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CURRENT PRICE: $12.07
RATING: HOLD
PRICE TARGET: N/A
CURRENT YIELD: N/A

EPS Estimates - Non-GAAP

DEC 13A DEC 14E
1Q $0.44 ($0.10)A
2Q $0.22 $0.28A
3Q $0.18 ($0.06)
4Q $0.12 ($0.04)

$0.74 $0.08

Trading Data
52-WEEK PRICERANGE:  $20.33 - $11.80

SHARESOUTSTANDING: 46.5(M)
MARKET CAP: $561.3(M)
AVG. DALY TRADING 0.15(M)
VOLUME:
S&P500: 1,984
Valuation Data

BOOK VALUE:

$7.95
PRICETO BOOK: 1.53x
DIVIDEND: N/A

100 Concourse Boulevard, Suite 101
Glen Allen, Virginia 23059

BRIDGEPOINT EDUCATION, INC (NYSE: BPI)

Improved Results{és For A Turnaround

Hi g hlights
2Q14 earnings of $0.28/share vs. $0.22/share daqiB
» Results benefited by lower expenses
* Lower revenue guidance for 2H14
» Potential turnaround in 2015
* Maintain HOLD rating

Investment Thesis

BPI is in the for-profit education sector. The gamy primarily offers online

classes for students, working professionals, atitbnyi personnel lacking time to
attend regular college/university campuses. Thiskstecently declined due to
regulatory issues and falling revenues. Given tl¢ergial for an earnings
recovery, and small levels of debt, this stock rbayattractive to speculative
growth investors, given its low valuation. Howevigr light of recent for-profit

industry concerns, investors should wait for evadeaf an earnings turnaround.

Company Summary

Bridgepoint Education, Inc. (BPI-$XX), headquartene the San Diego
CA metropolitan area, is a for-profit education\pder. The company
offers postsecondary education services both oalaethrough 2 college
campuses. BPI's regionally accredited academiduisns provide
associates, bachelors, masters, and doctoral pnsgrabusiness,
education, health sciences, psychology, and ssciahces. These are
provided through approximately 1,145 courses wald&gree programs
and 107 specializations. As of 12/31/13, BPI haokal of 63,624 students
enrolled both online and through it campuses aitGt, IA (Ashford
University) and Colorado Springs, CO (Universitytloé Rockies). 1,800-
1,900 students attend BPI's Ashford University amversity of the
Rockies. BPI has approximately 4,500 full time adglinct faculty
members and 2,400 non-faculty staff in universggvges/administration,
academic advising/support, enroliment servicegnomal aid, information
technology, human resources, corporate accountiagie, and other
administrative duties.

For Important Disclosure information regarding th&irm’s rating
system, valuation methods and potential conflictdrderest, please
refer to the last two pages of this report.
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MANAGEMENT, INC. L]
The company was started in 1999 by the WarburguBiReivate Equity VIII, L.P. In 2004, current presint
Andrew Clark, and other current members of the ettee management team joined BPIl. The company went
public in 2009. In 2005 BPI purchased the Frarariddniversity of the Prairies and renamed it Asthfdniversity.
The Colorado School of Professional Psychology magyht in 2007 and renamed the University of thelits

Recent Earnings

BPI reported fully diluted earnings of $0.28/shdueing 2Q14 vs. $0.22/share during 2Q13. 2Ql4zravement
was due to lower expenses more than offsettingcbngein revenues. When comparing the two quarterenues
decreased 11.3% to $171.5 million from $193.5 wmnilland total operating costs/services fell 14.5%140.1
million from $174.3 million. Revenues declined basa of lower student enrollments (61,117 vs. 71,685
Instructional costs fell 22.8% to $76.9 million wéighg from reduced total student enrollment cagdower direct
compensation, bad debt, and instructor fees. Aslonis advisory/marketing dropped 3.7% to $55.5iomill
General/administrative costs decreased 3% to $t#lion due to lower administrative compensation an
compensation fees. Operating income rose to $aRlidn from $19.1 million and net income increageds13.0
million from $12.1 million. The 12-month studeetention rate rose to 65.6% from 61.2% and newestiud
applications increased 20%.

