






 

THE OFFERING

Common stock outstanding prior to the offering: 59,190,366 shares
  
Common stock offered by the selling shareholder upon
exercise of warrants:

6,736,842 shares

  
Common stock outstanding immediately following
the offering:

65,927,208 shares

  
Use of proceeds: Except for the proceeds we receive upon the exercise of warrants, we will not

receive any proceeds from the sale of shares by the selling shareholder. See “Use of
Proceeds” on page 20.

  
Stock symbol: OTCBB: ASPU

The number of shares of common stock to be outstanding prior to and after this offering excludes:

 ● a total of 9,110,592 shares of common stock issuable upon the exercise of outstanding stock options;
 ● a total of 189,408 shares of common stock reserved for future issuance under our 2012 Equity Incentive Plan;
 ● a total of 11,512,686 shares of common stock issuable upon the exercise of warrants, which does not include the warrants

referred to above; and
 ● a total of 8,093,985 shares of common stock issuable upon the conversion of notes and a debenture.
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Effectively manage marketing costs (including creative and media).

Our marketing expenditures may not result in increased revenue or generate sufficient levels of brand name and program awareness. If our
media performance is not effective, our future results of operations and financial condition will be adversely affected.

Although our management is spearheading a new marketing and advertising program, it may not be successful.

Mr. Michael Mathews, our Chief Executive Officer, has developed a new marketing campaign designed to substantially increase our student
enrollment. While initial results have been as anticipated, there are no assurances that this marketing campaign will continue to be successful.
Among the risks are the following:

Our ability to compete with existing online colleges which have substantially greater financial resources, deeper management and
academic resources, and enhanced public reputations;
the emergence of more successful competitors;
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Although one of our directors has pledged shares of common stock to secure payment of a receivable, it is possible that the future
market price of our common stock will decline in which case we will incur an adverse impact to its future operating results and
financial condition.

In March 2012, one of our directors pledged a total of 117,943 shares of personally owned Aspen comm�9
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Because the personal information that we or our vendors collect may be vulnerable to breach, theft or loss, any of these factors
could adversely affect our reputation and operations.

Possession and use of personal information in our operations subjects us to risks and costs that could harm our business. Aspen uses a third
party to collect and retain large amounts of personal information regarding our students and their families, including social security numbers,
tax return information, personal and family financial data and credit card numbers. We also collect and maintain personal information of our
employees in the ordinary course of our business. Some of this personal information is held and managed by certain of our vendors. Errors in
the storage, use or transmission of personal information could result in a breach of student or employee privacy. Possession and use of
personal information in our operations also subjects us to legislative and regulatory burdens that could require notification of data breaches,
restrict our use of personal information, and cause us to lose our certification to participate in the Title IV programs. We cannot guarantee that
there will not be a breach, loss or theft of personal information that we store or our third parties store. A breach, theft or loss of personal
information regarding our students and their families or our employees that is held by us or our vendors could have a material adverse effect
on our reputation and results of operations and result in liability under state and federal privacy statutes and legal or administrative actions by
state attorneys general, private litigants, and federal regulators any of which could have a material adverse effect on our business, financial
condition, results of operations and cash flows.

Because the CAN-SPAM Act imposes certain obligations on the senders of commercial emails, it could adversely impact our ability
to market Aspen’s educational services, and otherwise increase the costs of our business.

The Controlling the Assault of Non-Solicited Pornography and Marketing Act of 2003, or CAN-SPAM Act, establishes requirements for
commercial email and specifies penalties for commercial email that violates the CAN-SPAM Act. In addition, the CAN-SPAM Act gives
consumers the right to require third parties to stop sending them commercial email.

The CAN-SPAM Act covers email sent for the primary purpose of advertising or promoting a commercial product, service, or Internet
website. The Federal Trade Commission, a federal consumer protection agency, is primarily responsible for enforcing the CAN-SPAM Act,
and the Department of Justice, other federal agencies, State Attorneys General, and Internet service providers also have authority to enforce
certain of its provisions.

The CAN-SPAM Act’s main provisions include:

Prohibiting false or misleading email header information;
Prohibiting the use of deceptive subject lines;
Ensuring that recipients may, for at least 30 days after an email is sent, opt out of receiving future commercial email messages
from the sender;
Requiring that commercial email be identified as a solicitation or advertisement unless the recipient affirmatively permitted the
message; and
Requiring that the sender include a valid postal address in the email message.

The CAN-SPAM Act also prohibits unlawful acquisition of email addresses, such as through directory harvesting and transmission of
commercial emails by unauthorized means, such as through relaying messages with the intent to deceive recipients as to the origin of such
messages.

Violations of the CAN-SPAM Act’s provisions can result in criminal and civil penalties, including statutory penalties that can be based in part
upon the number of emails sent, with enhanced penalties for commercial email companies who harvest email addresses, use dictionary attack
patterns to generate email addresses, and/or relay emails through a network without permission.

