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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2009

or

O 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: 001-34272

BRIDGEPOINT EDUCATION, INC.

(Exact name of registrant as specified in its @rart

Delaware 59-355162¢
(State or other jurisdiction of (I.LR.S. Employer
Incorporation or organizatiol Identification No.)

13500 Evening Creek Drive North, Suite 600
San Diego, CA 92128
(Address, including zip code, of principal execatffices)

(858) 668-2586
(Registrant's telephone number, including area)ode

None
(Former name, former address and former fiscal, ykahanged since last report)

Indicate by check mark whether the regigt(a) has filed all reports required to be filed®ection 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wemjuired to file such reports), and
(2) has been subject to such filing requirementshe past 90 days. Yelxl No O



Indicate by check mark whether the regigthens submitted electronically and posted ondtparate Web site, if any, every Interactive
Data File required to be submitted and posted puntsio Rule 405 of Regulation S-T (8§232.405 of thapter) during the preceding
12 months (or for such shorter period that thestegit was required to submit and post such fiée}. [I No O

Indicate by check mark whether the regigtisa large accelerated filer, an accelerated, fid nonaccelerated filer, or a smaller report
company. See the definitions of "large acceleréited" "accelerated filer" and "smaller reportiogmpany” in Rule 12b-2 of the Exchange
Act.

Large accelerated fileEl Accelerated filerOd Non-accelerated fileix] Smaller reporting companiz
(Do not check if a smaller
reporting company

Indicate by check mark whether the regigtima shell company (as defined in Rule 12b-thefExchange Act). Yefl No

The total number of shares of common stagktanding as of October 30, 2009, was 53,500,108.
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PART I—FINANCIAL INFORMATION

Item 1. Financial Statements

BRIDGEPOINT EDUCATION, INC.
Condensed Consolidated Balance Sheets
(Unaudited)
(In thousands, except par value)

As of September 30, As of December 31,

2009 2008
ASSETS

Current asset:

Cash and cash equivalel $ 111,31¢ $ 56,48
Restricted cas 25 66€
Marketable securitie 44,96 —
Accounts receivable, n 53,06t 28,94¢
Inventories 302 28¢
Current portion of deferred tax ass 2,73¢ 2,73¢
Prepaid expenses and other current a: 6,62¢ 6,777
Total current asse 219,03! 95,89(
Property and equipment, r 41,36¢ 27,71t
Goodwill and intangibles, ni 3,27( 1,89
Deferred tax asse 13,52+ 2,36¢
Other long term asse 3,56¢ 1,37¢
Total asset $ 280,75 $ 129,24t

LIABILITIES, REDEEMABLE CONVERTIBLE
PREFERRED STOCK AND STOCKHOLDERS'

EQUITY

Current liabilities:

Accounts payabl $ 5,99¢ $ 4,70¢
Accrued liabilities 19,63( 16,54:
Income taxes payab 11,66: —
Deferred revenue and student depc 125,11 67,42t
Current portion of leases payal 141 14z
Current maturities of notes payal 74 74
Other liabilities 31 4C
Total current liabilities 162,65: 88,92¢
Leases payable, less current port 19¢€ 30¢
Notes payable, less current maturi 10C 16C
Other long term liabilitie: 3,751 2,74C
Rent liability 6,927 3,93¢
Total liabilities 173,62t 96,07¢

Commitments and contingencies (see Note
Redeemable convertible preferred stock: $0.01 plrev

Authorized shares—20,000 at September 30, 2009 ¢

19,850 at December 31, 2008; Issued and outstandi

shares—zero at September 30, 2009 and 19,778 at

December 31, 200 — 27,06:
Stockholders' equity
Common stock, $0.01 par value: Authorized shares—

300,000 at September 30, 2009 and December 31;

Issued and outstanding shares3,360 at September :

2009 and 3,335 at December 31, 2 534 33
Additional paic-in capital 75,36: 1,702
Retained earning 31,23¢ 4,37:



Total stockholders' equit 107,13: 6,10¢

Total liabilities, redeemable convertible preferstdck ani
stockholders' equit $ 280,75 $ 129,24¢

The accompanying notes are an integral part oktbeadensed consolidated financial statements.
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BRIDGEPOINT EDUCATION, INC.
Condensed Consolidated Statements of Income
(Unaudited)

(In thousands, except per share amounts)

Three Months Ended Nine Months Ended
September 30, September 30,

2009 2008 2009 2008

Revenue $ 127,38. $ 60,277 $ 322,56t $ 149,16
Costs and expense

Instructional costs and servic 33,12( 16,36¢ 83,61 42,05(
Marketing and promotion: 36,50( 21,05¢ 105,26( 54,49(
General and administratiy 18,91¢ 11,19 85,89 26,32¢
Total costs and expens 88,53t 48,61% 274,76. 122,86t
Operating incom: 38,84 11,66( 47,80« 26,30:
Other income (expense), r 162 a0 2717 2
Income before income tax 39,00¢ 11,75( 48,08: 26,29¢
Income tax expens 16,65! 2,99¢ 20,57¢ 5,521
Net income 22,35¢ 8,751 27,50¢ 20,77¢
Accretion of preferred dividenc — 501 64E 1,502

Net income available to common stockholc $ 2235¢ $ 8,25( $ 26,86 $ 19,27

Earnings per common sha
Basic $ 04z $ 0.1€ $ 0.4¢ $ 0.3C

Diluted $ 037 $ 007 $ 04z $ 0.1c

Weighted average common shares outstandit
used in computing earnings per common st
Basic 53,33t 3,33t 34,50¢ 3,33t

Diluted 59,82: 7,83¢€ 40,16 7,61¢

The accompanying notes are an integral part obtheadensed consolidated financial statements.
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BRIDGEPOINT EDUCATION, INC.

Condensed Consolidated Statement of Redeemable Centible Preferred Stock and
Stockholders' Equity

(Unaudited)

(In thousands)

Series A
Convertible
Preferred Stock

Common Stock

Additional
Par Paid-in Retained
Shares Amount Shares Value Capital Earnings Total

Balance at
December 3
2008 19,77¢ $ 27,06 333 $§ 33 $§ 1,702 $ 4372 $ 6,10¢

Stock-based
compensatio — — — — 33,94% — 33,94%

Accretion of
preferred
dividends — 64E — — — (64£) (645)

Stockholder
settlemen — — 71C 7 10,57( — 10,577

Preferred stoc
conversior 9,779  (27,70) 44,80:¢ 44¢ (44¢) — —

Exercise of
options — — 104 1 37 — 38

Excess tax
benefit of
option
exercises — — — — 42¢ — 42¢

Stock issued
under
employee
stock
purchase
plan — — 6 1 92 — 93

Exercise of
warrants — — 90C 9 964 — 97:¢

Stock issued i
initial public
offering, net
of issuance
costs of
$8.6 million — — 3,50(C 35 28,06¢ — 28,10

Net income — — — — — 27,50¢ 27,50¢

Balance at
September 3
2009 — % — 53,36( $ 534 $ 75,36¢ $ 31,23¢ $ 107,13

The accompanying notes are an integral part obtheadensed consolidated financial statements.
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BRIDGEPOINT EDUCATION, INC.
Condensed Consolidated Statements of Cash Flows
(Unaudited)

(In thousands)

Nine Months Ended

September 30,
2009 2008
Operating activities
Net income $ 27,50¢ $ 20,77¢
Adjustments to reconcile net income to net caskigeal by operating
activities:
Provision for bad debt 15,88¢ 8,77
Depreciation and amortizatic 4,12¢ 1,54
Amortization of premium/discout (40 —
Deferred income taxe (12,159 (5,059
Stocl-based compensatic 33,94% 12t
Stockholder settlement (n-cash portion 10,571 —
Loss on disposal of fixed assi 38 —
Changes in operating assets and liabilit
Accounts receivabl (40,005 (24,309
Inventories (14 (79
Prepaid expenses and other current a: 144 (1,299
Other long term asse (2,18¢) (69)
Accounts payable and accrued liabilit 15,19( 9,652
Deferred revenue and student depc 57,68¢ 29,45¢
Other liabilities 3,991 (1849
Net cash provided by operating activit 115,69: 39,35
Investing activities
Capital expenditure (16,839 (9,057%)
Purchase of marketable securi (44,927 —
Business acquisitio (2,500 —
Restricted cas 641 (66€)
Net cash used in investing activiti (62,615 (9,729
Financing activities
Proceeds from the issuance of common stock, nesoénce costs of
$8.6 million 28,10¢ —
Proceeds from exercise of stock opti 38 —
Excess tax benefit of option exercit 42¢ —
Proceeds from issuance of stock under employeé& piurchase pla 93 —
Proceeds from exercise of warra 972 —
Payments of notes payat (60) (4,877
Payments on conversion of preferred st (27,707 —
Payments of capital lease obligatic (113 (118
Net cash provided by (used in) financing activi 1,75i (4,989
Net increase in cash and cash equival 54,83t 24,64
Cash and cash equivalents at beginning of p¢ 56,48: 7,351
Cash and cash equivalents at end of pe $ 111,31¢ $ 31,99:
Supplemental disclosure of non-cash transactions:
Purchase of equipment included in accounts payaideaccrued
liabilities $ 854 ¢ 1,12¢

The accompanying notes are an integral part obtheadensed consolidated financial statements.
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BRIDGEPOINT EDUCATION, INC.

Notes to Condensed Consolidated Financial StatemanfUnaudited)
1. Nature of Business

Bridgepoint Education, Inc. (together witthsubsidiaries, the "Company"), incorporated9849, is a regionally accredited provider of
postsecondary education services. Its wholly-owswdasidiaries, Ashford University and the Universifithe Rockies, offer associate's,
bachelor's, master's and doctoral programs in distliplines as business, education, psychologyaksciences and health sciences. The
Company delivers programs online as well as dtatitional campuses located in Clinton, lowa amdb@do Springs, Colorado.

In March 2005, the Company acquired thetassf The Franciscan University of the Prairied emnamed it Ashford University. Founc
in 1918 by the Sisters of St. Francis, a non-parfianization, The Franciscan University of theifs originally provided postsecondary
education to individuals seeking to become teachedsater expanded to offer a broader portfoliprafgrams.

In September 2007, the Company acquire@sBets of the Colorado School of ProfessionaltiRdggy and renamed it the University of
the Rockies. Founded as a non-profit organizatiol9i98, the school offers master's and doctorajraras primarily in psychology.

2. Summary of Significant Accounting Policies
Principles of Consolidation

The condensed consolidated financial statésninclude the accounts of Bridgepoint Educatioo, and its wholly-owned subsidiaries
after elimination of all intercompany accounts arahsactions.

Unaudited Interim Financial Information

The condensed consolidated financial statgsof the Company have been prepared in accadaitit accounting principles generally
accepted in the United States of America ("GAARI)ifterim financial information and with the insttions to Form 10-Q and Rule 0Q-of
Regulation S-X. Accordingly, these financial stagets do not include all of the information and fames required by GAAP for complete
financial statements and should be read in conjometith the consolidated financial statementsudeld in the Company's Registration
Statement on Form S-1 (File No. 333-161549). Ingpi@ion of management, these financial statemantade all adjustments (consisting of
normal recurring adjustments) considered necessgrgesent a fair statement of the Company's caatboonsolidated financial statements.

Operating results for any interim period aot necessarily indicative of the results thay imaexpected for the full year. The year-end
condensed consolidated balance sheet data wereddérmm audited financial statements, but do nolude all disclosures required by
GAAP.

The Company evaluated subsequent evemsghrNovember 4, 2009, the date on which the Cogip&puarterly Report on Form 10-Q
for the quarter ended September 30, 2009 was\ilddthe Securities and Exchange Commission.

Accounting Standards Codification Transitional Refences

Recently, the Financial Accounting StandeéBdard ("FASB") unanimously voted that the FASBcéunting Standards Codification
("Codification") will be the single source of autitative nongovernmental GAAP. Other than resolviegtain minor inconsistencies in
GAAP, the Codification
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BRIDGEPOINT EDUCATION, INC.
Notes to Condensed Consolidated Financial StatemenfUnaudited) (Continued)
2. Summary of Significant Accounting Policies (Cornihued)

does not change GAAP, but is intended to makesiee#o find and research GAAP applicable to aipaldr transaction or specific
accounting issue. The Codification is a new stmgctuhich takes accounting pronouncements and argatihem into 90 accounting topics.

Within the Company's financial statemenéstain previous references to Statements of FiabAccounting Standards ("SFAS"), FAS
Staff Position ("FSP"), Emerging Issues Task F@tEETF"), FASB Interpretation ("FIN"), Staff Accotimg Bulletin ("SAB") and
Accounting Principles Board ("APB") Opinions, hdween replaced by references to the Accounting StasdCodification ("ASC").
Although the references within this Form 10-Q halianged, the Company has not changed any of hgited accounting policies as a result
of the Codification.

Use of Estimates

The preparation of the condensed conse@fihancial statements in conformity with GAAP ueégs management to make estimates
assumptions that affect the reported amounts ica@heensed consolidated financial statements. Aoésalts could differ from those
estimates.

Restricted Cash

The Company had $25,000 and $0.7 milliorestricted cash as of September 30, 2009 and Dm=redid, 2008, respectively. The
amount at December 31, 2008 primarily related ¢oléiiter of credit issued on behalf of the Uniuvigrsi the Rockies, which was released
during the third quarter of 2009. The amount attS&mper 30, 2009 related to a certificate of depgusiiged to the state of Washington.

Marketable Securities

As of September 30, 2009, the Company raeiatl $45.0 million in marketable securities whachmarily consisted of commercial
paper, certificates of deposit and municipal bofitlese securities are stated at fair market vaduegurecently quoted market prices. The
Company's investments are denominated in U.S.rdpllavestment grade and highly liquid. The Compapgrtfolio is invested solely in
short-term securities, with maturities of less thae year.