EARNINGS CONFERENCE CALL:

During the 2Q14 conference call management disdysssress made in changing its operating modkviahg
new federal regulatory guidelines. Discussionudeld how BPI had shifted away from aggregatorsatds
“organic sources” in finding new student enrolineenManagement stated there was a doubling of stude
applications, as a percentage of total applicatifsos organic sources. These now represent caléohall
applications and all of new enroliments. There w&8% increase in new applications during 2Q14thad
company expects enrollment growth to flat to slgbpbsitive in 2H14. However, not all of the inased
applications have translated into admissions becafisew guidelines resulting from enhanced idgntit
management requirements issued by the Departmd&dugfation. enroliments. Moving towards organiarses,
and away from aggregators, has allowed BPI to redgadmission workforce by 22% when comparing 2@.
2Q13.

BPI is developing new programs to increase offeyimgvarious educational areas. Ashford Universityted its
first new program, since moving to the WASC Sefdotlege and University Commission, by offering acBelor
of Science in Health Info Management. Ashford @amed approval to offer two new master degregraras in
Accounting and Psychology. The University of Reskbegan three new programs during the past quistésters
of Arts in Education, Ph.D in Education, and a RhirtCHuman Services.

Management noted the revisions/restatements far@asnue recognition during past periods was cetedl The
adjustments decreased revenues by 2%-3% with siadjastments to bad debt expense. Going forvia#d,
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expects 2H14 revenue, and bad debt, levels tordeapproximately 3% when compared to 1H14 revenl8§4
will be a year of transition for BPI as it adjustdsts new operating model and industry regulations

Our Thoughts

BPI appears to be positioning itself towards ratugriowards profitability following new regulatorules forcing
the for-profit industry to change its business nialiging the past two years. The latest earniegslts exemplify
the transition process’s volatile effect on BPIisfiis as the company reported 2Q14 earnings &f&dhare vs.
$0.22/share during 2Q13. Given management’s go&léor 2H14 revenues/expenses, we expect the wext t
guarters to produce negative earnings. Howev&RIfsuccessfully transitions to the new businesdehof
increased admission standards, new revenue/admigsiognition guidelines, and higher student enrefit in
2015-2016, then this stock could be a turnaroumdicate. Given low balance sheet debt levels (lesms 1%),
management does have time to move forward iniiteatound efforts. Thus, investors should revisit BPI story,
as 2H14 earnings materialize, seeking evidenceetuan to quarterly profits in 2015. We rate thigsck a HOLD.

Risks

There are no guarantees BPI will be able to grawréuearnings. Declining student enrollment, ifigbof students
to access Federal loans, industry competition remtly operating costs could negatively affect¢benpany’s
profits. Additionally, new and future regulatioosuld adversely impact the ability of the for-ptafducation
industry’s ability to grow earnings. Negative egunarkets, rising interest rates, terrorist attaeksl failure to
comply with the Sarbanes Oxley Act could causedimizin BPI's share price. Another risk for BP$kares is the
volatility created by the wide swings of stock heddshort positions.

Steven F. Marascia

Director of Research

Capitol Securities Management
804-612-9715
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BRIDGEPOINT EDUCATION, INC.
(in millions, except per share data)

1Q13 2Q13 3Q13 4Q13 2013 1Q14 2Q14 3Q14e 4Q14e 2014e
Revenue $212,986 $193470 $198,714 $163,453 $768,623 $160,523 $171,522 $161,235 $162,476 $655,756
Instrucitonal Cost & Services 97,028 99,603 105,542 93,755 395928 86,454 76,853 93,516 94,237 351,060
Gross Profit 115,958 93,867 93,712 69,608 372,694 74,069 94,669 67,719 68,239 304,696
Marketing ¢& Admissions Advisory 57,543 57,582 64,967 55,276 235,358 65,778 55,518 56,114 55,858 233,268
General & Administrative 18,739 17,152 15,175 25,828 76,894 16,269 16,737 16,742 16,216 65,964
Total Costs/Expenses 173,310 174,337 185,224 175,308 708,180 168,501 149,108 166,372 166,311 650,292
Operating Income 39,676 19,133 13,490 -11,856 60,443 -7,978 22,414 -5,137 -3,835 5,465
Other Income, net 837 748 1,051 710 3,346 367 712 548 822 2,449
Income Before Taxes 40,513 19,881 14,541 -11,146 63,789 -7,611 23,126 -4,489 -2,013 7,914
Income Taxes 15,846 7,767 5,520 4,686 22,779 3,212 10,171 1,885 1,265 3,710
Net Income 24,664 12,114 10,692 -6,460 41,010 4,399 12,955 -2,604 -1,748 $4,204
Net Earnings Attributable to Bridgepoint $24,664 $12114 $10,692 ($6,460) $41,010 ($4,399) $12,955 ($2,604) ($1,748) $4,204
Earnings Per Share $0.44 $0.22 $0.18 ($0.12) $0.74 ($0.10) $0.28 ($0.08) ($0.04) $0.08

