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Equity Research 
Corinthian Colleges, Inc. 
COCO: Reassessing ASFG Loan Performance 
Further Evaluation Suggests Our Default Assumptions Too High 
 
• In our May 5 report, we made the observation that in our estimation ASFG loans 

must be underperforming, defaulting at rates close to 68% rather than the 50% 
originally forecast. After discussions with the company and further consideration 
and analysis, we now believe this statement is incorrect and do not believe we 
have a sufficient basis to judge the eventual long-term performance of the 
program. Separately, we are raising our valuation assumption to $2.50-$3.00 to 
account for the surge of interest in the sector. 

• The basis for our changed perspective consists of three elements: 1) our approach, 
which included adding the discount taken by the company to the cash recourse 
payments, was faulty as it fails to account for the loan payments that ultimately 
will come in and act as an offset; 2) a focus on the early cash payments fails to 
appreciate that most of the zero-payment loans go bad immediately, whereas the 
100% payment loans require the life of the loan to prove themselves; and 3) the 
incrementally negative repayment experience of ESI, which admittedly informed 
our analysis, is due in part to loan servicing and product design issues that do not 
apply to COCO. 

•  We are not adjusting our estimates, as we believe a prudent perspective toward 
expected cash flow is the correct way in which to evaluate prospective investment 
in COCO shares.  Neither are we adjusting our rating, as we still would like to see 
the company resolve the overhang resulting from its financial responsibility ratio 
calculation dispute with the Department of Education. However we regret our 
earlier characterization of the performance of the ASFG program and any 
unfounded alarm it may have created among investors. 

 

Valuation Range: $2.50 to $3.00 from $1.80 to $2.50 
Our valuation range of $2.50-3.00 is derived by applying a range of discounts 
between 20% and 30% to the historical S&P P/E of 11.7x. The implied mean return 
from our range is approximately 11%. However the combination of poor visibility 
and high volatility suggest in our opinion that such an expected return is 
insufficient to recommend new positions. An increase in the rate of enrollment 
decline or in perceived regulatory risk, as well as failure to maintain loan covenants 
could upset our valuation framework. 
 
Investment Thesis: 
We are confident that the market size Corinthian serves is sufficiently large and the 
value proposition offered to its students sufficiently sound that the company 
remains viable and potentially appealing in the long term. However, its ability to 
respond to market pressures is constrained by the so-called 90/10 regulation which 
has the effect of creating a price floor for its programs and the poor credit quality of 
the students it typically serves which limited sources of non Title-IV financing. If 
the company can find a viable means of generating more cash revenue and/or 
finding a steady source of third-party financing for its students, then the stock 
could rise to P/E levels between 8.0-9.0x (20-25% discount to the S&P500 P/E). 
Until then, however, it is likely to remain range-bound. 
 

Market Perform / V 
 
 

Sector: Post Secondary 

Overweight 
 
 

Company Note 
 

 2012A 2013E 2014E 
EPS  Curr.  Prior Curr. Prior
Q1 (Sep.) $0.00 $0.06 A NC $0.07 NC
Q2 (Dec.) 0.07 0.05 A NC 0.06 NC
Q3 (Mar.) 0.16 0.04 A NC 0.02 NC
Q4 (June) 0.10 0.02   NC 0.01 NC
FY $0.34 $0.16   NC $0.16 NC
CY $0.32 $0.18  $0.33
FY P/E 8.2x 17.5x  17.5x
Rev.(MM) $1,606 $1,593  $1,583
Source: Company Data, Wells Fargo Securities, LLC estimates, and Reuters 
NA = Not Available, NC = No Change, NE = No Estimate, NM = Not Meaningful 
V = Volatile,  = Company is on the Priority Stock List 

        
 

 

Ticker COCO  

Price (05/24/2013) $2.80  

52-Week Range:  $1-4  

Shares Outstanding: (MM) 86.1  

Market Cap.: (MM) $240.6  

S&P 500: 1,645.71   

Avg. Daily Vol.: 1,750,010   

Dividend/Yield: $0.00/0.0%   

LT Debt: (MM) $85.2  

LT Debt/Total Cap.: 8.0%  

ROE: 1.0%  

3-5 Yr. Est. Growth Rate: 10.0%  

CY 2013 Est. P/E-to-Growth: 1.6x  

Last Reporting Date: 04/30/2013  

Before Open 

Source: Company Data, Wells Fargo Securities, LLC estimates, and Reuters  
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Company Description: 

Corinthian Colleges provides post-secondary education to adult learners looking to acquire basic skills for 
entry-level employment or additional skills to change or advance their careers. The company offers diploma 
and degree programs to more than 90,000 students at more than 120 sites in the U.S. and Canada. Program 
areas include healthcare, business, IT, automotive, and criminal justice. 
 