The Company has classified its portfoliaaailable-for-sale and considers as current afiset® investments which will mature or are
likely to be sold in less than one year. At Septen8®, 2009, the fair value of the investments agiprated the acquisition cost.

The Company regularly monitors and evaki#tte realizable value of its marketable securitfesvents and circumstances indicate tt
decline in the value of these assets has occun@disather-than-temporary, the Company would r@@ocharge to other income (expense),
net, in the consolidated statement of income.

Stock-Based Compensation

The Company accounts for stock-based cosgiem under the provisions of ASC 718. The expémsall stock-based awards granted
represents the grant-date fair value that was aggidnin accordance with the provisions of ASC TW@npensation expense for options is
recorded in the condensed consolidated stateméncaie, net of estimated forfeitures, using thedgd-vesting method over the requisite
service period. Stock-based compensation expetaedds1.9 million and
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BRIDGEPOINT EDUCATION, INC.
Notes to Condensed Consolidated Financial StatemenfUnaudited) (Continued)
2. Summary of Significant Accounting Policies (Cornihued)

$40,000, for the three months ended September(8® &nd 2008, respectively and $33.9 million and $dillion for the nine months ended
September 30, 2009 and 2008, respectively.

Comprehensive Income
Comprehensive income equals net incomalfaf the periods presented.
Advertising Costs

Advertising costs are expensed as incuddgertising costs, which include marketing leaglgents and promotional materials for the
three months ended September 30, 2009 and 2008p4:6ré million and $7.1 million, respectively. Adtising costs for the nine months
ended September 30, 2009 and 2008 were $28.2 mdhd $18.9 million, respectively.

Segment Information

The Company operates in one reportable srgas a single educational delivery operationguaicore infrastructure that serves the
curriculum and educational delivery needs of btglground and online students regardless of gebgrdhe Company's chief operating
decision maker, the CEO and President, managepétstions as a whole, and no expense or opeliatogie information is evaluated by its
chief operating decision maker on any componergllev

Reverse Stock Split

On March 31, 2009, the Company's boardrettbrs approved a 1-for-4.5 reverse stock splihe Company's common stock, par value
$0.01 per share, which was effective as of tha.d&s$ a result of the reverse stock split, evebysthares of the Company's common stock
were combined into one share of common stock apdrantional shares created by the reverse stolikvegre rounded down to the nearest
whole share. The Company did not reduce the nuwitgtares of common stock it is authorized to issuehange the par value of the
common stock. The reverse stock split affectedfathe common stock and options and warrants tolage common stock that were
outstanding on the effective date of the reversekssplit. Common stock, additional paid-in capitatained earnings and share and per share
data for prior periods have been retroactively &pipio reflect the reverse stock split as if it ln@durred at the beginning of the earliest pe
presented.

Recent Accounting Pronouncements

In June 2009, the FASB issued SFAS No. A66punting for Transfers of Financial Ass€{SFAS 166"). SFAS 166 is a revision to
SFAS No. 140Accounting for Transfers and Servicing of Finandakets and Extinguishments of Liabilitjiemnd will require more
information about transfers of financial assetsluding securitization transactions, and wheretiesthave continuing exposure to the risks
related to transferred financial assets. It elitéadahe concept of a "qualifying special-purposityeh changes the requirements for
derecognizing financial assets, and requires amfitidisclosures. SFAS 166 is effective for anmeailods beginning after November 15,
2009. The Company does not believe the adopti@F#{S 166 will have a material impact on its cordatied financial statements.

In June 2009, the FASB issued SFAS No. A&Tendments to FASB Interpretation No. 4q(BJFAS 167"). SFAS 167 is a revision to
FASB Interpretation No. ("FIN") 46 (Revised Decembe
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BRIDGEPOINT EDUCATION, INC.
Notes to Condensed Consolidated Financial StatemenfUnaudited) (Continued)

2. Summary of Significant Accounting Policies (Cornihued)

2003),Consolidation of Variable Interest Entitieand changes how a reporting entity determineswelmeentity that is insufficiently
capitalized or is not controlled through voting gimilar rights) should be consolidated. The deteation of whether a reporting entity is
required to consolidate another entity is basediorgng other things, the other entity's purposedasign and the reporting entity's ability to
direct the activities of the other entity that msigmificantly impact the other entity's economéfprmance. SFAS 167 is effective for annual
periods beginning after November 15, 2009. The Cuomgploes not believe the adoption of SFAS 167 heille a material impact on its
consolidated financial statements.

In June 2009, the FASB issued SFAS No. T68,FASB Accounting Standards Codification andHtezarchy of Generally Accepted
Accounting Principle—A Replacement of FASB Statement No.(182AS 168"). The FASB Accounting Standards Codifien
("Codification") will become the source of authative GAAP recognized by the FASB to be appliechbyigovernmental entities. Rules and
interpretive releases of the SEC under authoritigdéral securities laws are also sources of aitdtioe GAAP for SEC registrants. On the
effective date of SFAS 168, the Codification wilpersede all non-SEC accounting and reporting ataisdn effect at that time. Accordingly,
all accounting literature that is not includedtie CCodification, other than certain grandfathemzbanting literature and SEC rules and
interpretative releases, will cease to be authoréan the effective date of SFAS 168. SFAS 168ffsctive for financial statements issued
for interim and annual periods ending after Sepemis, 2009. The Company adopted SFAS 168 andadmftion did not have a material
impact on the preparation of its consolidated folainstatements. See "Accounting Standards Cotiifical ransitional References"” for
additional information.

In June 2009, the SEC Staff issued SABN@. ("SAB 112"). SAB 112 amends or rescinds podiohthe SEC Staff's interpretive
guidance included in the Staff Accounting BulleBeries in order to make the relevant interpretivielance consistent with SFAS 141(R) and
SFAS 160. The Company does not believe that thptemoof SAB 112 will have a material impact onénsolidated financial statements.

3. Earnings Per Common Share

In accordance with ASC 260, basic earnpgyscommon share is calculated by dividing netine@vailable to common stockholders by
the weighted average number of common shares adtstafor the period using the two-class methoddéirihe two-class method, net
income is allocated between common shares and péngcipating securities based on their partidgigatights.

Diluted earnings per common share is catedl by dividing net income available to commortishmlders by the weighted average
number of common shares and potentially dilutiveusiéies outstanding during the period if the effisadilutive. Potentially dilutive securiti
may include options, warrants and shares of redelencanvertible preferred stock. The numeratorilteld earnings per common share is
calculated by starting with income allocated to ooon shares under the two-class method and addiigibheome attributable to shares of
redeemable convertible preferred stock to the éxiech an adjustment would be dilutive. Potentidllutive common shares for the three .
nine months ended September 30, 2009 and 2008stesif incremental shares of common stock issugie the exercise of options and
warrants and upon the conversion of shares of redele convertible preferred stock.

10




Table of Contents

BRIDGEPOINT EDUCATION, INC.
Notes to Condensed Consolidated Financial StatemenfUnaudited) (Continued)
3. Earnings Per Common Share (Continued)

The following table sets forth the compiatiatof the basic and diluted earnings per commamesfor the periods indicated (in thousands,
except per share data):

Three Months Ended Nine Months Ended
September 30, September 30,
2009 2008 2009 2008
Numerator:
Net income $ 22,35¢ $ 8,751 $ 27,50¢ $ 20,77¢
Accretion of preferred dividenc — (501) (64£) (1,509

Net income available to common stockholc $ 22,35¢ $ 825( $ 26,86. $ 19,27¢

Denominator

Weighted average common shares outstan 53,33t 3,33t 34,50¢ 3,33t

Effect of dilutive option: 5,951 3,29/ 4,831 3,24:

Effect of dilutive warrant: 53¢ 1,20 824 1,041
Diluted weighted average common shares

outstanding 59,82: 7,83¢ 40,16: 7,61¢
Basic earnings per common sh $ 04z $ 01le $ 04¢ $ 0.3C
Diluted earnings per common shi $ 037 $ 007 $ 04z $ O0.1c

The computation of dilutive common sharetstanding excludes the following securities:
€)) Redeemable convertible preferred stock:

For the periods indicated, the computatibdilutive common shares outstanding excludestirmon shares that were issuable upon
the optional conversion of the redeemable converpbeferred stock (including any common sharesuleae issuable, at the election of the
holder, in payment of the accreted value of theeeuhble convertible preferred stock) because feetadf applying the if-converted method
would be anti-dilutive.

Three Months Nine Months
Ended Ended
September 30, September 30,
(in thousands) 2009 2008 2009 2008
Redeemable convertible preferred st — 48,07F 19,97¢ 60,44¢

(b) Options and warrants:

For the periods indicated, the computatibdilutive common shares outstanding excludesagestock options and warrants to purchase
shares of common stock for the periods indicatedbse their effect was anti-dilutive.

Three Months Nine Months
Ended Ended
September 30, September 30,
(in thousands) 2009 2008 2009 2008
Options 11 — 1,70t —
Warrants — — — 39

11
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BRIDGEPOINT EDUCATION, INC.
Notes to Condensed Consolidated Financial StatemenfUnaudited) (Continued)
3. Earnings Per Common Share (Continued)

The Company calculated basic earnings pemeon share using the two-class method under tiielines of ASC 260 to reflect the
participation rights of each class and seriesadkstBasic net income is computed for common stadktanding during the period by dividi
net income allocated to the participation righteath class by the weighted average number of constmares outstanding during the period.

The following presents the net income ated to each class of capital stock in the calmradf basic earnings per common share fo
three and nine months ended September 30, 200200&](in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2009 2008 2009 2008
Net income available to common stockholc $ 22,35¢ $ 8,25( $ 26,86. $ 19,27
Net income allocated to redeemable conver
preferred stocl — 501 64% 1,50:
Net income $ 22,35¢ $ 8,751 $ 27,50¢ $ 20,77¢
Three Months Ended Nine Months Ended
September 30, 2009 September 30, 2009
Weighted Weighted
Avg Income Avg Income
Shares Allocation Shares Allocation
Common stocl 53,33 $§ 22,35¢ 34,50¢ $ 17,01:
Redeemable convertible preferred st — — 19,97¢ 9,84¢
Total $ 22,35¢ $ 26,86
Three Months Ended Nine Months Ended
September 30, 2008 September 30, 2008
Weighted Weighted
Avg Income Avg Income
Shares Allocation Shares Allocation
Common stocl 3,33 $ 53t 3,33t $ 1,00¢
Redeemable convertible preferred st 48,07 7,71¢ 60,44¢ 18,261
Total $ 8,25 $ 19,27

The numerator of diluted earnings per comistware equals the numerator of basic earningsgmemon share plus an adjustment for
income attributable to the participation rights@fleemable convertible preferred stock, to thentdech an adjustment would be dilutive.

For the periods presented, the numeratadifated earnings per share was not adjusted flanbasic earnings per share calculation for
the impact of redeemable convertible preferredksharause all potential common shares of redeencabieertible preferred stock were anti-
dilutive.

12
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BRIDGEPOINT EDUCATION, INC.
Notes to Condensed Consolidated Financial StatemenfUnaudited) (Continued)
3. Earnings Per Common Share (Continued)

The denominator of diluted earnings per cam share includes the incremental potential comshamnes issuable upon the following
events, to the extent the effect is (or would hawen) dilutive:

() Exercise of stock options and warrants;

(i) Optional conversion of all outstanding shares desmable convertible preferred stock, with eachesbbredeemable
convertible preferred stock being converted in268380093 shares of common stock; and

(i)  Issuance of shares of common stock at fair valymiment of the accreted value of the redeemalsleertible preferred stock
to the holders of redeemable convertible prefestedk.

4. Significant Balance Sheet Accounts
Accounts Receivable, Net

Accounts receivable, net, consist of tHefaing (in thousands):

As of As of
September 30, December 31,
2009 2008
Accounts receivabl $ 76,43 $ 47,19:
Less allowance for doubtful
accounts 23,37( 18,24¢
Accounts receivable, n $ 53,065 $ 28,94¢

The following table presents the changasénaccounts receivable allowance for doubtfubants for the periods indicated (in
thousands):

Beginning Charged to Ending
Balance Expense Deductions(1) Balance
For the nine months ended September 30,
2009 $ 18,24¢ 15,88¢ (20,762 $ 23,37(
For the nine months ended September 30,
2008 $ 6,01¢ 8,77 (1,064 $ 13,72¢

Q) Deductions represent accounts written off, neeobveries.
Prepaid Expenses and Other Current Assets

Prepaid expenses and other current assessst of the following (in thousands):

As of As of
September 30, December 31,

2009 2008
Prepaid expenst $ 3,44¢ % 3,401
Prepaid license 1,81¢ 1,79¢
Income tax receivabl — 1,11¢
Prepaid insuranc 43€ 73
Other current asse 93C 377

$ 6,62¢ $ 6,77:
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BRIDGEPOINT EDUCATION, INC.
Notes to Condensed Consolidated Financial StatemenfUnaudited) (Continued)
4. Significant Balance Sheet Accounts (Continued)
Property and Equipment, Net

Property and equipment, net, consist ofdiewing (in thousands):

As of As of
September 30, December 31,
2009 2008
Land $ 662 $ 327
Buildings 8,507 6,10¢
Furniture, office equipment and
software 30,16: 17,42
Leasehold improvemen 10,57¢ 8,81¢
Vehicles 67 43
Total property and equipme 49,97: 32,71¢
Less accumulated depreciation
amortization (8,609 (5,007%)
Property and equipment, r $ 41,36 $ 27,71t
Accrued Liabilities
Accrued liabilities consist of the follovgr{in thousands):
As of As of
September 30, December 31,
2009 2008
Accrued salaries and wag $ 6,68: $ 3,81
Accrued bonut 3,29: 3,18
Accrued vacatiol 2,14( 1,34z
Accrued expense 7,51¢ 8,20¢

$ 19,63( $ 16,54

5. Fair Value Measurements

The Company accounts for marketable seesrinder the provisions of ASC 820, which estalekisa three-tier fair value hierarchy
which prioritizes the inputs used in measuring failue. These tiers include: Level 1, defined aseolmble inputs such as quoted prices in
active markets; Level 2, defined as inputs othanthuoted prices in active markets that are edhectly or indirectly observable; and
Level 3, defined as unobservable inputs in whittkelor no market data exists, therefore requiengentity to develop its own assumptions.
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5. Fair Value Measurements (Continued)

The following table summarizes the fairuainformation of marketable securities at Septer80e2009 (in thousands):

Level 1 Level 2 Level 3 Total
Certificates of depos $ — $ 25000 $ — $ 25,00
Commercial pape — 14,90¢ — 14,90¢
Municipal bonds — 5,05¢ — 5,05¢
Total $ — $4496. $ — $ 44,96

6. Notes Payable and Long-Term Debt

In April 2004, the Company entered intaeaisr secured credit agreement ("Credit Agreemaenitt) Comerica Bank (the "Bank"). The
Credit Agreement provides for a revolving credtility ("Revolving Credit Facility") which includea letter of credit sub-limit ("LC Sub-
limit"). The Credit Agreement also provides foreguipment line of credit ("Equipment Line") andean loan facility ("Term Loan"), and
also allows the Company to borrow subordinated €telt the Company's majority stockholder.