Diluted Shares Outstanding 55,001 55,634 56,431 53,008 55,487 44,987 46,503 46,503 46,503 46,503
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Important Disclosure

Daily |- BP| Bridgep

3/07/11 $24.94 Initiate HOLD

Ratings:

Buy: B

Hold: H

Sell: S
Steven Marascia certifies, with respect to the companies or securities that he analyzes, that (1) the views expressed in this report accurately reflect his personal views about all of the
subject companies and securities and (2) no part of his compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this report.

Stock ratings used in this report are defined as follows:
(1) Buy — The stock’s total return including dividends is expected to exceed the industry or market average by at least 10% over the next twelve months.
(2) Hold — The stock’s total return including dividends is expected to be in line with the industry or market average of +/- 10% over the next twelve months.
(3) Sell — The Stock’s total return including dividends is expected to be below the industry or market average by 10% or more over the next twelve months.
The distribution of investment ratings for all companies in our coverage universe are as follows: (1) 57%, (2) 43%, (3) 0%

The distribution of investment ratings used for companies whom we have performed banking services in the last 12 months are (1) 0%, (2) 0%, (3) 0%

Capitol Securities Management’s Investment Banking/Public Finance unit has not received compensation for investment banking services from the subject company in the past 12
months. Nor does it expect to receive, or intend to seek compensation for, investment banking services from the subject company in the next 3 months.

No affiliate of Capitol Securities Management, or Capitol Securities Management, received compensation from the subject company for products or services during the past 12
months.

The subject company is not, or during the past 12 months, was not, a client of Capitol Securities Management’s Investment Banking/Public Finance unit.



Other Disclosures

This report is not directed to, or intended for distribution to or use by any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution,
publication, availability or use would be contrary to law or regulation or which would subject Capitol Securities or its affiliates to any registration or licensing requirement within such jurisdiction. The information
presented in this report is provided to you for information purposes only and is not to be used or considered as an offer or the solicitation of an offer to sell or buy or subscribe for securities or other financial
instruments. Capitol Securities may not have taken any steps to ensure that the securities referred to in this report are suitable for any particular investor. Capitol Securities will not treat recipients of this report as
its customers by virtue of their receiving this report. The investments and services contained or referred to in this report may not be suitable for you and it is recommended that you consult an independent
investment advisor if you are in doubt about such investments or investment services. Nothing in this report constitutes investment, legal, accounting or tax advice, or a representation that any investment or
strategy is suitable or appropriate to your individual circumstances, or otherwise constitutes a personal recommendation to you. Capitol Securities does not advise on the tax consequences of investments and you
are advised to contact an independent tax advisor. Information and opinions presented in this report have been obtained or derived from sources believed by Capitol Securities to be reliable, but Capitol Securities

makes no representation as to their accuracy or completeness. This report is not to be relied upon in substitution for the exercise of independent judgment. Capitol Securities may have issued, and may in the
future issue, other reports that are inconsistent with, and reach different conclusions from, the informationpresented in this report. Past performance should not be taken as an indication or guarantee of future
performance, and no representation or warranty, express or implied, is made regarding future performance. Information, opinions and estimates contained in this report reflect a judgment at its original date of
publication by Capitol Securities and are subject to change without notice. The price,value of and income from any of the securities mentioned in this report can fall as well as rise.

For moreinformation on thisreport, please contact us at 800.612.1484 or write to Capitol Securities, 100 Concourse
Boulevard, Suite 101, Glen Allen, Virginia 23059



