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Special Note Regarding Forward-Looking Statements

This Report on Form 10-Q contains forward-looking statements within the meaning of Section 21E of the Securities
Exchange Act of 1934, as amended (Exchange Act), and Section 27A of the Securities Act of 1933, as amended

(Securities Act), which include information relating to future events, future financial performance, strategies,

expectations, competitive environment, regulation and availability of resources. From time to time, we also provide
forward-looking statements in other materials we release to the public as well as verbal forward-looking statements.

These forward-looking statements include, without limitation, statements regarding: proposed new programs;

scheduled openings of new campuses and campus expansions; expectations that regulatory developments or agency
interpretations of such regulatory developments or other matters will not have a material adverse effect on our

consolidated financial position, results of operations or liquidity and anticipated timing for ongoing regulatory

initiatives; statements concerning projections, predictions, expectations, estimates or forecasts as to our business,

financial and operational results and future economic performance; and statements of management’s goals and

objectives and other similar expressions. Such statements give our current expectations or forecasts of future events;

they do not relate strictly to historical or current facts. Words such as “may,” “will,” “should,” “could,” “would,” “predicts,”
“potential,” “continue,” “expects,” “anticipates,” “future,” “intends,” “plans,” “believes,” “estimates,” and similar expressions,
statements in future tense, identify forward-looking statements. However, not all forward-looking statements contain

these identifying words.

EEINT3 LT3 LT

We cannot guarantee that any forward-looking statement will be realized, although we believe we have been prudent
in our plans and assumptions. Achievement of future results is subject to risks, uncertainties and potentially inaccurate
assumptions. Many events beyond our control may determine whether results we anticipate will be achieved. Should
known or unknown risks or uncertainties materialize, or should underlying assumptions prove inaccurate, actual
results could differ materially from past results and those anticipated, estimated or projected. You should bear this in
mind as you consider forward-looking statements.

Except as required by law, we undertake no obligation to publicly update forward-looking statements, whether as a
result of new information, future events or otherwise. You are advised, however, to consult any further disclosures we
make on related subjects in our Form 10-Q, 8-K and 10-K reports to the Securities and Exchange Commission (SEC).
The Annual Report on Form 10-K that we filed with the SEC on December 1, 2017 listed various important factors

that could cause actual results to differ materially from expected and historical results. We note these factors for
investors within the meaning of Section 21E of the Exchange Act and Section 27A of the Securities Act. Readers can
find them under the heading “Risk Factors” in the Report on Form 10-K and in this Report on Form 10-Q, and investors
should refer to them. You should understand that it is not possible to predict or identify all such factors. Consequently,
you should not consider any such list to be a complete set of all potential risks or uncertainties. Our filings with the
SEC may be accessed at the SEC’s web site at www.sec.gov.

ii




Edgar Filing: UNIVERSAL TECHNICAL INSTITUTE INC - Form 10-Q

Table of Contents

PART I. FINANCIAL INFORMATION
Item 1. FINANCIAL STATEMENTS

UNIVERSAL TECHNICAL INSTITUTE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)

Assets

Current assets:

Cash and cash equivalents

Restricted cash

Trading securities

Held-to-maturity investments
Receivables, net

Notes receivable, current portion
Prepaid expenses and other current assets
Total current assets

Property and equipment, net
Goodwill

Notes receivable, less current portion
Other assets

Total assets

Liabilities and Shareholders’ Equity
Current liabilities:

Accounts payable and accrued expenses
Dividends payable

Deferred revenue

Accrued tool sets

Financing obligation, current portion
Income tax payable

Other current liabilities

Total current liabilities

Deferred tax liabilities, net

Deferred rent liability

Financing obligation

Other liabilities

Total liabilities

Commitments and contingencies (Note 12)

Shareholders’ equity:

Common stock, $0.0001 par value, 100,000,000 shares authorized, 32,051,892 shares issued
and 25,186,995 shares outstanding as of June 30, 2018 and 31,872,433 shares issued and
25,007,536 shares outstanding as of September 30, 2017

Preferred stock, $0.0001 par value, 10,000,000 shares authorized; 700,000 shares of Series A
Convertible Preferred Stock issued and outstanding as of June 30, 2018 and September 30,
2017, liquidation preference of $100 per share

Paid-in capital - common
Paid-in capital - preferred

Treasury stock, at cost, 6,864,897 shares as of June 30, 2018 and September 30, 2017