In October 2008, the Credit Agreement wagrded to (i) increase the maximum available barrgwapacity to $15.0 million,
(i) increase the maximum available borrowing cagyaender the Revolving Credit Facility to $15.0lmon, (iii) increase the LC Sub-limit to
$14.2 million and (iv) extend the maturity dateGotober 31, 2009. In May 2009, the Credit Agreenvea amended again to increase the
Sub-limit to $15.0 million, retroactively to Janyél, 2009. In October 2009, the Credit Agreemerg amended again to extend the maturity
date to December 31, 2009.

As of September 30, 2009, the Company lealdanrowings outstanding under the Revolving Creditility. The Company used the
availability under its Revolving Credit Facility tesue letters of credit aggregating $2.3 millisroa September 30, 2009.

As of September 30, 2009, the Company lwaldanrowings outstanding under the Equipment Linthe Term Loan.

As part of the Credit Agreement, the Conypiarsubject to certain limitations, including litafions on its ability to incur additional debt,
make certain investments or acquisitions and entercertain merger and consolidation transactianspng other restrictions. The Credit
Agreement also contains a material adverse chdagee; and the Company is required to maintain diamge with minimum profitability
and minimum liquidity ratios. As of September 3009, the Company was in compliance with all finahcbvenants in the Credit
Agreement.

Under the Credit Agreement, the Compamgdgiired to maintain an amount equal to the aggeefigae amount of all issued and
outstanding letters of credit in compensating badarin deposit with the Bank, which amounted t@$Rillion at September 30, 2009.
Because the compensating balance is not restiastéol withdrawal, it is not classified as restiictash in the accompanying condensed
consolidated balance sheets. If the cash amoumtanaed with the Bank drops below the aggregatelantnof all issued and outstanding
letters of credit, the difference would be treatsda borrowing under its Revolving Credit Facilitigh assessed interest.
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6. Notes Payable and Long-Term Debt (Continued)

As part of its normal business operatitins,Company is required to provide surety bondseitain states in which the Company does
business. In that regard, in May 2009, the Compamgred into a surety bond facility with an insw&company to provide such bonds when
applicable. As of September 30, 2009, the totall@vie surety bond facility was $1.5 million anc&et@ompany had issued surety bonds
totaling $0.3 million.

In connection with the acquisition of thel@ado School of Professional Psychology in 2@6&,Company entered into a non-interest
bearing note payable agreement. The outstandirgbalas of September 30, 2009 was $0.2 million.olitetanding balance of the note is to
be paid monthly in equal installments. At Septen8#r2009 there is no material difference betwéerfair value and the carrying amount of
the Company's note payable.

7. Redeemable Convertible Preferred Stock

The following discussion reflects the temfishe redeemable convertible preferred stocki€Sex Convertible Preferred Stock) set forth
in the Company's Fourth Amended and Restated @atgfof Incorporation which was filed with the Belare Secretary of State on July 29,
2005. All shares of redeemable convertible pretesteck were optionally converted into common stimcknediately prior to the closing of
the Company's initial public offering on April 2B009, on which date the Company filed with the Belee Secretary of State its Fifth
Amended and Restated Certificate of Incorporatitictveliminated the redeemable convertible pretesteck, among other things.

The redeemable convertible preferred staoked senior to all common stock. The holdersedéemable convertible preferred stock
were not entitled to any dividends except if ther(pany declared, set aside or paid any dividendiercdmmon stock (other than dividends
payable solely in additional shares of common stdokwhich case holders of the redeemable comerfireferred stock could participate in
any such dividends on a per share as-converted.l@sth dividends were payable when and as dedigréte Company's board of directors.
No preferred stock dividends were declared duttirgthree or nine months ended September 30, 2@@9:Feferred Dividends" below f
payments upon liquidation, dissolution or windimgaf the Company and payments upon optional coiorers

Each issued and outstanding share of realelenconvertible preferred stock was entitled sribmber of votes equal to the number of
shares of common stock into which each such sHaleemable convertible preferred stock was cdiblewith respect to matters
presented to the stockholders of the Company far Httion or consideration.

Optional Conversion Feature

Each share of redeemable convertible pedestock was convertible, at the option of thedbolat any time, into shares of common
stock at a conversion rate of 2.265380093 sharesrafnon stock. As of September 30, 2009, there wer@utstanding shares of redeemable
convertible preferred stock. At December 31, 2@RB8 million shares of common stock were issuaplenuithe optional conversion of all
outstanding shares of redeemable convertible pesfestock.

Upon an optional conversion, the holder emtitled to receive shares of common stock asidisad above and also the payments
discussed below under "Payments upon optional asiore" The right of the holders of redeemable eotible preferred stock to elect to
receive both shares of
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7. Redeemable Convertible Preferred Stock (Continud

common stock and the accreted value under ther@temnversion feature resulted in fair value ioess of the invested amount, which
resulted in a beneficial conversion feature to suglders. This beneficial conversion feature wasrded as a deemed dividend on the date of
the issuance of the redeemable convertible prefateck because there was no stated redemptior{rdatarity date) and the optional
conversion feature was immediately exercisable.Bdreeficial conversion feature is recognized onctiredensed consolidated balance sheet
as an increase in additional paid-in capital (focate a portion of the proceeds from the issuamtle beneficial conversion feature) and a
decrease to additional paiid-capital (for the deemed dividend). This benalicionversion feature was measured as the exceiss tdir value

of the common shares into which the shares of radbke convertible preferred stock were convertibler the accounting conversion price.
The Company has not issued any new shares of redderonvertible preferred stock since 2005. Rdd006, the Company recorded

$14.1 million of deemed dividends related to thedfieial conversion feature associated with redd#eneonvertible preferred stock.

Preferred Dividends
(@) Payments upon liquidation, dissolution or windirggaf the Company:

Upon any voluntary or involuntary liquidari, dissolution or winding up of the Company, tiodders of redeemable convertible prefe
stock were entitled to receive an amount equaiécstim of (i) the "accreted value" (as defined bilof the shares of redeemable convertible
preferred stock plus (ii) any dividends declaretiunpaid on the shares of redeemable convertileteeped stock. The term "accreted value"
was defined as an amount equal to the sum ofdiystated value" (as defined below) for a shamedéemable convertible preferred stock
plus (ii) 8% per year of the stated value, companugmannually and commencing on the date of issuahsech share. The term "stated val
was defined as $1.00 per share, subject to apptepadjustment in the event of any stock dividetagk split, stock distribution or
combination with respect to the redeemable corierpreferred stock. The amount by which the aedrgtlue exceeded the stated value for
any share of redeemable convertible preferred sk@skreferred to as the "accreted dividend" fohshare. At the option of the holder, the
accreted value could have been paid in cash oeslodicommon stock valued at current fair mark&ieza

With respect to the payment of amounts rilesd in the preceding paragraph, each of thevioilg events was deemed to be a
"liquidation, dissolution or winding up" of the Cgrany: (i) the consolidation with or into anothermaration in which the stockholders of
record of the Company owned less than 50% of thieg@ecurities of the surviving corporation; (e sale of substantially all the assets of
the Company; (iii) the sale of securities of ther(any representing more than 50% of the votingritéesi (other than a qualified public
offering); and (iv) a sale to Warburg Pincus PrvEquity VIII, L.P. ("Warburg Pincus"), the majgristockholder of the Company, or the
successors or assigns of Warburg Pincus.

(b) Payments upon optional conversion:

Upon an optional conversion of shares déegnable convertible preferred stock, the holdesuch shares was entitled to receive (in
addition to the common stock acquirable upon casigarof such shares) an amount equal to (i) theetexd value of such shares plus (ii) any
dividends declared but unpaid on such shares.eAbftion of the holder, the accreted value coulceHzeen paid in cash or shares of comi
stock valued at current fair market value.
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On April 20, 2009, the Company used thepeals from its initial public offering to pay thecaeted value (carrying value) of the
redeemable convertible preferred stock in conneatiibh the optional conversion of all shares ofeemiable convertible preferred stock into
common stock and the election by all holders oéesdable convertible preferred stock to receivepthyament of the accreted value of the
redeemable convertible preferred stock in caskath case as of the closing of the offering. Tioeeted value at the time of payment was
$27.7 million, of which $7.9 million was accreteididends. At December 31, 2008, the accreted vatae $27.1 million, of which
$7.3 million was accreted dividends.

8. Stock-Based Compensation

In March 2009, the Company adopted its 2Btk Incentive Plan (2009 Plan") pursuant tochitit may award stock options and ot
stock-based awards to qualified recipients. Thepmmation committee of the Company's board of ttirsaetermines eligibility, vesting
schedules and exercise prices for options grafeloject to certain adjustments in the event ofamgh in capitalization or similar transacti
the Company may issue a maximum of 5,000,000 slwdiies common stock under the 2009 Plan, subfeatutomatic increase, without the
need for further approval by the Company's boardirefctors and stockholders, on January 1, 2010arehch subsequent January 1 through
and including January 1, 2019, by a number of shegeial to the lesser of (i) 2% of the number afab issued and outstanding on the
immediately preceding December 31, (ii) 1,300,06érss or (iii) an amount determined by the Comgabgard of directors. Unless
terminated earlier, the 2009 Plan will terminateMearch 3, 2019. All options granted in 2009 werespant to the 2009 Plan.

Before the adoption of the 2009 Plan, tben@any awarded options pursuant to the Companysniled and Restated 2005 Stock
Incentive Plan ("2005 Plan"). Effective upon thesihg of the Company's initial public offering, th@05 Plan was terminated and no further
options may be issued under that plan, providedathaptions then outstanding under the 2005 Rldircontinue to remain outstanding
pursuant to the terms of the 2005 Plan and appécabard agreements.

The following table presents a summaryhefdtock option activity:

Weighted-
Average
Weighted- Remaining
Average Contractual
Options Exercise Term (in Aggregate
QOutstanding Price years) Intrinsic Value
Balance at December 31, 2C 8,827,58 $ 0.37 6.32 $ 122,219,51
Granted 2,790,34;. $ 10.5¢
Exercisec (103,559 $ 0.3¢
Forfeitures (117,319 $ 4.0Z
Balance at September 30, 2( 11,397,05 $ 2.84 7.8C $ 141,702,78
Vested and expected to vest at
September 30, 20( 11,236,02 $  2.7¢ 7.7¢ $ 140,728,12
Exercisable at September 30, 2( 7,889,27. $ 0.3¢€ 7.17 $ 117,586,15
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The Company recorded $1.9 million and $@0,6f compensation expense related to optionshfothree months ended September 30,
2009 and 2008, respectively, and $33.9 million $d million of compensation expense related taoogtfor the nine months ended
September 30, 2009 and 2008, respectively. Theetlacome tax benefit was $0.8 million and $16,0Ghe three months ended
September 30, 2009 and 2008, respectively, an@$tlion and $48,000 for the nine months endedt&aper 30, 2009 and 2008,
respectively.

As of September 30, 2009, there was $10@l®mof unrecognized compensation costs relatetinhe-vested options and $66,000 of
unrecognized compensation costs related to perfuareraested options.

The Company records stock-based compemsaxipense over the vesting term using the gradstingemethod. At September 30, 2009,
the unrecognized compensation costs are expectaliecognized over a weighted average period7ofdars.

The Company granted options to purchase2P4shares of common stock during the three maitded September 30, 2009. These
options vest over a four-year period, commencimgdite of grant, and have an exercise price of$2der share, which was equal to the
closing price of the Company's stock on the dagraft. The aggregate grant date fair value ofetloggiions was $0.3 million.

The following assumptions were used toneste the fair value of the options granted durimgthree months ended September 30, 2009
using the Black-Scholes option pricing model:

Risk free interest rai 3.C%
Expected dividend yiel —
Expected volatility 48.(%
Expected life (in years 6.25

No options expired during the three momthded September 30, 2009. No options were exerdisgeg the three months ended
September 30, 2009.

The Company reserved 13.6 million and 9illan shares of common stock for the exercisex$ting stock options and stock options
available for grant as of September 30, 2009 arckber 31, 2008, respectively.

