fluctuations may adversely affect the market price of our common stock, regardless of our operating performance.
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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 three
months, March 31, 2009:

Issuer Purchases of Equity Securities

Maximum
Total Number of Approximate

Shares Dollar Value of

Purchased as Shares that May
Total Number Part of Publicly Yet Be Purchased

of Shares Average Price Announced Plans Under the Plans

Period Purchased Paid per Share or Programs (1) or Programs (1)
January 1, 2009 January 31, 2009 $ $ 195,466,742
February 1, 2009 February 28, 2009 506,400 24.74 506,400 182,940,464
March 1, 2009 March 31, 2009 1,245,832 22.05 1,245,832 155,469,103

Total 1,752,232 1,752,232

(1)  Our Board of Directors had authorized us to use up to approximately $800.2 million for the repurchase of shares of our outstanding
common stock. Pursuant to this stock repurchase program, we may repurchase shares of our outstanding common stock on the open market
or in private transactions from time to time, depending on 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 4. Submission of Matters to a Vote of Security Holders

(a) Our annual meeting of stockholders was held on April 30, 2009.

(b)  Our stockholders voted as follows to elect nine directors to our board of directors:

Directors: Votes For: Against: Authority Withheld:
Dennis H. Chookaszian 79,051,233 2,740,011 39,565
David W. Devonshire 78,853,874 2,787,284 189,651
Patrick W. Gross 77,478,036 4,313,446 39,327
Gregory L. Jackson 81,464,185 324,156 42,468
Thomas B. Lally 81,317,296 473,094 40,419
Steven H. Lesnik 81,512,899 275,431 42,479
Gary E. McCullough 81,500,126 291,345 39,338
Edward A. Snyder 78,915,424 2,722,746 192,639
Leslie T. Thornton 81,805,065 283,049 42,695

(c)  Our stockholders voted as follows to ratify the selection of Ernst & Young LLP as the independent registered public accounting firm to
audit our financial statements for the year ended December 31, 2009.

For: 71,757,319 Against: 4,267,118 Abstentions: 5,806,272
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(a) Exhibits

31.1
31.2
32.1
322

Certification of CEO pursuant to Section 302 of Sarbanes-Oxley Act of 2002
Certification of CFO pursuant to Section 302 of Sarbanes-Oxley Act of 2002
Certification of CEO pursuant to Section 906 of Sarbanes-Oxley Act of 2002
Certification of CFO pursuant to Section 906 of Sarbanes-Oxley Act of 2002
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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.

Date: May 6, 2009

Date: May 6, 2009
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CAREER EDUCATION CORPORATION

By: /sl Gary E. McCuLLouGH
Gary E. McCullough
President and Chief Executive Officer
(Principal Executive Officer)

By: /s/ MicHAEL J. GRAHAM
Michael J. Graham
Executive Vice President and

Chief Financial Officer
(Principal Financial Officer)
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