Retained deficit

June 30, ggptember
2018 2017
(In thousands)

$55,968  $50,138
13,419 14,822

— 40,020
243 7,759
14,833 15,197

5,198 —
18,836 18,890
108,497 146,826
113,732 106,664
8,222 9,005
32,432 —
11,109 11,607
$273,992 $274,102

$38,710 $37,481
1,309 —
25,847 41,338

2,706 2,764
1,264 1,106
— 490
3,428 3,210
73,264 86,389
329 3,141
10,914 6,887
41,061 42,035
9,815 9,874

135,383 148,326

186,372 185,140
68,853 68,853
(97,388 ) (97,388 )
(19,231 ) (30,832 )

5
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Total shareholders’ equity 138,609 125,776
Total liabilities and shareholders’ equity $273,992 $274,102
The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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UNIVERSAL TECHNICAL INSTITUTE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF LOSS (UNAUDITED)

Revenues

Operating expenses:

Educational services and facilities
Selling, general and administrative
Total operating expenses

Loss from operations

Other income (expense):

Interest expense, net

Equity in earnings of unconsolidated affiliate
Other income, net

Total other expense, net

Loss before income taxes

Income tax expense (benefit)

Net loss

Preferred stock dividends

Loss available for distribution

Loss per share:
Net loss per share - basic
Net loss per share - diluted

Weighted average number of shares outstanding:

Basic
Diluted

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

2

Three Months Nine Months Ended
Ended June 30, June 30,

2018 2017 2018 2017

(In thousands, except per share amounts)
$74,800 $76,258 $236,709 $242,934

44737 44,120 134,635 136,108
41,953 34,922 126,298 107,536
86,690 79,042 260,933 243,644

(11,800 ) (2,784 ) (24,224 ) (710 )

474 ) (559 ) (1,405 ) (2,020 )
96 116 289 369
307 277 635 712
(71 ) (166 ) (481 ) (939 )

(11,871 ) (2,950 ) (24,705 ) (1,649 )
(158 ) 967 (3,024 ) 5,722
$(11,713) $(3,917) $(21,681) $(7,371 )
1,309 1,309 3,927 3,927
$(13,022) $(5,226) $(25,608 ) $(11,298)

$0.52 ) $(0.21 ) $(1.02
$0.52 ) $(0.21 ) $(1.02

) $(0.46 )
) $(0.46 )

25,186
25,186

24,748
24,748

25,084
25,084

24,679
24,679
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UNIVERSAL TECHNICAL INSTITUTE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS (UNAUDITED)

Three Months Nine Months
Ended June 30, Ended June 30,
2018 2017 2018 2017
(In thousands)
Net loss $(11,713)$(3,917)$(21,681)$(7,371)
Other comprehensive loss (net of tax):
Equity interest in investee's unrealized losses on hedging derivatives, net of
taxes (1) o Y )— (16 )
Comprehensive loss $(11,713)$(3,924)$(21,681)$(7,387)
(DThe tax effect during the three and nine months ended June 30, 2018 and 2017 was not significant.

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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UNIVERSAL TECHNICAL INSTITUTE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY (UNAUDITED)

Balance as of
September 30, 2017
Cumulative-effect
adjustment (see Note 3)
Net loss

Issuance of common stock

under employee plans

Shares withheld for payroll

taxes

Stock-based compensation —

Preferred stock dividends
Balance as of June 30,
2018

Common

Preferred Paid-in Paid-in Treasury Stock Retained Total
Stock Capital - Capital - Y Earnings Shareholders’

AmouthareAmou@bmmon  Preferred SharesAmount  (Deficit) Equity

(In thousands)
31872 $ 3

32,052 §$ 3

700 $ —$185,140 $68,853 6,865 $(97,388) $(30,832) $125,776

- - — —  — 37,209 37,209
- - — — (21,681 ) (21,681 )

— — 13 ) — - — — (13 )

—  — 1245  — - — — 1,245
o _ - (3,927 ) (3927 )

700 $ —$186,372 $68,853 6,865 $(97,388) $(19,231) $ 138,609

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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UNIVERSAL TECHNICAL INSTITUTE, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

Cash flows from operating activities:

Net loss

Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization

Amortization of assets subject to financing obligation
Goodwill and intangible asset impairment expense
Unrealized gains on trading securities

Bad debt expense

Stock-based compensation

Deferred income taxes

Equity in earnings of unconsolidated affiliate
Training equipment credits earned, net