Acceleration of Exit Options

On March 28, 2009, the Company's boardrettbrs amended the exit options for certain masibéthe Company's management team
(10 individuals) to add an additional vesting caiodi so that the number of shares underlying th®mog that would not have vested upon the
closing of the Company's initial public offeringyder the original terms of the options, would vadull upon the closing of such offering.
This additional vesting condition constituted a ifiodtion. Accordingly, to the extent the exit opti vested under the original vesting
conditions, the original grant date fair value wasorded on the vesting date; and to the exterht esit option vested under the additional
vesting condition, the modification date fair valueuld be recorded on the vesting date.
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8. Stock-Based Compensation (Continued)

The compensation expense that was recdodeide exit options during the second quarter@¥2was $30.4 million in the aggregate
($0.1 million related to the portion of the exittigms vesting under the original vesting conditiansl $30.3 million related to the portion of
the exit options vesting under the additional wvestiondition), which was based upon the sale bybgrPincus of 20.8% of its ownershig
the Company's common stock (as-converted) in thrag@ay's initial public offering. The incrementahepensation cost resulting from the
modification was $30.0 million. The compensatiop&xse was calculated using the Bl&dtoles option pricing model, including a fair \&
of common stock of $14.91, an exercise price dfegi50.07 or $0.13 based on the respective optansstimated life of three years, a zero
dividend yield, volatility of 65% and a risk freetérest rate of 1.28%. This compensation expense@amrded in accordance with where the
related optionee's regular compensation is recorded

9. Warrants

The Company has issued warrants to purat@senon stock to various employees, consultamsnsiors and lenders. Each warrant
represents the right to purchase one share of constock. No warrants were issued during the threene month periods ended
September 30, 2009.

The following table summarizes informatisith respect to all warrants outstanding as of &apier 30, 2009 and December 31, 2008.
During the three and nine months ended Septemh&0B®, warrants to purchase 228,888 and 940,1@2slof common stock, respectively,
were exercised. As of September 30, 2009 and Desefih 2008, all outstanding warrants were exentésa

September 30, December 31, Expiration

Exercise Price 2009 2008 Date
$1.125 100,54 738,81¢ 2013- 201t
$2.250 140,28t 289,45 201z
$2.835 172,22: 305,55« 201z
$2.925 19,55¢ 38,88¢ 201z
$4.500 166,66t 166,66t 201z
$9.000 38,51! 38,51: 201z
Total 637,78 1,577,89

10. Income Taxes

The Company's current estimated annuat&éffeincome tax rate that has been applied to abmracurring operations for the nine
months ended September 30, 2009 was 42.7%. The &orseffective income tax expense rate was 42@% € nine months ended
September 30, 2009. The effective tax rate fothhee and nine months ended September 30, 20@9atiffrom the Company's estimated
annual effective tax rate due to the impact of @icitems on the Company's income before the gimvifor income taxes. These discrete
items related to interest accrued on unrecogniaethénefits as discussed below.

At September 30, 2009 and December 31,,206@8Company had $3.7 million and $2.7 milliorgobss unrecognized tax benefits,
respectively, of which $2.0 million and $0.3 mitliorespectively, would impact its effective incotag rate if recognized.
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The Company expects an increase of appairin$2.0 million in the liability for unrecognideéax benefits in the next 12 months, the
majority of which will affect its operating resulffhe Company also expects a decrease in grossagmiged tax benefits in the next
12 months of approximately $1.1 million from taxsfimns taken in prior periods for which the timiafitheir deductibility will become
certain during the current year. The Company igesuitto U.S. federal income tax and multiple statejurisdictions. The 2003 through 2008
tax years remain open to examination by major tayinisdictions to which the Company is subject.

The Company's continuing practice is tmggtze interest and penalties related to uncetéaipositions in income tax expense. Accrued
interest and penalties related to uncertain taxipaos as of September 30, 2009 and December 3B @@s $0.2 million and $0.2 million,
respectively.

11. Regulatory

The Company is subject to extensive reguridty federal and state governmental agenciesaaokditing bodies. In particular, the
Higher Education Act and the regulations promulddteereunder by the U.S. Department of Educatidiestithe Company to significant
regulatory scrutiny on the basis of numerous statgdinat schools must satisfy in order to partigpa the various federal student financial
assistance programs under Title IV of the Higheundadion Act.

To participate in Title IV programs, antitilgion must be authorized to offer its progranigngtruction by the relevant agency of the
state in which it is physically located, accredibydan accrediting agency recognized by the U.paliment of Education and certified as
eligible by the U.S. Department of Education. Th& Wepartment of Education will certify an insticun to participate in Title IV programs
only after the institution has demonstrated conmaiéawith the Higher Education Act and the U.S. Depant of Education's extensive
regulations regarding institutional eligibility. Anstitution must also demonstrate its compliarcthe U.S. Department of Education on an
ongoing basis. As of September 30, 2009 and Dece&1h€008, management believes the Company isnmptiance with the applicable
regulations in all material respects.

The Higher Education Act requires accredithgencies to review many aspects of an institigtioperations in order to ensure that the
education offered is of sufficiently high quality achieve satisfactory outcomes and that the untistit is complying with accrediting
standards. Failure to demonstrate compliance vethediting standards may result in the impositibprobation, the requirements to provide
periodic reports, the loss of accreditation or ofhenalties if deficiencies are not remediated.

Student Default Ratt

For each federal fiscal year, the U.S. Diepant of Education calculates a rate of studefdudts for each educational institution whicl
known as a "cohort default rate." An institutionymase its eligibility to participate in some of @itle IV programs if, for each of the three
most recent federal fiscal years for which inforioris available, 25% or more of its students whoame subject to a repayment obligation
in that federal fiscal year defaulted on such dil@n by the end of the following federal fiscabyeln addition, an institution may lose its
eligibility to participate in some or all Title I'grograms if its cohort default rate exceeds 40%hénmost recent federal fiscal year for which
default rates have been calculated by the U.S. irapat of Education. Ashford University's cohorfalét rates for the 2005, 2006 and 2007
federal fiscal years, were 4.1%, 4.1% and 13.3%peaetively.
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The cohort default rates for the University of Backies for the 2005, 2006 and 2007 federal figeals, were 0.0%, 0.0% and 0.0%,
respectively.

The August 2008 reauthorization of the KigEducation Act includes significant revisionghe requirements concerning cohort default
rates. Under the revised law, the period for whsitldents' defaults on their loans are includetiéncalculation of an institution's cohort
default rate has been extended by one additiorzal| yhich is expected to increase the cohort defatds for most institutions. That change
was effective with the calculation of institutiomshort default rates for the federal fiscal yaatieg September 30, 2009, which rates are
expected to be calculated and issued by the U.faffraent of Education in 2012. The U.S. Departnoéitducation will not impose
sanctions based on rates calculated under thismethwodology until three consecutive years of ratge been calculated, which is expected
to occur in 2014. Until that time, the U.S. Depagtrhof Education will continue to calculate ratesler the old calculation method and
impose sanctions based on those rates. The rdaisealso increases the threshold for ending aiitiisin's participation in the relevant Title
IV programs from 25% to 30%, effective in the feaaldiscal year 2012. Ineligibility to participate Title IV programs would have a material
adverse effect on the Company's enrollments, revvand results of operations.

Financial Responsibility

The U.S. Department of Education calcularestitution's composite score for financiab@ssibility based on its (i) equity ratio,
which measures the institution's capital resouralesity to borrow and financial viability; (ii) imary reserve ratio, which measures the
institution's ability to support current operatidrem expendable resources; and (iii) net incontie ravhich measures the institution's ability
to operate at a profit. An institution that doe$ meet the U.S. Department of Education’'s minimomgosite score may demonstrate its
financial responsibility by posting a letter of ditein favor of the U.S. Department of Education gnossibly accepting other conditions on its
participation in the Title IV programs.

Based on the financial statements for ibeaf year ended December 31, 2007, Ashford Unityeasid the University of the Rockies did
not satisfy the composite score requirement ofittencial responsibility test, which institutionaust satisfy in order to participate in Title IV
programs. As a result, (i) Ashford University pasteletter of credit in favor of the U.S. DepartinehEducation in the amount of
$12.1 million, which was scheduled to remain ireefthrough September 30, 2009, and (ii) the Usityenf the Rockies posted a letter of
credit in favor of the U.S. Department of Educatiothe amount of $0.7 million, which was scheduledemain in effect through June 30,
2009. In July 2009, the U.S. Department of Educatiotified us that the University of the Rockiesa®wed a composite score of 1.7 for the
fiscal year ended December 31, 2008, and the Usityesf the Rockies was released from the requirgrteepost a letter of credit. In August
2009, the U.S. Department of Education notifiedhad Ashford University received a composite sari.6 for the fiscal year ended
December 31, 2008, and Ashford University was sddgrom the requirement to post a letter of criedted on the financial responsibility
test.

The "90/10" Rule

Pursuant to a provision of the Higher EdiaceAct, as reauthorized in August 2008, a forfppiiastitution loses its eligibility to
participate in Title IV programs if the institutiaerives more than
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90% of its revenue (calculated on a cash basisdordance with applicable statutory provisions &infl. Department of Education
regulations) from Title IV funds for two consecugifiscal years, commencing with the institutiom'stffiscal year that ends after the new
law's effective date of August 14, 2008. This risleommonly referred to as the "90/10 rule." Anstitution that violates the 90/10 rule
becomes ineligible to participate in Title IV pragns for at least two fiscal years. In additionjrastitution whose rate exceeds 90% for any
single year will be placed on provisional certifioa and may be subject to other enforcement measur

In May 2008, the Ensuring Continued AcdesStudent Loans Act ("ECASLA") increased the armo@n limits on federal unsubsidized
student loans by $2,000 for the majority of the @any's students enrolled in associates and bashddgree programs, and also increased
the aggregate loan limits (over the course of desitls education) on total federal student loansdatain students. This increase in student
loan limits, together with increases in Pell grahis increased the amount of Title IV program funsked by students to satisfy tuition, fees
and other costs, which has increased the propoofitime Company's revenue deemed to be from Nitlerbgrams. The Higher Education
Opportunity Act provides temporary relief from tingpact of these loan limit increases by allowing amounts received between July 1,
2008 and July 1, 2011 that are attributable tartheeased annual loan limits to be excluded fromm3®/10 rule calculation. The implement
regulations for this temporary relief and othereagp of the 90/10 rule were published in final famOctober 29, 2009. The effective date of
the new regulations is July 1, 2010, although iu8tins at their discretion may implement the neguiations at any time after November 1,
2009. The Company is assessing the new regulatostermine what impact, if any, they and othemdes in federal law will have on its
90/10 calculation.

For the years ended December 31, 2007 @8, Zshford University derived 83.9% and 86.8%pextively, and the University of the
Rockies derived 61.9% and 80.8%, respectivelyheif trespective revenue (calculated on a cash baaiscordance with applicable statutory
provisions and U.S. Department of Education regaida) from Title IV funds. In connection with theange by the University of the Rockies
to a December 31 fiscal year end date, the U.Saieent of Education required the University of Beckies to calculate its compliance
with the 90/10 rule for the fiscal year ending J8ly 2008 and for the 5-month period ending Decerilhe2008, and those percentages were
74.3% and 80.8%, respectively.

Return of Title IV Funds

An institution participating in Title IV pgrams must correctly calculate the amount of ureshiTitle IV program funds that have been
disbursed to students who withdraw from their etlooal programs before completion and must rethasé unearned funds in a timely
manner, generally within 45 days of the date theetdetermines that the student has withdrawn dlldS. Department of Education
regulations, failure to make timely returns of @itV program funds for 5% or more of students sau@n the institution's annual complial
audit in either of its two most recently complefisdal years can result in the institution haviagbst a letter of credit in an amount equal to
25% of its required Title IV returns during its mescently completed fiscal year. If unearned fuadsnot properly calculated and returne
a timely manner, an institution is also subjeatmnetary liabilities or an action to impose a fardo limit, suspend or terminate its
participation in Title IV programs.
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BRIDGEPOINT EDUCATION, INC.
Notes to Condensed Consolidated Financial StatemenfUnaudited) (Continued)
11. Regulatory (Continued)

For the year ended December 31, 2007, Adhdmiversity exceeded the 5% threshold for lafends sampled, due to human error. As a
result, the Company is subject to the requiremepbst a letter of credit in favor of the U.S. Depeent of Education equal to 25% of the
total refunds in 2007. In 2008, Ashford Universiytified the U.S. Department of Education of iteeirtion to post this letter of credit, but v
advised by the U.S. Department of Education thel fosting was unnecessary because the Comparajready posted a letter of credit due
to its failure to meet the composite score stanélarthe year ended December 31, 2007, which lefteredit was in excess of the amount
required for late refunds. The U.S. Departmentdddation subsequently released Ashford Universdgnfthe requirement to post a letter of
credit based on its composite score, at which #sigford University became obligated to post a senddtter of credit in the amount of
$5.0 million, or 25% of Ashford University's reged Title IV returns for the year ended December2BD8, which the Company posted.
Although the Company has taken steps to reducedatads, it cannot ensure that such steps witlufficient to address this issue. For the
year ended December 31, 2008, Ashford Universityndit exceed the 5% threshold for late refunds $eon

Because the Company operates in a higliylaged industry, it, like other industry particiis, may be subject from time to time to
audits, investigations, claims of noncompliancéarsuits by governmental agencies or third partidsch allege statutory violations,
regulatory infractions or common law causes ofaactiVhile there can be no assurance that regulatpencies or third parties will not
undertake investigations or make claims agains€Citiapany, or that such claims, if made, will notda material adverse effect on the
Company's business, results of operations or fiahnondition, management believes it has mater@implied with all regulatory
requirements.

12. Commitments and Contingencies

In the ordinary conduct of business, thenfany is also subject to various lawsuits and datovering a wide range of matters,
including, but not limited to, claims involving stents or graduates and routine employment mafteesCompany does not believe that the
outcome of any pending claims will have a mateathterse impact on its consolidated financial positr results of operations or cash flows.

