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Career Education

(CECO-NASDAQ)

Stock Rating: Underperform
Industry Rating: Market Perform

Downgrading to UNDERPERFORM; Reducing
Ests./Target

Event
We are downgrading CECO to UNDERPERFORM from MARKET PERFORM

following last night’s disclosure of the resignation of its CEO, the results of an

internal investigation re: placement rate improprieties and the 3Q11 earnings miss.

Impact

Little additional color was provided on the call re: the investigation results. We
believe the two units where improprieties were found - Health Education and Art &
Design (combined 20% of 2010 operating profit excl. charges and corp. exp.) - will
see worsening enrollment trends as students and potential students become more
aware of these issues. Additional risks remain at CECO’s three other domestic
segments — AIU, CTU and Culinary (combined 76% of 2010 operating profit excl.
charges and corp. exp.) — as this investigation continues (results expected within 30-
45 days). This, along with potential sanctions from ACICS, the lack of a CEO and the
apparent accelerating rate of fundamental deterioration, leads us to conclude there are
too many near-term risks in owning this name.

Forecasts

We have preliminarily reduced our 2011 EPS estimate to $2.00 from $2.40 and our
2012 EPS estimate to $1.00 from $1.71. We hope to refine our estimates shortly with
a more detailed analysis of 3Q11 results and release our updated model.

Valuation

We are reducing our target price to $7.50 from $21, assuming the stock trades at 7.5x
our preliminary 2012 EPS estimate of $1 — equal to the lowest multiple in the group
currently (BPI), contraction from the stock’s prior 9x multiple and a discount to the
12x peer group median. We acknowledge there could be further multiple contraction
and note the company’s cash balance per share (unadjusted for deferred liabilities and
receivables) is roughly $6, potentially providing a floor for this stock.

Recommendation
We are downgrading CECO to UNDERPERFORM from MARKET PERFORM.
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Price (1-Nov) $15.95 Target Price $8
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Valuation/Financial Data

(FY-Dec.) 2009A 2010A 2011E 2012E
EPS Pro Forma $1.68 $3.00 $2.00 $1.00
P/E 8.0x 16.0x
First Call Cons. $2.37 $1.76
EPS GAAP $1.73 $2.06 na na
FCF $2.48 $1.79 $2.51 $1.83
P/FCF 6.4x 8.7x
EBITDA ($mm) $336 $467 $373 $294
EV/EBITDA 2.1x 2.6x
Rev. ($mm) $1,834 $2,124 $1,964 $1,790
EV/Rev 0.4x 0.4x
Quarterly EPS 1Q 2Q 3Q 4Q
2010A $0.78 $0.83 $0.74 $0.81
2011E $0.90A $0.74A $0.15A $0.214
Balance Sheet Data (30-Jun)

Net Debt ($mm) -$440 TotalDebt/EBITDA 0.1x
Total Debt ($mm) $19 EBITDA/IntExp na
Net Debt/Cap. nm Price/Book 1.3x
DSO 11

Notes: All values in

USS$.

Source: BMO Capital Markets estimates, Bloomberg, FactSet, Global
Insight, Reuters, and Thomson Financial.

Annual EPS
2011E $2.40 to $2.00
2012E $1.71 to $1.00

Changes

Quarterly EPS Target

Q4/11E $0.35 to $0.21 $21.00 to $7.50
Rating
Mkt to Und

Please refer to pages 3 to 5 for Important Disclosures, including the Analyst's Certification.
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(Millions, except per-share data)

Quarterly Comparis:

3Q 2011 vs. 3Q 2010

Actual 3Q Est3Q % Dif. from
Sep-10 Sep-11__ % Change Sep-11 Actual  Ci
Revenues

CTU $116.3 $100.5 -13.6% $103.4 -2.8% Worse than expected
AlU 113.1 85.8 -24.2% 89.5 -4.2% Worse than expected

Health Education 110.4 102.2 -7.4% 103.1 -0.9% Roughly in line

Culinary Arts 108.3 737 -32.0% 94.6 -22.1% Much worse than expected
Art & Design 61.1 49.7 -18.7% 48.3 2.9% Better than expected

International 15.1 19.6 29.9% 21.0 -6.7% Much worse than expected

Corporate and other (0.2) (0.1) 46.5% 0.0 N.M.