Other gains, net

Changes in assets and liabilities:

Restricted cash

Receivables

Prepaid expenses and other assets

Other assets

Notes receivable

Accounts payable and accrued expenses

Deferred revenue

Income tax payable/receivable

Accrued tool sets and other current liabilities
Deferred rent liability

Other liabilities

Net cash used in operating activities

Cash flows from investing activities:

Purchase of property and equipment

Proceeds from disposal of property and equipment
Purchase of investments

Proceeds received upon maturity of investments
Purchase of trading securities

Proceeds from sales of trading securities
Capitalized costs for intangible assets

Return of capital contribution from unconsolidated affiliate
Restricted cash: other

Net cash provided by (used in) investing activities
Cash flows from financing activities:

Payment of preferred stock cash dividend

Payment of financing obligation

Payment of payroll taxes on stock-based compensation through shares withheld
Net cash used in financing activities

Net increase (decrease) in cash and cash equivalents

Nine Months Ended
June 30,
2018 2017

(In thousands)
$(21,681) $(7,371)

9,891 10,726

2,012 2,012
1,164 —

— 1o )
1,191 503
1,245 1,992
2812 ) —

(289 ) 369 )
116 710 )
71 50

46 (11,050 )
175 2,453
(1,342 ) 358

(31 ) 263

(421 ) —

556 (11,359 )

(15,491 ) (19,451 )
(1,490 ) 3,052

507 768
4,027 (1,622 )
148 (70 )

(22,408 ) (29,835)

(17,088 ) (6,497 )

9 1

— (9,671 )
7,497 1,687
(894 ) (41,585)
40,902 1,799
(325 ) 325 )
229 352
1,355 3,407

31,685 (50,832 )

(2,618 ) (2,618 )
816 ) (673 )
(13 ) (10 )
(3,447 ) (3,301 )
5830 (83,968 )

10
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Cash and cash equivalents, beginning of period 50,138 119,045
Cash and cash equivalents, end of period $55,968 $35,077
The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.

5
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UNIVERSAL TECHNICAL INSTITUTE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED), continued
Nine Months
Ended June 30,
2018 2017
(In thousands)
Supplemental disclosure of cash flow information:

Taxes paid $1,278 $2,670
Interest paid $2,490 $2,543
Training equipment obtained in exchange for services $1,724 $1,011
Depreciation of training equipment obtained in exchange for services $1,022 $960
Change in accrued capital expenditures during the period $(840 ) $217
Dividends payable $1,309 $1,309

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

6
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UNIVERSAL TECHNICAL INSTITUTE, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
($’s in thousands, except per share amounts)

1. Nature of the Business

We are the leading provider of postsecondary education for students seeking careers as professional automotive,
diesel, collision repair, motorcycle and marine technicians as measured by total average undergraduate full-time
student enrollment and graduates. We recently began offering undergraduate diploma programs for welding and
computer numerical control (CNC) machining. We offer certificate, diploma or degree programs at 12 campuses
across the United States under the banner of several well-known brands, including Universal Technical Institute,
Motorcycle Mechanics Institute and Marine Mechanics Institute and NASCAR Technical Institute. We also offer
manufacturer specific advanced training (MSAT) programs, including student-paid electives, at our campuses and
manufacturer or dealer sponsored training at certain campuses and dedicated training centers.

We work closely with leading original equipment manufacturers (OEMs) in the automotive, diesel, motorcycle and
marine industries to understand their needs for qualified service professionals. Revenues generated from our schools
consist primarily of tuition and fees paid by students. To pay for a substantial portion of their tuition, the majority of
students rely on funds received from federal financial aid programs under Title IV Programs of the Higher Education
Act of 1965 (HEA), as amended, as well as from various veterans benefits programs. For further discussion, see Note
2 "Summary of Significant Accounting Policies - Concentration of Risk" and Note 18 “Government Regulation and
Financial Aid” included in our 2017 Annual Report on Form 10-K filed with the SEC on December 1, 2017.

2. Basis of Presentation

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America (GAAP) for interim financial information
and the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, our condensed consolidated
financial statements do not include all the information and footnotes required by GAAP for complete financial
statements. Normal and recurring adjustments considered necessary for a fair statement of the results for the interim
periods have been included. Operating results for the three months and nine months ended June 30, 2018, are not
necessarily indicative of the results that may be expected for the year ending September 30, 2018. The accompanying
condensed consolidated financial statements should be read in conjunction with the consolidated financial statements
and notes thereto included in our 2017 Annual Report on Form 10-K filed with the SEC on December 1, 2017.