Compliance Audit by the U.S. Department of Educati® Office of the Inspector General ("OIG")

On September 2, 2009, the OIG notified AsthfUniversity of its completion of field work amaformed Ashford University that its
tentative findings include certain instances ofa@mpliance with provisions of the Higher Educatiet and regulations governing Ashford
University's administration of Title IV programsh& OIG's findings are preliminary and remain uméeiew by the staff of the OIG.

Because of the ongoing nature of the Ol@itathe Company cannot predict the ultimate extérthe draft or final audit findings or the
potential liability or remedial actions that miglesult. Such findings and related remedial actiay fmave a material adverse impact on the
Company's reputation in the industry, its cash §@md results of operations, its ability to recstitdents and its business.

13. Settlement of Stockholder Dispute

In February 2009, certain holders of commimtk and warrants to purchase common stock aslsearious claims against the Company,
its directors and officers and Warburg Pincus reigay
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BRIDGEPOINT EDUCATION, INC.
Notes to Condensed Consolidated Financial StatemenfUnaudited) (Continued)

13. Settlement of Stockholder Dispute (Continued)

amendments to the Company's certificate of incafimm made in connection with financings in 2008 aartain stock options granted by the
Company to its employees. The claimants represé&igelof the holders of common stock and 59% oftieres of common stock subject to
warrants outstanding, in each case as of July@¥5.2n March 2009, the Company reached a settlemigmthe claimants regarding these
claims and recorded a total expense of $11.1 mili@ated to the settlement during the three moatisted March 31, 2009, of which

$10.6 million was a non-cash expense. After setthith the claimants, the Company notified the oth@ders of common stock and other
holders of warrants to purchase shares of comnomk sin each case as of July 27, 2005, regardiesgeticlaims, the settlement terms and-
ability to participate in the settlement. In Ap2D09, the Company reached settlement with the lofel00% of the common stock and
100% of the shares subject to warrants outstandirgach case as of July 27, 2005, at which tireeGbmpany ceased to be a potential
obligor related to the claims asserted by theserggdolders. The settlement resulted in the iaseaof an aggregate of 710,097 shares of
common stock, with a total value of $10.6 milliamdacash payments totaling $433,000 which were jpadgoril 2009.

14. Initial Public Offering

On April 20, 2009, the Company closedriifial public offering of common stock, in which B5million shares of common stock were
sold to the public at an offering price of $10.%0 phare. The offering included 3.5 million shasekl by the Company and 12.0 million
shares sold by selling stockholders. The net paxé&zthe Company from this offering were $28.1liom|, after deducting underwriting
discounts and commissions and offering expenses Ciimpany used the proceeds from the offering pifiyn@ pay the accreted value of t
redeemable convertible preferred stock ($27.7 am)liupon the optional conversion of all outstandihgres of redeemable convertible
preferred stock into 44.7 million shares of commstotk at the closing of the offering.

15. Subsequent Events

On October 30, 2009, the Company and Caradank amended the Credit Agreement to extenchttarity date from October 31,
2009 to December 31, 2009. See Note 6, "Notes Ragal Long-Term Debt," for more information abthé Credit Agreement.
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Item 2. Management's Discussion and Analysis &inancial Condition and Results of Operations

The following discussion should be read in conjiomctvith the condensed consolidated financial stegets and related notes that
appear elsewhere in this report.

Forward-Looking Statements

This report contains "forward-looking statmts" within the meaning of the Private Securitigigiation Reform Act of 1995. These
statements include information relating to futuverds, future financial performance, strategiepeeiations, competitive environment,
regulation and availability of financial resourc&ébese forward-looking statements may include, edtHimitation, statements regarding:
resilience of our enrollments during the econonuwdturn; the impact of the settlement of the stadttér dispute and the acceleration of exit
options; our institutions' ability to satisfy congite score requirements under Title IV; proposed pegrams; our anticipated growth rate;
our anticipated seasonal fluctuations in resultspefrations; expectations that regulatory developmer other matters will not have a
material adverse effect on our enrollments, finalnposition, results of operations and our liquigéxpectations regarding the adequacy of
our cash and cash equivalents and other sourdiegimfity for ongoing operations; projections, pieitbns, expectations, estimates or
forecasts as to our business, financial and operatresults and future economic performance; memagt's goals and objectives and other
similar matters that are not historical facts. Wiosdch as "may," "should," "could,” "would," "pretdi," "potential,” "continue," "expects,"
"anticipates,” "future," "intends," "plans," "belies,"” "estimates" and similar expressions, as ag#itatements in the future tense, identify
forward-looking statements, but their absence do¢snean that a statement is not forward-looking.

Forward-looking statements should not la&l r@s a guarantee of future performance or resnttswill not necessarily be accurate
indications of the times at, or by, which such parfance or results will be achieved. Forward-logkstatements are based on information
available at the time those statements are madenandgement's good faith belief as of that timé& wéspect to future events and are subject
to risks and uncertainties that could cause agidbrmance or results to differ materially frono$le expressed in or suggested by the
forward-looking statements. See "Risk Factors"ant |, Item 1A of this report for a discussionsafime of these risks and uncertainties. This
discussion should be read in conjunction with anmdensed consolidated financial statements angbdetetes included elsewhere in this
report.

Overview
Background

We are a regionally accredited providepa$tsecondary education services. We offer assgisachelor's, master's and doctoral
programs in such disciplines as business, educgigythology, social sciences and health sciences.

We deliver programs online as well as attoaditional campuses located in Clinton, lowa &udorado Springs, Colorado. As of
September 30, 2009, we offered approximately 1d#h@ses, 55 degree programs, and 115 specializadiuth concentrations. We had 54,894
students enrolled in our institutions as of Septend®, 2009, 99% of whom were attending classekigixely online.

In March 2005, we acquired the assets @f Ftanciscan University of the Prairies, locate@limton, lowa, and renamed it Ashford
University. In September 2007, we acquired thetassfethe Colorado School of Professional Psychgltmgated in Colorado Springs,
Colorado, and renamed it the University of the Resk

26




Table of Contents
Regulatory developmen

The U.S. Department of Education has ancedithat it will convene two negotiated rulemakamgnmittees beginning in November
2009 with the objective of developing new regulasipand that the topics likely to be addressedidelthe definition of high school diploma
for the purpose of establishing institutional dlility to participate in the Title IV programs astudent eligibility to receive Title IV aid;
ability to benefit; misrepresentation of informatiprovided to students and prospective studentsniive compensation; state authorization
as a component of institutional eligibility; gaihiemployment in a recognized occupation; definitifra credit hour; agreements between
institutions of higher education; verification aférmation included on student aid applicationsis&actory academic progress; monitoring
grade point averages; retaking coursework; retéiffitte 1V funds with respect to term-based progsawith modules or compressed courses
and with respect to taking attendance; the requérgraf taking attendance for purposes of deterrgin@turns of Title IV funds for students
who withdraw; and the timeliness and method of wlisement of Title IV funds.

Additionally, the U.S. Department of Educathas issued new regulations to implement thendments made to the Higher Education
Act by the Higher Education Opportunity Act enacitedugust 2008. The new regulations were publishe@ctober 2009, and cover a br¢
range of topics including the 90/10 rule, cohoffadé rates and other matters. The new regulatiave an effective date of July 1, 2010 with
certain exceptions and with certain provisions satjo early implementation as of November 1, 280®e discretion of the institution. We
are reviewing the final regulations to determineatylif any, impact they may have on our institusi@md our business.

In September 2009, the House of Represeasgpassed the Student Aid and Fiscal Resporgilitit of 2009, H.R. 3221. This
legislation, which was designed to address thesgmatlined by the budget of the Obama Administratisould amend the Higher Education
Act to prohibit new federally guaranteed loans frioeing made under the Federal Family Education LoaRFEL, Program, beginning on
July 1, 2010, at which time all new federal edumatoans would be originated through the Federe¢®ilLoan Program. The legislation
would also, among other matters, provide for aut@mnacreases in the maximum amount of the Fedee#llGrant for which a student would
be eligible (subject to appropriations), createw frederal Direct Perkins Loan Program (to reptheecurrent Perkins Loan Program) and
provide relief to for-profit institutions by amemdj the 90/10 rule (i) to extend to July 2012 thiitstof for-profit institutions to exclude from
their Title IV revenues the additional $2,000 peident in certain annual federal student loan artsoilmrat became available in June 2008,
(i) to exclude from the 90/10 rule calculation the period July 1, 2010 through July 1, 2012 thesnue received from loans disbursed under
the Federal Direct Perkins Loan Program, andt@igive for-profit institutions three years (as oppd to two) to come into compliance with
the 90/10 rule before becoming ineligible to paptte in Title IV programs if the second year ehdsveen July 1, 2008 and June 30, 2011.
For more information about the 90/10 rule, see Ndte'Regulatory—The 90/10 Rule," to the condensmusolidated financial statements
which are included in Part I, Item 1 of this repdithte Student Aid and Fiscal Responsibility Ac26D9 has not been passed by Congress anc
is subject to further review and amendment. Iflfugslation passes, our institutions would be regpiito certify loans through the Federal
Direct Loan Program, for which we are eligible trticipate, rather than through the FFEL Prograra.aXpect to be able to fully transition
from the FFEL Program to the Federal Direct LoaogPam by the proposed July 1, 2010 phase-out fiatecessary.

In July 2009, the U.S. Department of Ediaranotified us that the University of the Rockieseived a composite score of 1.7 for the
fiscal year ended December 31, 2008, which satisfie composite score requirement of the finameigphonsibility test under Title IV for
such year. Accordingly, the University of the Rakivas released from the requirement to postex lefttcredit
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in favor of the U.S. Department of Education arelidqquirement to conform to the regulations oftthightened cash monitoring level one
method of payment.

In August 2009, the U.S. Department of Edion notified us that Ashford University receive@domposite score of 1.6 for the fiscal y
ended December 31, 2008, which satisfied the coitgpssore requirement of the financial respongiptest under Title IV for such year.
Accordingly, Ashford University was released frome requirement to post a letter of credit in fasbthe U.S. Department of Education
based on the financial responsibility test andrégiirement to conform to the regulations of thigihtened cash monitoring level one method
of payment.

Material weaknesse

In connection with the preparation of oansolidated financial statements included in thgiReation Statement on Form S-1 (File
No. 33%-156408) we filed in connection with our initial lplic offering, we concluded there were matters ttoatstituted material weaknesses
in our internal control over financial reportingeeS"Material weaknesses" in Part I, Item 4 of thjzort for more information about these
material weaknesses and the measures we are imglame remediate them.

Seasonality

Although not apparent in our results ofrapiens due to our rapid rate of growth, our opgeret are generally subject to seasonal trends.
As our growth rate declines we expect to experiesasonal fluctuations in results of operationa eessult of changes in the level of student
enrollment. While we enroll students throughoutybar, our first and fourth quarter new enrollmeand revenue generally are lower than
other quarters due to the holiday break in DecerabdrJanuary. We generally experience a seasamabise in new enrollments in August
and September of each year when most other collggsniversities begin their fall semesters.

Critical Accounting Policies and Use of Estimates

For a discussion of our critical accountpugicies and estimates, see "Management's Dismussid Analysis of Financial Condition and
Results of Operation—Critical Accounting PoliciexldJse of Estimates” included in Part I, Item 2of quarterly report on Form 10-Q for
the period ended March 31, 2009 filed with the SEQMay 21, 2009. Included below is an update fotade of our critical accounting
policies and estimates as of September 30, 2009.

Stocl-based compensation

We grant options to purchase our commocksto certain employees and directors under ouite@qcentive plans. The benefits
provided under these plans are share-based payswjest to the provisions of ASC 718, which regsiall share-based payments to
employees, including grants of stock options amdctmpensatory elements of employee stock purgiiass, to be recorded in our
consolidated statement of income based upon theivélues.

Stock-based compensation cost is meastitbe grant date fair value of the award and issesgpd over the vesting period. We estimate
the fair value of stock options awards on the gdaté using the Black-Scholes option pricing moBeltermining the fair value of stock-
based awards at the grant date under this modeiresgudgment, including estimating our volatiligmployee stock option exercise
behaviors and forfeiture rates. The assumptiond imsealculating the fair value of stock-based alsaiepresent our best estimates, but these
estimates involve inherent uncertainties and theieation of management judgment.
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Our computation of expected term was catedl using the simplified method, as permitted A38. The risk-free interest rate is based
on the United States Treasury yield of those migrithat are consistent with the expected terth@&tock option in effect on the grant date
of the award. Dividend rates are based upon hegtbdividend trends and expected future divideAdswe have never declared or paid any
cash dividends and do not presently plan to paly dagdends in the foreseeable future, a zero évitrate is assumed in our calculation.
Because our stock has historically not been pybtielded and we had no substantial historical datthe volatility of our stock as of June !
2009, our expected volatility is estimated by analyg the historical volatility of comparable pubtiompanies, which we refer to as guideline
companies. In evaluating the comparability of thalgline companies, we consider factors such assingl stage of life cycle, size and
financial leverage.

The amount of stock-based compensationresgoee recognize during a period is based on tht®paf the awards that are ultimately
expected to vest. We estimate option forfeiturabatime of grant and revise those estimateshseguent periods if actual forfeitures differ
from those estimates. The effect of a 10% changstimates to any of the individual inputs to tHadB-Scholes option pricing model would
not have a material impact to our consolidatednfoia statements.

Our board of directors estimated the faiue of the common stock underlying stock-baseddsvgranted through April 14, 2009, the
effective date of the registration statement weddfih connection with our initial public offeringihe intent was for all options granted to be
exercisable at a price per share not less thapethshare fair market value of common stock ordtite of grant. As a privately held compa
our board of directors made a reasonable estinfdbe ¢hen-current fair value of our common stoslofthe date of each option grant. Our
board of directors considered numerous objectivesatjective factors in determining the fair vatii@ur common stock at each option grant
date, including the following: (i) the price of tis&eries A Convertible Preferred Stock we issueatin's-length transactions and the rights,
preferences and privileges of such stock relatviié common stock; (ii) our performance and théustof our business plan development
marketing efforts and (iii) our stage of developtnamd business strategy.