 
ASFG Loan Agreement Analysis 
 
Corinthian has an agreement with ASFG to underwrite supplemental loans to its students to help cover the 
portion of tuition not covered by Federal loans and grants (up to $775 million through June 2015). Under the 
agreement, a third-party bank makes supplemental loans to Corinthian students and sells them to ASFG. 
Corinthian pays a discount to ASFG for loans purchased and records the discount as a reduction to revenue 
ratably over the program length, as the related revenue is recognized. For loans on which no payment has been 
made for over 90 days, Corinthian is obligated to purchase the balance from ASFG.  
 
Because the program began in Q1 2012, recourse payments have only begun to ramp. At the end of Q3, the 
total loans made to Corinthian students under the ASFG program were approximately $276.1 million. To date, 
Corinthian has made recourse payments to ASFG for defaulted loans under the program of $33.9 million. Of 
those loans eligible for recourse (i.e. made at least 90 days prior to the recourse payment,) the total amount 
outstanding is $125.3 million, suggesting a to-date default rate of 27% -- still below the 50% forecasted by the 
company. 
 
The cash flows dutifully reported by the company for the benefit of the SEC will have the effect of overstating 
the failure rate of the loans in their early stages, as most loans that default do so early. Whereas the 
corresponding offset in any given cohort does not come until the final stages of the loan. Therefore in theory, 
the portfolio will appear to perpetually underperform, until after its termination date when early defaults will 
cease and thus recourse payments will diminish as a percent of the total. The company remains confident 
based on its observations of individual cohorts and its historical data, that its assumptions remain appropriate. 
 
In discussing the issue, COCO management stressed four points relative to why its repayment might ultimately 
prove to be more steady and predictable than the broader trends surrounding student loan repayment 
published by the New York Fed or those reported by ESI for its PEAKS loan program.   
 
• The first is that essentially all of Corinthian’s borrowers can be characterized as sub-prime and can be 

expected – as a group – to repay at levels far lower than most student loans. This is a function of the socio-
economic conditions of a population enrolling in entry-level skill training for positions that pay 
~$14/hour. The irony is that among this population broadly, repayment rates have not deteriorated. So 
while student loan defaults in aggregate have spiked as a result of the weak economy, defaults among 
those for whom the economy is perpetually weak have not. Because Corinthian’s enrollment has gating 
factors related to employment rates and externships, roughly comparable rates of post-graduate 
employment should translate into roughly comparable rates of repayment.  
 

• The second factor relates to product design. The Corinthian loans have lower rates of interest than the 
PEAKS loans, require payment in school (which PEAKS does not) and include a variety of forbearance 
options in the case of economic hardship that temporarily reduce but do not suspend payments. All of 
these suggest a potentially stronger-performing loan. 

 
• The third factor relates to servicing issues that ESI has noted. While we have been somewhat skeptical of 

this explanation, COCO management echoed the points made by ESI management, suggesting that the 
disruption in service providers can have a significant deleterious effect and that its own loan servicing has 
been steady and aided by its borrower education efforts. 

 
• Borrower education was the fourth factor cited by the company to suggest relative outperformance. 

Corinthian has made a concerted effort to maintain a relationship with its students after they leave its 
schools – even with students that do not complete. Loan servicers tell us that being able to track and reach 
borrowers is the single biggest issue in keeping them current.  