The unaudited condensed consolidated financial statements include the accounts of Universal Technical Institute, Inc.
and our wholly owned subsidiaries. All significant intercompany transactions and balances have been eliminated.

The preparation of financial statements in conformity with GAAP requires us to make estimates and assumptions that
affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenue and expenses during the reporting period. Actual results
could differ from these estimates.

Revenue Recognition

Post-secondary education. Revenues consist primarily of student tuition and fees derived from the programs we
provide after reductions are made for discounts and scholarships that we sponsor and for refunds for students who

13
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withdraw from our programs prior to specified dates. We apply the five-step model outlined in Accounting Standards
Codification Topic 606, Revenue from Contracts from Customers (ASC 606). Tuition and fee revenue is recognized
ratably over the term of the course or program offered. The majority of our undergraduate

7
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UNIVERSAL TECHNICAL INSTITUTE, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
($’s in thousands, except per share amounts)

programs are designed to be completed in 36 to 102 weeks, and our advanced training programs range from 12 to 23
weeks in duration. We supplement our revenues with sales of textbooks and program supplies and other revenues,
which are recognized as the transfer of goods or services occurs. Deferred revenue represents the excess of tuition and
fee payments received as compared to tuition and fees earned and is reflected as a current liability in our consolidated
balance sheets because it is expected to be earned within the next 12 months.

Through our proprietary loan program, we, in substance, provide the students who participate in this program with
extended payment terms for a portion of their tuition. Based on historical collection rates, we believe a portion of
these loans are collectible, which results in a change in accounting due to our adoption of ASC 606 on October 1,
2017. Accordingly, we recognize tuition and loan origination fees financed by the loan and any related interest
revenue under the effective interest method required under the loan based on this collection rate. For additional
discussion of this adoption, see Note 3.

Other. We provide dealer technician training or instructor staffing services to manufacturers. Revenues are recognized
as transfer of the services occurs.

Proprietary Loan Program

In order to provide funding for students who are not able to fully finance the cost of their education under traditional
governmental financial aid programs, commercial loan programs or other alternative sources, we established a private
loan program with a bank.

Under the terms of the proprietary loan program, the bank originates loans for our students who meet our specific
credit criteria with the related proceeds used exclusively to fund a portion of their tuition. We then purchase all such
loans from the bank at least monthly and assume all of the related credit risk. The loans bear interest at market rates
ranging from approximately 7%-10%; however, principal and interest payments are not required until six months after
the student completes or withdraws from his or her program. After the deferral period, monthly principal and interest
payments are required over the related term of the loan. The repayment term is up to ten years.

The bank provides these services in exchange for a fee at a percentage of the principal balance of each loan and
related fees. Under the terms of the related agreement, we transfer funds for loan purchases to a deposit account with
the bank in advance of the bank funding the loan, which secures our related loan purchase obligation. Such funds are
classified as restricted cash in our condensed consolidated balance sheet.

All related expenses incurred with the bank or other service providers are expensed as incurred within educational
services and facilities expense and were approximately $0.3 million for the three months ended June 30, 2018 and
2017, and approximately $1.0 million for the nine months ended June 30, 2018 and 2017.

Under ASC 606, the portion of tuition revenue related to the proprietary loan program is considered a form of variable
consideration. We estimate the amount we ultimately expect to collect from the portion of tuition that is funded by the
proprietary loan program, resulting in a note receivable. Estimating the collection rate requires significant
management judgment. The estimated amount is determined at the inception of the contract and we recognize the
related revenue as the student progresses through school. Each reporting period, we update our assessment of the

15
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variable consideration associated with the proprietary loan program.

Prior to adopting ASC 606, we recognized revenue related to the proprietary loan program as cash was received. For
additional discussion of this adoption, see Note 3.