Net Revenues 524.1 4313 -17.7% 459.9 -6.2% Much worse than expected; consensus was $455.5 million
Segment Profit

CTU $32.4 $21.8 -32.9% $22.7 -4.2% Worse than expected
AlU 30.6 12.4 -59.3% 16.4 -24.4% Much worse than expected
Health Education 12.8 (3.6) -128.3% 4.5 -180.1% Much worse than expected
Culinary Arts 16.1 3.8 -76.4% 12.6 -69.8% Much worse than expected
Art & Design 9.2 26 -721% 4.1 -37.2% Much worse than expected

International (6.7) (7.2) 6.1% (9.4) -23.8% Much worse than expected
Corporate and other (7.5) (2.6) 65.9% (7.6) 66.4% Much better than expected
Operating income 86.8 27.2 -68.7% 43.3 -37.3% Much worse than expected
One-time charges (e.g., legal settiement) 473 114 -75.9%

Income from operations 39.5 15.8 -60.0% 43.3 -63.6% Much worse than expected
Interest income 0.2 0.3 42.9% 0.3 -7.7% Much worse than expected
Interest expense (0.0) (0.0) -43.3% (0.0) -63.0% Much worse than expected
Miscellaneous income (expense) 0.8 (0.0) -105.0% N.M.

Total other income/(expense) 0.9 0.2 -79.4% 0.3 31.7% Much better than expected
Income before provision for income taxes 40.4 16.0 -60.5% 43.6 -63.4% Much worse than expected
Provision for income taxes 123 47 -61.7% 15.5 228.9% Much better than expected
Net Income (from cont. ops.) $28.1 $11.3 -59.9% $28.1 -59.9% Much worse than expected

EPS (GAAP from cont. ops.) $0.35 $0.15 -56.8% $0.38 -60.0% Much worse than expected

EPS (excl. one-time charges) $0.74 $0.25 -65.9% $0.38 -34.0% Much worse than expected; consensus was $0.34
Diluted shares 79.8 741 -71.2% 739 -0.2% Roughly in line
Adjusted EBITDA (excl. stock-based comp and one-time items) $109.0 $53.0 -51.3% $68.1 -22.2% Much worse than expected
Margin Analysis/% of Total Revenues
CTU 22.2% 23.3% 1.1% 22.5% 0.8% Much better than expected
AlU 21.6% 19.9% -1.7% 19.5% 0.4% Better than expected
Health Education 21.1% 23.7% 2.6% 22.4% 1.3% Much better than expected
Culinary Arts 20.7% 17.1% -3.6% 20.6% -3.5% Much worse than expected
Art & Design 1.7% 11.5% -0.1% 10.5% 1.0% Much better than expected
International 2.9% 4.5% 1.7% 4.6% 0.0% Roughly in line
Adjusted EBITDA margin 20.8% 12.3% -8.5% 14.8% -2.5% Much worse than expected
Operating margin (excl. one-time charges) 16.6% 6.3% -10.3% 9.4% -3.1% Much worse than expected
CTU 27.9% 21.7% -6.2% 22.0% -0.3% Worse than expected
AlU 27.0% 14.5% -12.5% 18.4% -3.9% Much worse than expected
Health Education 11.6% -3.6% -15.2% 4.4% -8.0% Much worse than expected
Culinary Arts 14.9% 5.2% -9.7% 13.3% -8.2% Much worse than expected
Art & Design 15.0% 5.1% -9.8% 8.4% -3.3% Much worse than expected
International -44.8% -36.5% 8.2% -44.8% 8.2% Much better than expected
Corporate and other (as % of total) -1.4% -0.6% 0.8% -1.7% 1.1% Much better than expected
Operating margin 7.5% 3.7% -3.9% 9.4% -5.8% Much worse than expected
Pretax margin 7.7% 3.7% -4.0% 9.5% -5.8% Much worse than expected
Tax rate 30.4% 29.5% 1.0% 35.5% 6.0% Much better than expected
Net margin 5.4% 2.6% -2.8% 6.1% -3.5% Much worse than expected
Enroliment Metrics:

Starts

CTU 9,180 6,510 -29.1% 7,012 -7.2% Much worse than expected
AlU 6,760 4,590 -32.1% 5,040 -8.9% Much worse than expected
Health Education 9,440 7,710 -18.3% 8,564 -10.0% Much worse than expected
Culinary Arts 7,360 5,480 -25.5% 6,992 -21.6% Much worse than expected
Art & Design 3,130 1,870 -40.3% 1,696 10.3% Much better than expected
International 4,130 5,070 22.8% 4,389 15.5% Much better than expected
Total 40,000 31,230 -21.9% 33,692 -7.3% Much worse than expected
Population (ending)

U 29,900 25,100 -16.1% 27,293 -8.0% Much worse than expected
AlU 21,000 17,100 -18.6% 17,454 -2.0% Worse than expected
Health Education 31,100 28,100 -9.6% 30,602 -8.2% Much worse than expected
Culinary Arts 16,300 15,400 -5.5% 16,613 -7.3% Much worse than expected
Art & Design 12,600 10,300 -18.3% 9,859 4.5% Better than expected

International 7,300 8,400 15.1% 8,541 -1.6% Slightly worse than expected
Total (excl. Transitional Schools) 118,200 104,400 -11.7% 110,362 -5.4% Much worse than expected

N.M. - Not Meaningful. N.A. Not Available.
Source: BMO Capital Markets estimates and corporate reports.