In determining the fair value of our comnsiack, we used a combination of the income appreac the market approach to estimate
our total enterprise value at each valuation datethen used that enterprise value to estimatéathealue of the common stock in the
context of our capital structure as of each vatuatiate.

As a public company, our board of directeils grant options with an exercise price that alguwr exceeds the closing price of our
common stock, as reported by the New York StockhBrge, on the date of grant.
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Results of Operations

The following table sets forth the condehsensolidated statements of income data as amgage=of revenue for each of the periods
indicated:

Three Months Nine Months
Ended Ended
September 30, September 30,
2009 2008 2009 2008
Revenue 100.% 100.(% 100.% 100.(%
Costs and expense
Instructional costs and servic 26.C 27.1 25.¢ 28.2
Marketing and promotion: 28.7 34.¢ 32.7 36.t
General and administrati 14.¢ 18.€ 26.€ 17.7
Total costs and expens 69.5 80.¢ 85.2 82.4
Operating incom: 30.t 19.¢ 14.¢ 17.€
Other income (expense), r 0.1 0.1 0.1 0.C
Income before income tax 30.¢€ 19.5 14.¢ 17.€
Income tax expens 13.C 5.C 6.4 3.7
Net income 17.6% 145% 85% 13.%%

We have experienced significant growthrimodments, revenue and operating income as wethasovement in liquidity since our
acquisition of Ashford University in March 2005. Wentinue to grow in response to the increasingatehin the market for higher
education. We believe our enrollment and revenow/tir has been driven primarily by (i) our signifitanvestment in enrollment advisors
and online advertising which commenced immediatiglgn our acquisition of Ashford University and §iudents' acceptance of our value
proposition. Our significant growth in operatingame is a result of leveraging our fixed costs wittreased revenue.

Through 2008 and the first three quarter3d09, we have seen enroliments and revenue certinincrease despite the deteriorated
general economic conditions. During 2008 and tist faree quarters in 2009, we did not see anyvanédle impact from the decline in
general economic conditions on our liquidity, capresources or results of operations. While wanoaguarantee that these trends will
continue, we believe that the performance of omngany, as well as the performance of other foripeafucation providers generally, has
been resilient in the current economic downturn twu@) the continued availability of Title IV fursdto finance student tuition payments,
(i) increased demand for postsecondary educaésulting from a deteriorating labor market, (iiifiéencies in advertising costs and
(iv) decreased turnover in enroliment advisors ather personnel. To meet the challenges of theentieconomy, we plan to continue to
invest significantly in enrollment advisors andinaladvertising, which we expect will result in @nrollments and operating income
continuing to grow, though perhaps not at the seateas in the past.

We expect certain expenses to have a signifeffect on the comparability of recent andifatresults of operations. In particular, our
operating results have been adversely impactetidyeicording of expenses related to (i) the seéfarof the stockholder dispute in the first
quarter of 2009, an expense of $11.1 million (ofalt$10.6 million was a non-cash expense) andh@)acceleration of exit options in the
second quarter of 2009, a non-cash expense of $30idn. See Note 8, "Stock-Based Compensation—eferation of Exit Options" and
Note 13, "Settlement of Stockholder Dispute,” te tondensed consolidated financial statements varelncluded in Part I, Item 1 of tt
report. In addition, we estimate that our increrabahnual costs associated with being a publielgigd company will be between $2.5 mill
and $4.0 million per year.
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Three Months Ended September 30, 2009 Comparedhiee& Months Ended September 30, 2008

Revenue. Our revenue for the three months ended Septedth@009 was $127.4 million, representing anease of $67.1 million,
111.3%, as compared to revenue of $60.3 milliortHerthree months ended September 30, 2008. Tdrisage was primarily due to
enrollment growth of 79.7%, from 30,547 studentSeptember 30, 2008 to 54,894 students at Septe3b@009. Enrollment growth is
driven by various factors including the studentseptance of our value proposition, the qualitjeafl generation efforts, the number of
enrollment advisors and our ability to retain d@rigtstudents. In addition to the increase in stiéenoliment, the revenue increase was also
positively impacted by the 5% tuition increase efifee April 1, 2009 and the decision to move tarayke credit hour price for all Ashford
University undergraduate students. The tuitionéase and the move to a single credit hour priceuated for approximately 8.5% and
15.5%, respectively, of the revenue increase betweeods. These increases were partially offsetrbincrease in institutional scholarships
and promotional vouchers of $8.0 million.

Instructional costs and services expenseOur instructional costs and services expermethé three months ended September 30,
2009 were $33.1 million, representing an incredskl6.7 million, or 102.3%, as compared to instiaredl costs and services expenses of
$16.4 million for the three months ended Septer8Be2008. This increase was primarily due to anease in educational support services
and increases in instructional costs as a restitteoincrease in enrollments. Our instructionatsasd services expenses as a percentage of
revenue decreased by 1.1% to 26.0% for the threghme@nded September 30, 2009, as compared to Z@ribe three months ended
September 30, 2008. This decrease in 2009 wasndoiyémprovements in our variable cost structure ttuongoing work on process
improvements, including more efficient course schied and use of faculty. Bad debt as a percentigevenue was 5.3% for the three
months ended September 30, 2009 as compared tofér8ke three months ended September 30, 2008apity due to the procedural
improvements in the processing of receivables.

Marketing and promotional expenses.Our marketing and promotional expenses fotlthee months ended September 30, 2009 were
$36.5 million, representing an increase of $15.lioni or 73.3%, as compared to marketing and priional expenses of $21.1 million for
the three months ended September 30, 2008. Thisase was driven by greater spending in targetelatiag and online media and an
increase in recruitment and marketing staffing. @arketing and promotional expenses as a percenfaggenue decreased by 6.2% to
28.7% for the three months ended September 30,, 2@08 34.9% for the three months ended Septem®e?@8, primarily due to
improvements in our variable cost structure as teégte to advertising.

General and administrative expensesOur general and administrative expenses fothttee months ended September 30, 2009 were
$18.9 million, representing an increase of $7.7iom| or 69.0%, as compared to general and admatigé expenses of $11.2 million for the
three months ended September 30, 2008. This irergas primarily attributable to increased wage$34 million, increased facilities costs
of $1.3 million, increased stodiased compensation of $1.2 million, increased peib@al fees of $0.8 million and other costs oD$illion.
Our general and administrative expenses as a gagpf revenue decreased by 3.8% to 14.8% fahtiee months ended September 30,
2009, from 18.6% for the three months ended Septe®il, 2008, primarily due to the efficiencies gaimelated to our variable cost
structure.

Other income (expense), net.Other income was $0.2 million for the three therended September 30, 2009, as compared to $80,00
for the three months ended September 30, 2008 septing a change of $72,000. The increase wasplyndue to increased levels of
interest income on higher average cash balances.
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Income tax expense. We recognized tax expense for the three mastded September 30, 2009 and 2008 of $16.7 méiiwh
$3.0 million, at effective tax rates of 42.7% arkd5®6, respectively. The increase in our effectaserate in 2009 as compared to 2008 was
primarily due to (i) an increase in our uncertai liability in 2009 and (ii) a nonrecurring berielated to the release in 2008 of the
valuation allowance existing at December 31, 2085itjvely impacting our tax rate for the three mieménded September 30, 2008.

Net income. Net income was $22.4 million for the three nienénded September 30, 2009, compared to net incb&8&8 million for
the three months ended September 30, 2008, araseE $13.6 million, as a result of the factoscdssed above.

Nine Months Ended September 30, 2009 Compared toeeNVionths Ended September 30, 2C

Revenue. Our revenue for the nine months ended SepteBhe2009 was $322.6 million, representing an iasecof $173.4 million,
or 116.2%, as compared to revenue of $149.2 mifborthe nine months ended September 30, 2008.ifitisase was primarily due to
enrollment growth of 79.7%, from 30,547 studentSeptember 30, 2008 to 54,894 students at Septe30b&009. Enrollment growth is
driven by various factors including the studentgemtance of our value proposition, the qualitieafl generation efforts, the number of
enrollment advisors and our ability to retain @rgtstudents. In addition to the increase in sttéenoliment, the revenue increase was also
positively impacted by the 5% tuition increase efifee April 1, 2009 and the decision to move torggke credit hour price for all Ashford
undergraduate students. The tuition increase andhthve to a single credit hour price accountedfgroximately 5.4% and 10.1%,
respectively, of the revenue increase between geribhese increases were partially offset by areas® in institutional scholarships and
promotional vouchers of $19.7 million.

Instructional costs and services expenseOur instructional costs and services expermethé nine months ended September 30, !
were $83.6 million, representing an increase of B4dillion, or 98.8%, as compared to instructiotasts and services expenses of
$42.1 million for the nine months ended SeptemiBe2808. This increase was primarily due to andase in educational support services
and increases in instructional costs as a restitteoincrease in enroliments, as well as a $2.liomicharge related to the instructional costs
and services portion of the acceleration of exitams that occurred in the second quarter of 2@g.instructional costs and services
expenses as a percentage of revenue decrease2bbya?25.9% for the nine months ended Septembe2(BIB, as compared to 28.2% for the
nine months ended September 30, 2008. This decie28€9 was driven by improvements in our variatwet structure due to ongoing work
on process improvements, including more efficiantree scheduling and use of faculty, offset paytiay the exit option charge. Bad debt as
a percentage of revenue was 4.9% for the nine rearted September 30, 2009 as compared to 5.9%tefoine months ended
September 30, 2008, primarily due to the procedarptovements in the processing of receivables.

Marketing and promotional expenses.Our marketing and promotional expenses fonihe months ended September 30, 2009 were
$105.3 million, representing an increase of $50il8an, or 93.2%, as compared to marketing and ptomal expenses of $54.5 million for
the nine months ended September 30, 2008. Thisaserwas driven by greater spending in targetelatiag and online media and an
increase in recruitment and marketing staffingwell as a $5.0 million charge related to the marnieand promotional portion of the
acceleration of exit options that occurred in theasid quarter of 2009. Our marketing and promotierpenses as a percentage of revenue
decreased by 3.8% to 32.7% for the nine monthsceB8dptember 30, 2009, from 36.5% for the nine nmoatided September 30, 2008,
primarily due to improvements in our variable cststicture as they relate to advertising.
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General and administrative expensesOur general and administrative expenses fonithe months ended September 30, 2009 were
$85.9 million, representing an increase of $59.6ionj or 226.3%, as compared to general and adinative expenses of $26.3 million for
the nine months ended September 30, 2008. Thisaserwas primarily attributable to (i) an $11.1lionl charge related to the stockholder
settlement in the first quarter of 2009 and (i$28.3 million charge related to the general andiatitnative portion of the acceleration of exit
options that occurred in the second quarter of 286%vell as to increased wages of $10.6 millinargased facilities costs of $3.7 million,
increased professional fees of $5.0 million, inseshrecurring stock-based compensation charge®. biillion, increased bonus of
$1.5 million, increased travel of $0.7 million aather costs of $1.6 million. Our general and adstiative expenses as a percentage of
revenue increased by 8.9% to 26.6% for the ninethsoended September 30, 2009, from 17.7% for the mionths ended September 30,
2008, primarily due to the increased costs noteyab

Other income (expense), net.Other income was $0.3 million for the nine nfenénded September 30, 2009, as compared to other
expense of $2,000 for the nine months ended Septedih 2008, representing a change of $0.3 millidre increase was principally due to
increased levels of interest income on higher @yecash balances.

Income tax expense. We recognized tax expense for the nine montbds@ September 30, 2009 and 2008 of $20.6 millieh a
$5.5 million, at effective tax rates of 42.8% ardd®%, respectively. The increase in our effectaserite in 2009 as compared to 2008 was
primarily due to (i) an increase in our uncertar liability in 2009 and (ii) a nonrecurring berielated to the release in 2008 of the
valuation allowance existing at December 31, 2085itjwely impacting our tax rate for the nine mantnded September 30, 2008.

Net income. Netincome was $27.5 million for the nine manémded September 30, 2009, compared to net inob&#0.8 million fol
the nine months ended September 30, 2008, an seEe6.7 million, as a result of the factors dssed above.

Liquidity and Capital Resources

We financed our operating activities angite expenditures during the nine months endede®eiper 30, 2009 and 2008 primarily
through cash provided by operating activities. \&adized net proceeds from our initial public offigriin April 2009 of $28.1 million, of
which $27.7 million was used to pay the accretddevaf the redeemable convertible preferred stqunuthe optional conversion of all
outstanding shares of such preferred stock atltsing of our initial public offering. Our cash andsh equivalents were $111.3 million at
September 30, 2009 and $56.5 million at Decembg@a8. Our restricted cash was $25,000 at SepteBth@009 and $0.7 million at
December 31, 2008. At September 30, 2009, we hakatadle securities of $45.0 million. We had no ketable securities as of
December 31, 2008.

Credit Agreement

We have a credit agreement, which we refas the Credit Agreement, with Comerica Bank Wigiovides for a maximum amount of
borrowing under a revolving credit facility of $0amillion, with a letter of credit sub-limit of $1® million. The Credit Agreement also
provides for an equipment line of credit not toeed $0.2 million. As of September 30, 2009, we ukechvailability under the revolving
credit facility to issue letters of credit aggreggt$2.3 million. We had no borrowings outstandimgler the revolving credit facility as of
September 30, 2009. The Credit Agreement has arityatiate of December 31, 2009.
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Under the Credit Agreement, we are sulifgcertain limitations including restrictions onrability to incur additional debt, make
certain investments or acquisitions and enterdettain merger and consolidation transactions, gnobher restrictions. The Credit
Agreement also contains a material adverse chdagee; and we are required to maintain compliarite auminimum tangible net worth
financial covenant. As of September 30, 2009 anceber 31, 2008, we were in compliance with akficial covenants in our Credit
Agreement. If we fail to comply with any of the @nants or experience a material adverse changkertiers could elect to prevent us from
borrowing or issuing letters of credit and declgme indebtedness to be immediately due and payable.