16
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UNIVERSAL TECHNICAL INSTITUTE, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
($’s in thousands, except per share amounts)

3. Recent Accounting Pronouncements
Recently Adopted Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU)
2014-09, which outlines a single comprehensive revenue model for entities to use in accounting for revenue arising
from contracts with customers. The guidance supersedes most current revenue recognition guidance, including
industry-specific guidance, and requires a company to recognize revenue to depict the transfer of goods or services to
a customer at an amount that reflects the consideration it expects to receive in exchange for those goods or services.
ASU 2014-09 is effective for fiscal years and interim periods within those years beginning after December 15, 2017,
with early adoption permitted for periods beginning after December 15, 2016. The guidance permits two methods of
adoption: retrospectively to each prior reporting period presented (full retrospective method), or retrospectively with
the cumulative effect of initially applying the guidance recognized at the date of initial application (modified
retrospective method). In 2016, the FASB issued further guidance that offers narrow scope improvements and clarifies
certain implementation issues related to revenue recognition, including principal versus agent considerations and the
identification of performance obligations and licensing. These additional updates have the same effective date.

We adopted ASC 606 using the modified retrospective method as of October 1, 2017. This approach was applied to all
contracts not completed as of October 1, 2017. In addition to the enhanced footnote disclosures related to customer
contracts, the most significant impact of the new standard related to the timing of revenue recognition for our
proprietary loan program and the accounting for student program changes. We do not incur significant costs to obtain
or fulfill revenue contracts. There were no other significant changes to the accounting for tuition or other revenues.

Proprietary Loan Program Revenue Recognition

Prior to adopting the new revenue standard, we recognized revenue related to the proprietary loan program as cash
was received. The adoption of the new standard resulted in a change in the timing of revenue recognition. Under ASC
606, the portion of tuition revenue related to the proprietary loan program is considered a form of variable
consideration. Based on our historical collection rates, we estimate the amount we ultimately expect to collect from
the portion of tuition that is funded by the proprietary loan program. Estimating the collection rate requires significant
management judgment. The estimated amount is determined at the inception of the contract and reevaluated each
reporting period, and we recognize the related revenue as the student progresses through school. The change in the
timing of revenue recognition also resulted in the recognition of a note receivable.

The cumulative impact of changing the timing of revenue recognition for the proprietary loan program as of October
1, 2017 was an increase in stockholders' equity of approximately $37.2 million and an increase in deferred revenue of
$2.9 million, and a corresponding increase in notes receivable and related interest.

Program Changes

From time to time, a student may elect to “upgrade” or “downgrade” their program, which will change the program length
and price. When a student changes their program, a new enrollment agreement is signed and a new financial aid

package is completed for the student since this modification will impact the length of the program and/or the

transaction price.

17
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Prior to adopting the standard, when a student changed their program, we recorded any changes to the tuition price or
program length through a cumulative catch up adjustment from the inception of the contract through the date of the
change. Under ASC 606, we must assess the contract modification to determine if there has been an increase in price
or scope. For those program changes that result in either an increase in price or scope, we will

9
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UNIVERSAL TECHNICAL INSTITUTE, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
($’s in thousands, except per share amounts)

now record the change on a prospective basis. Based on our analysis, the cumulative change of accounting for
program changes under ASC 606 was not material as of October 1, 2017.

Effective the First Quarter of Fiscal 2019:

In January 2017, the FASB issued ASU 2017-01, Business Combinations (Topic 805): Clarifying the Definition of a
Business. ASU 2017-01 clarifies the definition of a business. If substantially all of the fair value of the gross assets
acquired is concentrated in a single identifiable asset or group of similar identifiable assets, then the acquisition is not
a business. In addition, a business must include at least one substantive process. The standard is to be applied on a
prospective basis to purchases or disposals of a business or an asset. The effect of this new standard on our
consolidated financial statements will be dependent on any future acquisitions.

In August 2016, the FASB issued ASU 2016-15, Statement of Cash Flows (Topic 230) - Classification of Certain
Cash Receipts and Cash Payments, which clarifies how certain cash receipts and cash payments are presented and
classified in the statement of cash flows. We are currently evaluating the impact that the standard will have on our
consolidated statements of cash flows. Further, in November 2016, the FASB issued ASU 2016-18, Statement of Cash
Flows (Topic 230) - Restricted Cash. This guidance requires restricted cash and cash equivalents to be included with
cash and cash equivalents on the statement of cash flows. Based on the restricted cash balances on our consolidated
balance sheets, we expect this standard to have an impact on the presentation of our consolidated statements of cash
flows.