 
Neither our analysis nor management’s explanations regarding the unique qualities of its program offer a 
guarantee that the program is not underperforming or that it won’t underperform in the future. But we no 
longer believe there is any evidence or basis to conclude that it is underperforming today. 
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Corinthian Colleges, Inc. (COCO) 3-yr. Price PerformanceCorinthian Colleges, Inc. (COCO) 3-yr. Price Performance

Date                                                                                                                                                       
 

 Date Publication Price ($)  Rating Code Val. Rng. Low Val. Rng. High Close Price ($) 
 6/19/2012  Urdan 
 6/19/2012 2.78 2 2.25 3.00 2.78 
 5/1/2013 1.94 2 1.80 2.50 1.93 

 
Source:  Wells Fargo Securities, LLC estimates and Reuters data 

 
Symbol Key Rating Code Key 

 Rating Downgrade  Initiation, Resumption, Drop or Suspend  1 Outperform/Buy SR Suspended 
 Rating Upgrade  Analyst Change 2 Market Perform/Hold NR Not Rated 
 Valuation Range Change  Split Adjustment 3 Underperform/Sell NE No Estimate 

 
 

 
 
 

Additional Information Available Upon Request 

 

I certify that: 
1) All views expressed in this research report accurately reflect my personal views about any and all of the subject securities or 
issuers discussed; and  
2) No part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed 
by me in this research report. 
 
 Wells Fargo Securities, LLC  maintains a market in the common stock of Corinthian Colleges, Inc. 
 Wells Fargo Securities, LLC and/or its affiliates, have beneficial ownership of 1% or more of any class of the common stock of 

Corinthian Colleges, Inc. 
 Wells Fargo Securities, LLC or its affiliates has a significant financial interest in Corinthian Colleges, Inc. 
 Wells Fargo Securities, LLC, or any of its affiliates, has beneficial ownership of 12.2% of any class of common stock of Corinthian 

Colleges, Inc. 
 
COCO: An increase in the rate of enrollment decline or in perceived regulatory risk, as well as failure to maintain loan covenants 
could upset our valuation framework. 
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Wells Fargo Securities, LLC does not compensate its research analysts based on specific investment banking transactions. 
Wells Fargo Securities, LLC’s research analysts receive compensation that is based upon and impacted by the overall profitability 
and revenue of the firm, which includes, but is not limited to investment banking revenue. 
 
STOCK RATING 
1=Outperform: The stock appears attractively valued, and we believe the stock's total return will exceed that of the market over the 
next 12 months. BUY 
2=Market Perform: The stock appears appropriately valued, and we believe the stock's total return will be in line with the market 
over the next 12 months. HOLD 
3=Underperform: The stock appears overvalued, and we believe the stock's total return will be below the market over the next 12 
months.  SELL 
 

SECTOR RATING 
O=Overweight:  Industry expected to outperform the relevant broad market benchmark over the next 12 months. 
M=Market Weight:  Industry expected to perform in-line with the relevant broad market benchmark over the next 12 months. 
U=Underweight:  Industry expected to underperform the relevant broad market benchmark over the next 12 months. 
 

VOLATILITY RATING 
V = A stock is defined as volatile if the stock price has fluctuated by +/-20% or greater in at least 8 of the past 24 months or if the 

analyst expects significant volatility. All IPO stocks are automatically rated volatile within the first 24 months of trading. 

 
As of: May 24, 2013  

48% of companies covered by Wells Fargo Securities, LLC 
Equity Research are rated Outperform. 

Wells Fargo Securities, LLC has provided investment banking 
services for 47% of its Equity Research Outperform-rated 
companies. 

49% of companies covered by Wells Fargo Securities, LLC 
Equity Research are rated Market Perform. 

Wells Fargo Securities, LLC has provided investment banking 
services for 37% of its Equity Research Market Perform-rated 
companies. 

3% of companies covered by Wells Fargo Securities, LLC 
Equity Research are rated Underperform. 

Wells Fargo Securities, LLC has provided investment banking 
services for 21% of its Equity Research Underperform-rated 
companies. 

  

Important Disclosure for International Clients 
           

EEA – The securities and related financial instruments described herein may not be eligible for sale in all jurisdictions or to certain 
categories of investors. For recipients in the EEA, this report is distributed by Wells Fargo Securities International Limited 
(“WFSIL”). WFSIL is a U.K. incorporated investment firm authorized and regulated by the Financial Services Authority. For the 
purposes of Section 21 of the UK Financial Services and Markets Act 2000 (“the Act”), the content of this report has been approved 
by WFSIL a regulated person under the Act. WFSIL does not deal with retail clients as defined in the Markets in Financial 
Instruments Directive 2007. The FSA rules made under the Financial Services and Markets Act 2000 for the protection of retail 
clients will therefore not apply, nor will the Financial Services Compensation Scheme be available. This report is not intended for, 
and should not be relied upon by, retail clients. 