Dial-in number 888-843-7419; Passcode: 31100876 (or 90 days at www.careered.com)

CONFERENCE CALL INFORMATION
Replay available through 11/9/11
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Important Disclosures

Analyst's Certification

I, Jeffrey M. Silber, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities or issuers. I
also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in this
report.

Analysts who prepared this report are compensated based upon (among other factors) the overall profitability of BMO Capital Markets and their
affiliates, which includes the overall profitability of investment banking services. Compensation for research is based on effectiveness in generating
new ideas and in communication of ideas to clients, performance of recommendations, accuracy of earnings estimates, and service to clients.

Company Specific Disclosure

Disclosure 9: BMO Capital Markets makes a market in this security.

Methodology and Risks to Our Price Target/Valuation
Methodology: Average of forward looking P/E, forward looking EV/EBITDA and Discounted Cash Flow
Risks: Worse than expected enrollment trends, legal issues related state, federal or accrediting bodies

Distribution of Ratings (September 30, 2011)

Rating BMOCM US | BMOCM US | BMOCM US BMOCM BMOCM Starmine
Category BMO Rating Universe* IB Clients** | IB Clients*** Universe**** IB Clients***** Universe
Buy Outperform 39.2% 12.6% 38.8% 42.5% 48.1% 57.2%
Hold Market Perform 58.9% 13.2% 61.2% 54.6% 50.9% 38.5%
Sell Underperform 1.9% 0.0% 0.0% 2.9% 0.9% 4.3%
* Reflects rating distribution of all companies covered by BMO Capital Markets Corp. equity research analysts.
ok Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received compensation for Investment Banking services as

percentage within ratings category.

**%  Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received compensation for Investment Banking
services as percentage of Investment Banking clients.

*#*%  Reflects rating distribution of all companies covered by BMO Capital Markets equity research analysts.

**%%* Reflects rating distribution of all companies from which BMO Capital Markets has received compensation for Investment Banking services as
percentage of Investment Banking clients.

Ratings and Sector Key

We use the following ratings system definitions:

OP = Outperform - Forecast to outperform the market;

Mkt = Market Perform - Forecast to perform roughly in line with the market;
Und = Underperform - Forecast to underperform the market;

(S) = speculative investment;

NR = No rating at this time;

R = Restricted — Dissemination of research is currently restricted.

Market performance is measured by a benchmark index such as the S&P/TSX Composite Index, S&P 500, Nasdaq Composite, as appropriate for each
company. BMO Capital Markets eight Top 15 lists guide investors to our best ideas according to different objectives (Canadian large, small, growth,
value, income, quantitative; and US large, US small) have replaced the Top Pick rating.

Other Important Disclosures

For Other Important Disclosures on the stocks discussed in this report, please go to http://researchglobal.bmocapitalmarkets.com/Company Disclosure
Public.asp or write to Editorial Department, BMO Capital Markets, 3 Times Square, New York, NY 10036 or Editorial Department, BMO Capital
Markets, 1 First Canadian Place, Toronto, Ontario, M5X 1H3.

Prior BMO Capital Markets Ratings Systems
http://researchglobal.bmocapitalmarkets.com/documents/2009/prior_rating_systems.pdf

Dissemination of Research

Our research publications are available via our web site http://bmocapitalmarkets.com/research/. Institutional clients may also receive our research via
FIRST CALL, FIRST CALL Research Direct, Reuters, Bloomberg, FactSet, Capital 1Q, and TheMarkets.com. All of our research is made widely
available at the same time to all BMO Capital Markets client groups entitled to our research. Additional dissemination may occur via email or regular
mail. Please contact your investment advisor or institutional salesperson for more information.
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Conflict Statement

A general description of how BMO Financial Group identifies and manages conflicts of interest is contained in our public facing policy for managing
conflicts of interest in connection with investment research which is available at http://researchglobal.bmocapitalmarkets.com/Conflict Statement
Public.asp.