In January 2016, the FASB issued ASU 2016-01, Financial Instruments—Overall (Subtopic 825-10): Recognition and
Measurement of Financial Assets and Financial Liabilities. ASU 2016-01 primarily impacts the accounting for equity
investments other than those accounted for using the equity method of accounting, financial liabilities under the fair
value option and the presentation and disclosure requirements for financial instruments. Additionally, the FASB
clarified guidance related to the valuation allowance assessment when recognizing deferred tax assets resulting from
unrealized losses on available-for-sale debt securities. The accounting for other financial instruments, such as loans,
investments in debt securities and financial liabilities is largely unchanged. Based on our current portfolio of
investments in debt securities accounted for as held-to-maturity securities and investments made in equity securities
accounted for as trading securities, the adoption of these standards is not expected to have a material impact on our
financial statements.

In February 2018, the FASB issued ASU 2018-02, Income Statement—Reporting Comprehensive Income (Topic 220):
Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income. ASU 2018-02 amends ASC
220 to allow a reclassification from accumulated other comprehensive income to retained earnings for stranded tax
effects resulting from the "Tax Cuts and Jobs Act" and requires entities to provide certain disclosures regarding
stranded tax effects. Early adoption is permitted. We do not expect this standard to have a material impact on our
consolidated statements of comprehensive income or our consolidated statements of shareholder's equity.

Effective the First Quarter of Fiscal 2020:

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842). ASU 2016-02 requires lessees to recognize a
right-of-use asset and a lease liability on the balance sheet for substantially all leases, with the exception of short-term
leases. Leases will be classified as either financing or operating, with classification affecting the pattern of expense
recognition in the statement of income. We are currently evaluating the impact that the standard will have on our
results of operations, financial condition and financial statement disclosures.
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Effective the First Quarter of Fiscal 2021:

In June 2016, the FASB issued ASU 2016-13, Financial Instruments—Credit Losses (Topic 326): Measurement of
Credit Losses on Financial Instruments. ASU 2016-13 includes an impairment model (known as the current expected
credit loss (CECL) model) that is based on expected losses rather than incurred losses. Under the new guidance, an
entity recognizes as an allowance its estimate of expected credit losses (ECL), which the FASB believes will result in
more timely recognition of such losses. We are currently evaluating the impact that the update will have on our results
of operations, financial condition and financial statement disclosures.

4. Revenue from Contracts with Customers

Adoption of ASC 606
We adopted ASC 606 effective October 1, 2017. As a result, we have changed our accounting for revenue recognition
as detailed in Note 2. Except for the changes resulting from this adoption, we have consistently applied the accounting
policies to all periods presented in these consolidated financial statements.
We applied ASC 606 using the modified retrospective method by recognizing the cumulative effect of initially
applying ASC 606 as an adjustment to the opening balance of equity at October 1, 2017. Therefore, the comparative
information has not been adjusted and continues to be reported under the prior guidance of ASC 605. The details of
the significant changes and quantitative impact of the changes are disclosed in Note 3.
Nature of Goods and Services
See Note 2 for a description of the nature of revenues.
We provide post-secondary education and other services in the same geographical market, the U.S. The impact of
economic factors on the nature, amount, timing and uncertainty of revenue and cash flows is consistent among our
various post-secondary education programs. See Note 15 for disaggregated segment revenue information.
Contract Balances
Contract assets primarily relate to the Company’s rights to consideration for work completed in relation to its services
performed but not billed at the reporting date. The contract assets are transferred to the receivables when the rights
become unconditional. Currently, the Company does not have any contract assets which have not transferred to a
receivable. The contract liabilities primarily relate to service contracts where we received payments but we have not
yet satisfied the related performance obligations. The advance consideration received from customers for the services
is a contract liability until services are provided to the customer.
The following table provides information about receivables and contract liabilities from contracts with customers:

June 30, September

2018 30,2017
Receivables, which includes Tuition and Notes Receivable $42.425 $ 10,268
Contract liabilities $25,847 $41,338

11
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During the nine months ended June 30, 2018, the contract liabilities balance included decreases for revenues
recognized during the period and increases related to new students who started school during the period.
Transaction Price Allocated to the Remaining Performance Obligations
Tuition and fee revenue is recognized ratably over the term of the course or program offered. The majority of our
undergraduate programs are designed to be completed in 36 to 102 weeks, and our advanced training programs range
from 12 to 23 weeks in duration.
Impacts on Financial Statements
In accordance with Topic 606, the disclosure of the impact of adoption to our condensed consolidated statements of
income and balance sheets was as follows:

June 30, 2018

Balance
. Without
As Reporthdjustments ASC 606
Adoption
Consolidated Balance Sheet Data:
Notes receivable, current portion $5,198 $ (5,198 )$—
Total current assets 108,497 (5,198 ) 103,299
Notes receivable, less current portion 32,432 (32432 )—
Total assets 273,992 (37,630 ) 236,362
Deferred revenue $25,847 $ (1,578 ) $24,269
Total current liabilities 73,264 (1,578 ) 71,686
Total liabilities 135,383 (1,578 ) 133,805
Retained deficit (19,231 )(36,052 ) (55,283 )
Total shareholders' equity 138,609 (36,052 ) 102,557

Total liabilities and shareholders' equity 273,992 (37,630 ) 236,362
Three Months Ended June 30,

2018
Balance
Without
As Repordatjustments ASC 606
Adoption
Consolidated Income Statement Data:
Revenues 74,890 771 75,661
Loss from operations (11,800)771 (11,029 )
Loss before income taxes (11,871)771 (11,100 )
Net loss (11,713)771 (10,942 )
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Nine Months Ended June 30,

2018
Balance
. Without
As Reportedjustments ASC 606
Adoption
Consolidated Income Statement Data:
Revenues 236,709 1,158 237,867
Loss from operations (24,224 11,158 (23,066 )
Loss before income taxes (24,705 )1,158 (23,547 )
Net loss (21,681 )1,158 (20,523 )

5. Investments

During 2017, we began investing in various bond funds. These investments are held principally for resale in the near
term and are classified as trading securities. Trading securities are recorded at fair value based on the closing market
price of the security. During the three months ended December 31, 2017, we liquidated our investment in trading
securities; as a result, there was no unrealized gain on trading securities at June 30, 2018.

We also invest in held-to-maturity securities consisting of pre-funded municipal bonds, which are generally secured
by escrowed-to-maturity U.S. Treasury notes. Municipal bonds represent debt obligations issued by states, cities,
counties and other governmental entities, which earn interest that is exempt from federal income taxes.
Held-to-maturity securities also include certificates of deposit issued by financial institutions and corporate bonds
from large cap industrial and selected financial companies with a minimum credit rating of A. We have the ability and
intention to hold our investments until maturity and therefore classify these investments as held-to-maturity and report
them at amortized cost.

Amortized cost and fair value for investments classified as held-to-maturity at June 30, 2018 were as follows:

Estimated
Amortized Gross Unrealized Fair Market
Cost Gains Losses Value
Due in less than 1 year:
Corporate bonds $ 243 $ — 3 —$ 243
$ 243 $ — $ —$ 243

Amortized cost and fair value for investments classified as held-to-maturity at September 30, 2017 were as follows:

Estimated
Amortized Gross Unrealized Fair Market
Cost Gains Losses Value
Due in less than 1 year:
Corporate bonds $775%9 $ —$ @ ) $ 7,55
$7759 $ —$ 4 ) $ 7755
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Investments are exposed to various risks, including interest rate, market and credit risk, and as a result, it is possible
that changes in the values of these investments may occur and that such changes could affect the amounts reported in
the condensed consolidated balance sheets, condensed consolidated statements of loss and condensed consolidated
statements of comprehensive loss.

6. Fair Value Measurements

The accounting framework for determining fair value includes a hierarchy for ranking the quality and reliability of the
information used to measure fair value, which enables the reader of the financial statements to assess the inputs used
to develop those measurements. The fair value hierarchy consists of three tiers: Level 1, defined as quoted market
prices in active markets for identical assets or liabilities; Level 2, defined as inputs other than Level 1 that are
observable, either directly or indirectly, such as quoted prices for similar assets or liabilities, quoted prices in markets
that are not active, model-based valuation techniques for which all significant assumptions are observable in the
market or other inputs that are observable or can be corroborated by observable market data for substantially the full
term of the assets or liabilities and Level 3, defined as unobservable inputs that are not corroborated by market data.
Any transfers of investments between levels occurs at the end of the reporting period.