Title IV funding

A significant portion of our revenue is ided from tuition funded by Title IV programs. Asdh, the timing of disbursements under T
IV programs is based on federal regulations andability to successfully and timely arrange finataid for our students. Title IV funds are
generally provided in multiple disbursements befgesearn a significant portion of tuition and feesl incur related expenses over the period
of instruction. Students must apply for new loand grants each academic year. These factors, &mgsith the timing of our students
beginning their programs, affect our operating désh.

Based on the financial statements for ibeaf year ended December 31, 2007, Ashford Unityeasid the University of the Rockies did
not satisfy the composite score requirement ofittancial responsibility test, which institutionsust satisfy in order to participate in Title IV
programs. As a result, (i) Ashford University pasteletter of credit in favor of the U.S. DepartinehEducation in the amount of
$12.1 million, which was scheduled to remain ireeffthrough September 30, 2009, and (ii) the Usityenf the Rockies posted a letter of
credit in favor of the U.S. Department of Educatiothe amount of $0.7 million, which was scheduledemain in effect through June 30,
2009. In July 2009, the U.S. Department of Educatiotified us that the University of the Rockiesaied a composite score of 1.7 for the
fiscal year ended December 31, 2008, and the Usityesf the Rockies was released from the requirgrteepost a letter of credit. In August
2009, the U.S. Department of Education notifiedhad Ashford University received a composite sari.6 for the fiscal year ended
December 31, 2008, and Ashford University was sdddrom the requirement to post a letter of criedited on the financial responsibility
test.

Private direct loan program at the University oférRockies

In October 2009, we implemented a progranitfe University of the Rockies pursuant to whicé institution will provide direct loans
to students. We expect initially that the total tnemof students receiving these loans during 20ll%® approximately 125 and the total
amount of financing provided during 2009 will bepagximately $1.5 million. We have no current plamsmplement a similar program for
Ashford University.

Operating activities

Net cash provided by operating activities115.7 million and $39.4 million for the ninemifts ended September 30, 2009 and 2008,
respectively. The increase from 2008 to 2009 wamaily due to an increase in net income (excludhmgnon-cash charges related to the
stockholder settlement and the acceleration ofaptibns) and $57.7 million of deferred revenuated to our overall growth and timing of
receivables. We expect to continue to generate ftashour operating activities for the foreseedulere.
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Investing activities

Net cash used in investing activities wa2.6 million and $9.7 million for the nine monthsded September 30, 2009 and 2008,
respectively. Capital expenditures were $16.8 arilland $9.1 million for the nine months ended Saptr 30, 2009 and 2008, respectively.
The increase in 2009 from 2008 is primarily relai@the purchase of property and equipment aneledd improvements relating to a
facility for which we began rental payments in fhist quarter of 2009. We will continue to investdomputer equipment and office furniture
and fixtures to support our increasing employealbeant.

During the second and third quarters ofR@@e purchased $44.9 million of marketable sela#itWe manage our excess cash pursuant
to the quantitative and qualitative operationabglines of our cash investment policy. Our caslkestment policy, which was adopted by our
audit committee and our board of directors in MA@ and is managed by our chief financial offiters the following primary objectives (in
order of priority): preserving principal, meetingrdiquidity needs, minimizing market and credgk; and providing after-tax returns. Under
the policy's guidelines, we invest our excess easifusively in high-quality, short-term, U.S. doldenominated financial instruments. For a
discussion of the measures we use to mitigatexpesaire of our cash investments to market rislditresk and interest rate risk, see
"Quantitative and Qualitative Disclosures About ktrRisk" in Part I, Item 3 of this report.

Financing activities

Net cash provided by financing activitieasA1.8 million for the nine months ended SepterBBe2009 and used in financing activities
was $5.0 million for the nine months ended Septer8be2008. During the nine months ended Septe®®e2009, net cash provided by
financing activities was generated primarily frame het proceeds of our initial public offering,eafleducting underwriting discounts and
commissions and offering expenses ($28.1 millioffset by the payment of the accreted value of¢lleemable convertible preferred stock
($27.7 million) upon the optional conversion of @litstanding shares of redeemable convertible pezfestock into common stock at the
closing of the offering.

We expect to continue to utilize commeréi@ncing, lines of credit and term debt for thegose of expansion of our online business
infrastructure and to expand and improve our grazardpuses in Clinton, lowa and Colorado Spring$oi@do. Based on our current leve
operations and anticipated growth in enrollments believe that our cash flow from operations, éxgstash and cash equivalents and other
sources of liquidity will provide adequate funds émgoing operations, planned capital expenditaresworking capital requirements for at
least the next 12 months.

Significant cash and contractual obligation

The following table sets forth, as of Sepber 30, 2009, certain significant cash obligatithva will affect our future liquidity (in
thousands):

Total Remaining 2009 2010 2011 - 2012 2013 - 2014 Thereafter

Longtermdeb $ 174 $ 20 $ 80 $ 74 $ — 3 —
Capital lease

obligations 34¢ 42 137 16¢ 2 —
Operating lease

obligations 242,33 3,84¢ 21,317 46,46 52,29¢ 118,41:
Other contractui

obligations 20,87¢ — 3,071 7,772 10,03 —
Uncertain tax

positions 3,751 — — 3,751 — —
Total $ 267,48¢ $ 3,90¢ $ 24,60f $ 58,22¢ $ 62,33¢ $ 11841
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Off-Balance Sheet Arrangements

We have no off-balance sheet arrangements.
Recent Accounting Pronouncements

For recent accounting pronouncements, sge Rl "Summary of Significant Accounting PolicieReecent Accounting Pronouncemen
to the condensed consolidated financial statenvehnitsh are included in Part I, Item 1 of this report

ltem 3. Quantitative and Qualitative DisclosuresAbout Market Risk
Market and credit risk

Pursuant to our cash investment policyatempt to mitigate the exposure of our cash imaests to market and credit risk by
(i) diversifying concentration risk to ensure thag are not overly concentrated in a limited numdfdimancial institutions, (ii) monitoring ar
managing the risks associated with the nationakibgrand credit markets, (iii) investing in U.S.lldo-denominated assets and instruments
only, (iv) diversifying account structures so that maintain a decentralized account portfolio wittmerous stable, highly-rated and liquid
financial institutions and (v) ensuring that oweéstment procedures maintain a defined and spestifipe such that we will not invest in
higher-risk investment accounts, including longrterorporate bonds, financial swaps or derivative @rporate equities. Accordingly, under
the guidelines of the policy, we invest our exoessh exclusively in high-quality, short-term, Udsllar-denominated financial instruments.

Despite the investment risk mitigation &gees we employ, we may incur investment lossesrasult of unusual and unpredictable
market developments and we may experience redngedtment earnings if the yields on investmentsrmaekto be low risk remain low or
decline further in this time of economic uncertgirih addition, unusual and unpredictable markeettgpments may also create liquidity
challenges for certain of the assets in our inveatrportfolio.

We have no derivative financial instrumemtsierivative commaodity instruments.
Interest rate risk

All of our capital lease obligations aneefil rate instruments and are not subject to fldictos in interest rates. However, to the exten
borrow funds under the Credit Agreement, we wowdabbject to fluctuations in interest rates. ASeptember 30, 2009, we had no
borrowings under the Credit Agreement.

Our future investment income may fall shafréxpectations due to changes in interest rateSeptember 30, 2009, a 10% increase or
decrease in interest rates would not have a mbiesiact on our future earnings, fair value, orfclews related to investments in cash
equivalents or interest earning marketable seestiti

ltem 4. Controls and Procedures
Material weaknesse

In connection with the preparation of oansolidated financial statements included in thgiReation Statement on Form S-1 (File
No. 33:-156408) we filed in connection with our initial lpic offering, we concluded that there were matthet constituted material
weaknesses in our internal control over finanaglarting. A material weakness is a control deficieror combination of deficiencies, that
results in more than a remote likelihood that aemat misstatement of our consolidated financiateshents would not be prevented or
detected on a timely basis by our employees imtmmnal course of performing their assigned funcation
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We concluded at that time that we did reotéh (i) a sufficient complement of personnel vathappropriate level of accounting
knowledge, experience and training in the selediwth application of GAAP, performance of superysaview and analysis and application
of sufficient analysis on significant contractsjguents and estimates; or (ii) effective contralsrahe selection, application and monitoring
of accounting policies related to redeemable cdiblerpreferred stock, earnings per share, leasargsactions and stock-based compensatior
to ensure that such transactions were accounted émmformity with GAAP.

We are committed to remediating the cordediciencies that constitute the material weakee$y implementing changes to our internal
control over financial reporting. Our chief finaakofficer is responsible for implementing changad improvements in our internal control
over financial reporting and for remediating thatrol deficiencies that gave rise to the materiahtnesses. We have continued to implel
a number of significant changes and improvementsiirinternal control over financial reporting dugithe first three quarters of 2009,
specifically:

. hiring key personnel, including a director of ficéal planning, assistant controller, manager ddificial reporting, financial
reporting accountant, internal audit staff, and aggan of internal audit, as well as certain considtain each case with
experience managing and working in the corporatewating department of a publicly traded company;

. making process changes in the financial reportieg,ancluding additional oversight and review; and

. conducting training of our accounting staff for pases of enabling them to recognize and propedguatt for transactions of
the types described above.

Management plans to implement further pgsahanges and conduct further training during 2@d9 cannot assure you that the
measures we have taken to date and plan to takeewiédiate the material weaknesses we have ightif

Evaluation of disclosure controls and procedur

We carried out an evaluation, under theestipion and with the participation of our managamacluding the chief executive officer
and the chief financial officer, of the effectivaseof the design and operation of our disclosurgrots and procedures, as defined in
Rules 13a-15(e) and 15d-15(e) under the SecuBtielange Act of 1934, as amended, or the ExchatjeBased upon that evaluation, our
chief executive officer and chief financial officesncluded that our disclosure controls and proeeiwere not effective at the end of the
period covered by this report because of the nwtereaknesses discussed above under "Material vesaks."

Our disclosure controls and proceduresiasigned to ensure that information required tdibelosed by us in reports that we file or
submit under the Exchange Act is recorded, prockssanmarized and reported within the time persmicified in the SEC's rules and
forms. Disclosure controls and procedures inclwdiyout limitation, controls and procedures desiji@ensure that information required to
be disclosed by us in reports we file or submiterrttie Exchange Act is accumulated and communidatedr management, including our
principal executive officer and principal financadficer, or persons performing similar functioas, appropriate to allow timely decisions
regarding required disclosure.

Changes in internal control over financial reportip

Other than the changes in internal cortdfdinancial reporting discussed above under "Mataveaknesses," there were no changes in
our internal control over financial reporting dugithe period covered by this report that have nadlgaffected, or are reasonably likely to
materially affect, our internal control over finaaareporting.
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PART II—OTHER INFORMATION
Item 1. Legal Proceedings

In the ordinary conduct of business, wesangect to various lawsuits and claims coveringide range of matters, including, but not
limited to, claims involving students or graduaaes! routine employment matters. We do not belibaé the outcome of any pending claims
will have a material adverse impact on our constéid financial position, results of operations astcflows.

Item 1A. Risk Factors

Investing in our common stock involves risk. Initidd to the updated risk factors set forth belgay should carefully consider the risk
factors discussed in Part Il, Item 1A of our qudsteeports on Form 1-Q for the quarters ended March 31, 2009 and June2809 filed
with the SEC on May 21, 2009 and August 11, 20&pactively. Additional risks and uncertainties aatrently known to us or that we
currently deem to be immaterial also may materialliyersely affect our business, financial conditioroperating results.

The U.S. Department of Education's Office of Insgec General has conducted a compliance audit of Astal University and has
preliminarily advised us of certain areas of poté@dtnoncompliance.

The U.S. Department of Education's Offi€énspector General, or the OIG, is responsiblepfmmoting the effectiveness and integrity
of the U.S. Department of Education's programsapetations. With respect to educational institwitmat participate in Title IV programs,
the OIG conducts its work primarily through an awdirvices division and an investigation servidgsibn. The audit services division
typically conducts general audits of schools teassheir administration of federal funds in acao® with applicable rules and regulations.
The investigation services division typically coatiifocused investigations of particular allegatiohfraud, abuse or other wrongdoing
against schools by third parties, such as a lavii®edt under seal pursuant to the federal Fals@@3a\ct.

The OIG's audit services division commena@dmpliance audit of Ashford University in Mayd®) covering the period March 10, 2(
through June 30, 2009. The scope of the audit eavAshford University's administration of Title pfogram funds, including compliance
with regulations governing institutional and studeligibility, awards and disbursements of Title pvogram funds, verification of awards,
returns of unearned funds and compensation of ¢iahaid and recruiting personnel. On Septemb@0R9, the OIG notified Ashford
University of its completion of field work and infmed us that its tentative findings include ceriastances of noncompliance with
provisions of the Higher Education Act and regulasi governing Ashford University's administratidrirdle IV programs. Specifically, the
OIG preliminarily identified the following areas nbncompliance:

. compensation policies and practices with respeentollment advisors;

. calculation of returns of Title IV program funds;

. timeliness of returns of Title IV program funds;

. student authorizations to retain credit balances;

. disbursements of unearned Title IV program fundst a

. maintenance of supporting documentation for stugldéedves of absence.