General Disclaimer

“BMO Capital Markets” is a trade name used by the BMO Investment Banking Group, which includes the wholesale arm of Bank of Montreal and its
subsidiaries BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltée./Ltd., BMO Capital Markets Ltd. in the U.K. and BMO Capital Markets Corp. in the
U.S. BMO Nesbitt Burns Inc., BMO Capital Markets Ltd. and BMO Capital Markets Corp are affiliates. Bank of Montreal or its subsidiaries (“BMO
Financial Group”) has lending arrangements with, or provide other remunerated services to, many issuers covered by BMO Capital Markets. The
opinions, estimates and projections contained in this report are those of BMO Capital Markets as of the date of this report and are subject to change
without notice. BMO Capital Markets endeavours to ensure that the contents have been compiled or derived from sources that we believe are reliable
and contain information and opinions that are accurate and complete. However, BMO Capital Markets makes no representation or warranty, express or
implied, in respect thereof, takes no responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising
from any use of, or reliance on, this report or its contents. Information may be available to BMO Capital Markets or its affiliates that is not reflected in
this report. The information in this report is not intended to be used as the primary basis of investment decisions, and because of individual client
objectives, should not be construed as advice designed to meet the particular investment needs of any investor. This material is for information purposes
only and is not an offer to sell or the solicitation of an offer to buy any security. BMO Capital Markets or its affiliates will buy from or sell to customers
the securities of issuers mentioned in this report on a principal basis. BMO Capital Markets or its affiliates, officers, directors or employees have a long
or short position in many of the securities discussed herein, related securities or in options, futures or other derivative instruments based thereon. The
reader should assume that BMO Capital Markets or its affiliates may have a conflict of interest and should not rely solely on this report in evaluating
whether or not to buy or sell securities of issuers discussed herein.

Additional Matters

To Canadian Residents: BMO Nesbitt Burns Inc. and BMO Nesbitt Burns Ltee/Ltd., affiliates of BMO Capital Markets Corp., furnish this report to
Canadian residents and accept responsibility for the contents herein subject to the terms set out above. Any Canadian person wishing to effect
transactions in any of the securities included in this report should do so through BMO Nesbitt Burns Inc. and/or BMO Nesbitt Burns Ltee/Ltd.

To U.S. Residents: BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd., affiliates of BMO NB, furnish this report to U.S. residents
and accept responsibility for the contents herein, except to the extent that it refers to securities of Bank of Montreal. Any U.S. person wishing to effect
transactions in any security discussed herein should do so through BMO Capital Markets Corp. and/or BMO Nesbitt Burns Securities Ltd.

To U.K. Residents: In the UK this document is published by BMO Capital Markets Limited which is authorised and regulated by the Financial
Services Authority. The contents hereof are intended solely for the use of, and may only be issued or passed on to, (I) persons who have professional
experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2005 (the “Order”) or (II) high net worth entities falling within Article 49(2)(a) to (d) of the Order (all such persons together referred to as “relevant
persons”). The contents hereof are not intended for the use of and may not be issued or passed on to, retail clients.

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST
BMO Financial Group (NYSE, TSX: BMO) is an integrated financial services provider offering a range of retail banking, wealth management, and investment and
corporate banking products. BMO serves Canadian retail clients through BMO Bank of Montreal and BMO Nesbitt Burns. In the United States, personal and
commercial banking clients are served by BMO Harris Bank N.A., Member FDIC. Investment and corporate banking services are provided in Canada and the US
through BMO Capital Markets.

BMO Capital Markets is a trade name used by BMO Financial Group for the wholesale banking businesses of Bank of Montreal, BMO Harris Bank N.A,
BMO Ireland Plc, and Bank of Montreal (China) Co. Ltd. and the institutional broker dealer businesses of BMO Capital Markets Corp. (Member SIPC),
BMO Nesbitt Burns Trading Corp. S.A., BMO Nesbitt Burns Securities Limited (Member SIPC) and BMO Capital Markets GKST Inc. (Member SIPC) in the
U.S., BMO Nesbitt Burns Inc. (Member Canadian Investor Protection Fund) in Canada, Europe and Asia, BMO Nesbitt Burns Ltée/Ltd. (Member Canadian
Investor Protection Fund) in Canada, BMO Capital Markets Limited in Europe, Asia and Australia and BMO Advisors Private Limited in India.

“Nesbitt Burns” is a registered trademark of BMO Nesbitt Burns Corporation Limited, used under license. “BMO Capital Markets” is a trademark of Bank of
Montreal, used under license. "BMO (M-Bar roundel symbol)" is a registered trademark of Bank of Montreal, used under license.

® Registered trademark of Bank of Montreal in the United States, Canada and elsewhere.
TM Trademark Bank of Montreal

©COPYRIGHT 2011 BMO CAPITAL MARKETS CORP.
A member of BMO 9 Financial Group
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