Assets measured or disclosed at fair value on a recurring basis consisted of the following:

Fair Value Measurements Using

Quoted Prices
in Cn
Active glt%::rﬁcam Significant
June 30, Markets Unobservable
Observable
2018 for Inputs
Identical %{%%g 2) (Level 3)
(Level
1)
Money market funds $33,205 $33,205 $ — $ —
Notes receivable 37,630 — — 37,630
Corporate bonds 243 — 243 —

Total assets at fair value on a recurring basis  $71,078 $33,205 $ 243 $ 37,630

Fair Value Measurements Using

Quoted
Prices Significant
in Active Other Significant
September Markets Observable Unobservable
30,2017 for Inputs Inputs
Identical (Level 2) (Level 3)
Assets
(Level 1)
Trading securities $40,020 $40,020 $ —3 —
Money market funds 39,569 39,569 — —
Corporate bonds 7,755 7,755 — —
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Notes receivable relate to our proprietary loan program. See Notes 2 and 3 for additional discussion.
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7. Property and Equipment, net
Property and equipment, net consisted of the following:

Depreciable June 30, September 30,

Lives (in years) 2018 2017
Land — $3,189 $ 3,189
Buildings and building improvements 30-35 80,282 79,712
Leasehold improvements 1-28 42,576 41,825
Training equipment 3-10 95,946 94,817
Office and computer equipment 3-10 36,335 36,458
Curriculum development 5 19,693 19,713
Software developed for internal use 1-5 12,251 11,772
Vehicles 5 1,378 1,269
Construction in progress — 14,821 1,599

306,471 290,354

Less accumulated depreciation and amortization (192,739 ) (183,690 )

$113,732  $ 106,664

The following amounts, which are included in the above table, represent assets financed by financing obligations
resulting from the build-to-suit arrangements at our Lisle, Illinois and Long Beach, California campuses:
June 30, September 30,

2018 2017
Assets financed by financing obligations, gross  $45,816 $ 45,816
Less accumulated depreciation and amortization (10,856 ) (8,844 )

Assets financed by financing obligations, net $34,960 $ 36,972

8. Goodwill and Intangible Assets

Goodwill represents the excess of the cost of an acquired business over the estimated fair values of the assets acquired
and liabilities assumed. Goodwill is reviewed at least annually for impairment, which may result from the
deterioration in the operating performance of the acquired business, adverse market conditions, adverse changes in
applicable laws or regulations and a variety of other circumstances. Any resulting impairment charge would be
recognized as an expense in the period in which impairment is identified.

Our goodwill resulted primarily from the acquisition of our motorcycle and marine education business in 1998. $8.2
million of goodwill is allocated to our MMI Orlando, Florida campus that provides the related educational programs.
Additionally, we recorded $0.8 million of goodwill related to the acquisition of BrokenMyth Studios, LLC (BMS) in
February 2016.

During the third quarter of 2018, due to the deteriorating operating performance of BMS and a decline in projected
operating performance identified during our mid-year budget review, we completed an interim test for impairment of
the reporting unit. As of June 30, 2018, we determined that the carrying value of this reporting unit exceeded its fair
value, indicating goodwill impairment existed. The result of our valuation indicated that there was no remaining
implied value attributable to goodwill in our BMS acquisition, and accordingly, we expensed all $0.8 million of the
goodwill associated with that acquisition as of June 30, 2018. Additionally, we determined
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that related definite-lived intangible assets were impaired, and we expensed the remaining $0.4 million remaining
book value as of June 30, 2018. Both impairment charges are included in our selling, general and administrative
expenses in our condensed consolidated statement of loss.

The change in the carrying value of goodwill was as follows:
Balance as of September 30, 2017  $9,005

Impairment (783 )

Balance as of June 30, 2018 $8,222

9. Investment in Unconsolidated Affiliate

We have an equity interest in a joint venture related to the lease of our Lisle, Illinois campus facility (JV). In
connection with this investment, we do not possess a controlling financial interest as we do not hold a majority of the
equity interest, nor do we have the power to make major decisions without approval from the other equity member.
Therefore, we do not qualify as the primary beneficiary. Accordingly, this investment is accounted for under the
equity method of accounting and is included in other assets in our condensed consolidated balance sheets. We
recognize our proportionate share of the net income or loss during each accounting period and any return of capital as
a change in our investment.

Historically, the JV used an interest rate cap to manage interest rate risk associated with its floating rate debt. This
derivative instrument was designated as a cash flow hedge based on the nature of the risk being hedged. As such, the
effective portion of the gain or loss on the derivative was initially reported as a component of the JV’s accumulated
other comprehensive income or loss, net of tax, and was subsequently reclassified into earnings when the hedged
transaction affects earnings. Any ineffective portion of the gain or loss was recognized in the JV’s current earnings.
Due to our equity method investment in the JV, when the J