Australia – Wells Fargo Securities, LLC is exempt from the requirements to hold an Australian financial services license in respect 
of the financial services it provides to wholesale clients in Australia. Wells Fargo Securities, LLC is regulated under U.S. laws which 
differ from Australian laws. Any offer or documentation provided to Australian recipients by Wells Fargo Securities, LLC in the 
course of providing the financial services will be prepared in accordance with the laws of the United States and not Australian laws. 

Hong Kong – This report is issued and distributed in Hong Kong by Wells Fargo Securities Asia Limited (“WFSAL”), a Hong Kong 
incorporated investment firm licensed and regulated by the Securities and Futures Commission to carry on types 1, 4, 6 and 9 
regulated activities (as defined in the Securities and Futures Ordinance, “the SFO”). This report is not intended for, and should not 
be relied on by, any person other than professional investors (as defined in the SFO). Any securities and related financial 
instruments described herein are not intended for sale, nor will be sold, to any person other than professional investors (as defined 
in the SFO). 

Japan – This report is distributed in Japan by Wells Fargo Securities (Japan) Co., Ltd, registered with the Kanto Local Finance 
Bureau to conduct broking and dealing of type 1 and type 2 financial instruments and agency or intermediary service for entry into 
investment advisory or discretionary investment contracts.  This report is intended for distribution only to professional investors 
(Tokutei Toushika) and is not intended for, and should not be relied upon by, ordinary customers (Ippan Toushika).   



WELLS FARGO SECURITIES, LLC 
Education EQUITY RESEARCH DEPARTMENT 
 

 
8 

 

The ratings stated on the document are not provided by rating agencies registered with the Financial Services Agency of Japan 
(JFSA) but by group companies of JFSA-registered rating agencies.   These group companies may include Moody’s Investors Services 
Inc, Standard & Poor’s Rating Services and/or Fitch Ratings.  Any decisions to invest in securities or transactions should be made 
after reviewing policies and methodologies used for assigning credit ratings and assumptions, significance and limitations of the 
credit ratings stated on the respective rating agencies’ websites. 

About Wells Fargo Securities, LLC 
Wells Fargo Securities is the trade name for the capital markets and investment banking services of Wells Fargo & Company and its 
subsidiaries, including but not limited to Wells Fargo Securities, LLC, a U.S. broker-dealer registered with the U.S. Securities and 
Exchange Commission and a member of NYSE, FINRA, NFA and SIPC, Wells Fargo Institutional Securities, LLC, a member of 
FINRA and SIPC, Wells Fargo Prime Services, LLC, a member of FINRA, NFA and SIPC, Wells Fargo Bank, N.A. and Wells Fargo 
Securities International Limited, authorized and regulated by the Financial Services Authority. 

Wells Fargo Securities, LLC is a U.S. broker-dealer registered with the U.S. Securities and Exchange Commission and a member of 
the New York Stock Exchange, the Financial Industry Regulatory Authority and the Securities Investor Protection Corp. 

This report is for your information only and is not an offer to sell, or a solicitation of an offer to buy, the securities or instruments 
named or described in this report. Interested parties are advised to contact the entity with which they deal, or the entity that 
provided this report to them, if they desire further information. The information in this report has been obtained or derived from 
sources believed by Wells Fargo Securities, LLC, to be reliable, but Wells Fargo Securities, LLC, does not represent that this 
information is accurate or complete. Any opinions or estimates contained in this report represent the judgment of  
Wells Fargo Securities, LLC, at this time, and are subject to change without notice. For the purposes of the U.K. Financial Services 
Authority's rules, this report constitutes impartial investment research. Each of Wells Fargo Securities, LLC, and 
Wells Fargo Securities International Limited is a separate legal entity and distinct from affiliated banks. Copyright © 2013 
Wells Fargo Securities, LLC. 
 

 
 

SECURITIES: NOT FDIC-INSURED/NOT BANK-GUARANTEED/MAY LOSE VALUE 
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