The OIG's findings are preliminary and remander review by the staff of the OIG. While walibve Ashford University operates in
substantial compliance with the regulations ofth8. Department of Education which are applicabléhe areas under review, due to the
preliminary nature of the OIG's findings, we canpidict the extent of the OIG's ultimate findingl@wever, we expect
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that the OIG's draft report will assert findingsn@incompliance and if such findings are includethaOIG's final report could result in
recommendations that the U.S. Department of EduratOffice of Federal Student Aid impose finesAaiford University and require
Ashford University to take corrective action.

The OIG was expected to issue its findings draft audit report at the end of Septembe®2@0wever it has not yet been issued. Once
received, Ashford University will then have thidgys to submit responses to the OIG's draft firgliddter the OIG has considered our
responses, the OIG will issue a final audit repwhich will contain the OIG's final findings andyarecommendations to the Office of Fede
Student Aid based on those findings. If the OlGhtifees instances of noncompliance in its final iwelport, the Office of Federal Student .
would determine what action to take, if any. Suctica could include requiring Ashford University noodify its Title IV administration
procedures or its practices with respect to thepmsation of its enrollment advisors, assessingretary liability for the return of Title IV
program funds or the commencement of an adminigéraction to impose potentially significant fin@sto limit, suspend or terminate
Ashford University's Title IV participation. In thevent that the office of Federal Student Aid assgésny monetary liabilities or commenced
an administrative action, Ashford University wogldrsue fully its administrative remedies. Becaush® ongoing nature of the OIG audit,
we cannot predict the ultimate extent of the doaftinal audit findings or the potential liabilityr remedial actions that might result. Such
findings and related remedial action may have aratadverse impact on our reputation in the itgusur cash flows and results of
operations, our ability to recruit students and lousiness.

Our schools may be sanctioned or subject to lansifithey pay impermissible commissions, bonusesthier incentive payments to
individuals involved in certain recruiting, admissns or financial aid awarding activities.

An institution that participates in Titlg programs may not provide any commission, bonustloer incentive payment based directly or
indirectly on success in securing enroliments marficial aid to any person or entity engaged instngtent recruitment, admissions or
financial aid awarding activity. Although the USepartment of Education's regulations set forttise?e harbors" which describe
compensation arrangements that do not violatenttenitive compensation rule, including the paymedtadjustment of salaries and bonuses
under certain conditions, the law and regulatiomsat establish clear criteria for compliance incatumstances, and the U.S. Department of
Education no longer reviews and approves compamsptans prior to their implementation. If one of dnstitutions were to violate the
incentive compensation rule, it would be subjeantmnetary liabilities or to administrative actianiinpose a fine or to limit, suspend or
terminate its eligibility to participate in Titl&/Iprograms, which would have a material adversectfn our enroliments, revenues and re:
of operations.

Additionally, several of our competitors/kebeen faced with lawsuits brought by currentoomier employees pursuant to the federal
False Claims Act, alleging violations of the indeatcompensation rule. Defending a False Claimsl@wsuit could be costly and could
divert management's time and attention from oumumss, regardless of whether the claim has medri.adverse resolution of such a lawsuit
could lead to monetary liability, including trelldamages and attorneys' fees, and other sanctitis) would have a material adverse effect
on our business, results of operations and finanoiadition.

We may experience unexpected difficulties or delaysmplementing the eCollege online learning platim, or fail to achieve the expected
benefits from transitioning to the eCollege onlidearning platform.

In September 2009, we entered into a M&evices and License Agreement with eCollege.d@@aison eCollege), or eCollege,
pursuant to which we agreed to license from eCelkg online
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learning platform for our students that will regabe Blackboard Academic Suite after a plannatsitian period. We refer to this agreement
as the eCollege License Agreement. Although we @&xpecomplete the transition from the Blackboahédemic Suite to the eCollege online
platform by the end of the first quarter of 201@ may experience unexpected difficulties or dethyréng this transition. If we experience
such difficulties or delays, or if we fail to achieethe expected benefits from transitioning tod®llege online learning platform, the
reputations of our institutions may suffer and earoliments, revenues and results of operationkldmuadversely affected.

We use third-party software for our online platfornand if the provider of that software was to cedealo business or was acquired by a
competitor, we may have difficulty maintaining thesftware required for our online platform or updatg it for future technological
changes.

Historically, we have used the Blackboahdemic Suite, provided by Blackboard, Inc., addgarty software and service provider, for
our online learning platform. In September 2009 entered into the eCollege License Agreement patdoavhich we agreed to license fre
eCollege an online learning platform for our studehat will replace the Blackboard Academic Saiter a planned transition period.

The Blackboard Academic Suite has provided, the eCollege online learning platform will yicke, an online learning management
system which provides for the storage, managemahtelivery of course content. These platforms adstude collaborative spaces for
student communication and participation with otsteidents and faculty as well as grade and atteedaanagement for faculty and
assessment capabilities to assist us in maintamiadjity. We have relied on Blackboard, and we vély on eCollege, for administrative
support and hosting of the applicable systemsld€Eoard or eCollege, as applicable, ceases t@tger is unable or unwilling to continue
to provide us with services or upgrades on a tirbelsis, we may have difficulty maintaining the s@fte required for our online platform or
updating it for future technological changes.

System disruptions and vulnerability from securitigks to our technology infrastructure could impaour ability to generate revenue ar
could damage the reputation of our institutions.

The performance and reliability of our tectogy infrastructure is critical to our reputatiand to our ability to attract and retain stude
Historically, we have licensed the software andtesl hosting and maintenance services for our epliatform from Blackboard, Inc.
(Blackboard Academic Suite) and the software atated maintenance services for our student infdonaystem from Campudanagemer
Corp., both of whom are third-party software andiise providers. Additionally, in September 200% antered into the eCollege License
Agreement with eCollege, a thighrty software and service provider, pursuant teckvive agreed to license from eCollege an onliaeniag
platform for our students that will replace the &dboard Academic Suite after a planned transitiemog. We also develop and utilize
proprietary software, primarily for our customelat®nship management, or CRM, system. Any systaor er failure, or a sudden and
significant increase in bandwidth usage, couldltésuhe unavailability of systems to us or ourdsnts.

Our computer networks may also be vulneradlunauthorized access, computer hackers, comyuises and other security problems.
A user who circumvents security measures could ppisgpriate proprietary information or cause intptions or malfunctions in operations.
As a result, we may be required to expend sigmificasources to protect against this threat. Algfowe continually monitor the security of
our technology infrastructure, we cannot assuretiiatithese efforts will protect our computer natgoagainst the threat of security breac

40




Table of Contents

Item 2. Unregistered Sales of Equity Securitiesnd Use of Proceeds
Recent Sales of Unregistered Securities

On September 23, 2009, we issued an aggref)26,940 shares of common stock to an invegion the conversion of 28,889 warrants
to purchase shares of common stock at a weightexhge exercise price of $1.125 per share. Pursodné cashless net exercise feature of
the warrants, the warrants could be convertedeindf cash exercise, into a number of shares miheon stock determined by multiplying the
number of shares purchasable under the warrartebglifference between the fair market value ofdtvamon stock on the date of
conversion. The fair market value of the commowlstbetermined in accordance with the warrants erdtte of conversion was $16.69 per
share. The shares were issued in reliance upoexttraption provided by Section 3(a)(9) of the SdmsriAct. An appropriate legend was
placed on the shares.

On November 2, 2009, we issued an aggrexjdt#,110 shares of common stock to two invedatpmn the exercise of warrants to
purchase common stock at an exercise price of e 3hare. The shares were offered and soldianocgl on the exemption from registrat
provided by Section 4(2) of the Securities Act &ue 506 of Regulation D promulgated thereunderappropriate legend was placed on the
shares.

Item 3. Defaults Upon Senior Securities
None.

Item 4. Submission of Matters to a Vote of Secity Holders
None.

Item 5. Other Information
None.
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Item 6. Exhibits
(@  Exhibits

Exhibit No. Description
4.1 Limited Waiver of Lockdap Agreement for Registration Rights Demand datedust 19
2009 (incorporated by reference to Exhibit 4.2he Form 8-K filed with the SEC on
August 28, 2009;

4.2 Limited Waiver of Underwriting Agreement dated Asgd9, 2009 (incorporated by
reference to Exhibit 4.2 to the Forr-K filed with the SEC on September 4, 20C

4.3 Limited Waiver of Lock-up Agreement dated August 3009 (incorporated by
reference to Exhibit 4.3 to the Forr-K filed with the SEC on September 4, 20C

4.4 Second Amended and Restated Registration Rightsehgent dated August 26, 2009
(incorporated by reference to Exhibit 4.4 to theefmiment No. 1 to Form S-1
Registration Statement filed on September 4, 2(

10.1t Master Services and License Agreement with eGeltmm dated September 29, 2009
(incorporated by reference to Exhibit 99.1 to tloenk 8-K filed with the SEC on
October 1, 2009

31.1 Certification of Andrew S. Clark, CEO and Presidgnirsuant to Rule 13a-14(a) or 15d-
14(a) of the Securities and Exchange Act of 1984dopted pursuant to Section 302 of
the Sarban«Oxley Act of 2002

31.2 Certification of Daniel J. Devine, Chief Financ@fficer, pursuant to Rule 13a-14(a) or
15d-14(a) of the Securities and Exchange Act o#4193 adopted pursuant to
Section 302 of the Sarbar-Oxley Act of 2002

32.1 Certification pursuant to 18 U.S.C. Section 13%0adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002, executed by Andse@lark, CEO and President, and
Daniel J. Devine, Chief Financial Office

T Portions of this exhibit have been omitted pursuiart request for confidential treatment and the-poblic information
has been filed separately with the SI
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SIGNATURES

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

BRIDGEPOINT EDUCATION, INC.

November 4, 200 /s/ DANIEL J. DEVINE

Daniel J. Devine
Chief Financial Officer
(Principal financial officer and duly authorized
to sign on behalf of the registrar
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EXHIBIT 31.1
CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002
I, Andrew S. Clark, certify that:
1. | have reviewed this quarterly report on Form 10f@ridgepoint Education, Inc.;
2. Based on my knowledge, this report does not coraynuntrue statement of a material fact or om#itéde a material fact necessary to

make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statement$osimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4, The registrant's other certifying officer(s) anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a. Designed such disclosure controls and proceduresiused such disclosure controls and procedures tlesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known
to us by others within those entities, particulatlying the period in which this report is beingpared;

b. Evaluated the effectiveness of the registrantsl@lisire controls and procedures and presentedsimaport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; and

C. Disclosed in this report any change in the regisanternal control over financial reporting tleacurred during the
registrant's most recent fiscal quarter (the regis's fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registrant's internal control over finahcéporting; and

5. The registrant's other certifying officer(s) andalve disclosed, based on our most recent evaluatimnernal control over financial
reporting, to the registrant's auditors and thatauainmittee of the registrant's board of direci@spersons performing the equivalent
functions):

a. All significant deficiencies and material weaknes#gethe design or operation of internal contratiofimancial reporting which
are reasonably likely to adversely affect the regig's ability to record, process, summarize apdrt financial information;
and

b. Any fraud, whether or not material, that involveamagement or other employees who have a significémin the registrant's

internal control over financial reporting.

Date: November 4, 20C

/sl ANDREW S. CLARK

Andrew S. Clark
CEO and Presider
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EXHIBIT 31.2
CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002
[, Daniel J. Devine, certify that:
1. | have reviewed this quarterly report on Form 10f@ridgepoint Education, Inc.;
2. Based on my knowledge, this report does not coraynuntrue statement of a material fact or om#itéde a material fact necessary to

make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statement$osimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4, The registrant's other certifying officer(s) anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a. Designed such disclosure controls and proceduresiused such disclosure controls and procedures tlesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known
to us by others within those entities, particulatlying the period in which this report is beingpared;

b. Evaluated the effectiveness of the registrantsl@lisire controls and procedures and presentedsimaport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; and

C. Disclosed in this report any change in the regisanternal control over financial reporting tleacurred during the
registrant's most recent fiscal quarter (the regis's fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registrant's internal control over finahcéporting; and

5. The registrant's other certifying officer(s) andalve disclosed, based on our most recent evaluatimnernal control over financial
reporting, to the registrant's auditors and thatauainmittee of the registrant's board of direci@spersons performing the equivalent
functions):

a. All significant deficiencies and material weaknes#gethe design or operation of internal contratiofimancial reporting which
are reasonably likely to adversely affect the regig's ability to record, process, summarize apdrt financial information;
and

b. Any fraud, whether or not material, that involveamagement or other employees who have a significémin the registrant's

internal control over financial reporting.

Date: November 4, 20C

/s/ DANIEL J. DEVINE

Daniel J. Devine
Chief Financial Officel
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Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly ReporBofdgepoint Education, Inc. (the "Company") on Fa6Q for the period ended
September 30, 2009, as filed with the SecuritiesExchange Commission on the date hereof (the "Rg§peach of the undersigned hereby
certify, pursuant to 18 U.S.C. Section 1350, agp#stbpursuant to Section 906 of the Sarbanes-Oxewf 2002, that:

1. The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoh 1934, as amended
(the "Exchange Act"); and

2. The information contained in the Report fairly prets, in all material respects, the financial cbadiand results of operations
of the Company.

Dated: November 4, 20(

/sl ANDREW S. CLARK

Andrew S. Clark,
CEO and President
(Principal Executive Officer

Dated: November 4, 20(

/s/ DANIEL J. DEVINE

Daniel J. Devine,
Chief Financial Officer
(Principal Financial Officer)

This certification shall not be deemedgtil for purposes of Section 18 of the Exchange éwcgtherwise subject to the liability of that
section. This certification shall not be deemetiédancorporated by reference into any filing unither Securities Act of 1933, as amended, or
the Exchange Act, except to the extent specifidgaltprporated by the Company into such filing.

A signed original of this certification hesen provided to the Company and will be retaimgthe Company and furnished to the
Securities and Exchange Commission or its stafhupquest.
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