The CAN-SPAM Act acknowledges that the Internet offers unique opportunities for the development and growth of frictionless commerce,
and the CAN-SPAM Act was passed, in part, to enhance the likelihood that wanted commercial email messages would be received.

The CAN-SPAM Act preempts, or blocks, most state restrictions specific to email, except for rules against falsity or deception in commercial
email, fraud and computer crime. The scope of these exceptions, however, is not settled, and some states have adopted email regulations that, if
upheld, could impose liabilities and compliance burdens in addition to those imposed by the CAN-SPAM Act.

Moreover, some foreign countries, including the countries of the European Union, have regulated the distribution of commercial email and the
online collection and disclosure of personal information. Foreign governments may attempt to apply their laws extraterritorially or through
treaties or other arrangements with U.S. governmental entities.
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Because the DOE may conduct compliance reviews of us, we may be subject to adverse review and future litigation which could
affect our ability to offer Title IV student loans.

Because we operate in a highly regulated industry, we are subject to compliance reviews and claims of non-compliance and lawsuits by
government agencies, regulatory agencies, and third parties, including claims brought by third parties on behalf of the federal government. If
the results of compliance reviews or other proceedings are unfavorable to us, or if we are unable to defend successfully against lawsuits or
claims, we may be required to pay monetary damages or be subject to fines, limitations, loss of Title IV funding, injunctions or other penalties,
including the requirement to make refunds. Even if we adequately address issues raised by an agency review or successfully defend a lawsuit
or claim, we may have to divert significant financial and management resources from our ongoing business operations to address issues raised
by those reviews or to defend against those lawsuits or claims. Claims and lawsuits brought against us may damage our reputation, even if
such claims and lawsuits are without merit.

If our competitors are subject to further regulatory claims and adverse publicity, it may affect our industry and reduce our future
enrollment.

We are one of a number of for-profit institutions serving the postsecondary education market. In recent years, regulatory investigations and
civil litigation have been commenced against several companies that own for-profit educational institutions. These investigations and lawsuits
have alleged, among other things, deceptive trade practices and non-compliance with DOE regulations. These allegations have attracted
adverse media coverage and have been the subject of federal and state legislative hearings. Although the media, regulatory and legislative focus
has been primarily on the allegations made against specific companies, broader allegations against the overall for-profit school sector may
negatively affect public perceptions of other for-profit educational institutions, including Aspen. In addition, in recent years, reports on student
lending practices of various lending institutions and schools, including for-profit schools, and investigations by a number of state attorneys
general, Congress and governmental agencies have led to adverse media coverage of postsecondary education. Adverse media coverage
regarding other companies in the for-profit school sector or regarding us directly could damage our reputation, could result in lower
enrollments, revenues and operating profit, and could have a negative impact on our stock price. Such allegations could also result in increased
scrutiny and regulation by the DOE, Congress, accrediting bodies, state legislatures or other governmental authorities with respect to all for-
profit institutions, including us.

Due to new regulations or congressional action or reduction in funding for Title IV programs, our future enrollment may be
reduced and costs of compliance increased.

The Higher Education Act comes up for reauthorization by Congress approximately every five to six years. When Congress does not act on
complete reauthorization, there are typically amendments and extensions of authorization. Additionally, Congress reviews and determines
appropriations for Title IV programs on an annual basis through the budget and appropriations process. There is no assurance that Congress
will not in the future enact changes that decrease Title IV program funds available to students, including students who attend our institution.
Any action by Congress that significantly reduces funding for Title IV programs or the ability of our school or students to participate in these
programs would require us to arrange for other sources of financial aid and would materially decrease our enrollment. Such a decrease in
enrollment would have a material adverse effect on our revenues and results of operations. Congressional action may also require us to modify
our practices in ways that could result in increased administrative and regulatory costs and decreased profit margin.

We are not in position to predict with certainty whether any legislation will be passed by Congress or signed into law in the future. The
reallocation of funding among Title IV programs, material changes in the requirements for participation in such programs, or the substitution
of materially different Title IV programs could reduce the ability of students to finance their education at our institution and adversely affect
our revenues and results of operations.

If our efforts to comply with DOE regulations are inconsistent with how the DOE interprets those provisions, either due to insufficient time to
implement the necessary changes, uncertainty about the meaning of the rules, or otherwise, we may be found to be in noncompliance with
such provisions and the DOE could impose monetary penalties, place limitations on our operations, and/or condition or terminate our
eligibility to receive Title IV program funds. We cannot predict with certainty the effect the new and impending regulatory provisions will have
on our business.
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Investigations by state attorneys general, Congress and governmental agencies regarding relationships between loan providers and
educational institutions and their financial aid officers may result in increased regulatory burdens and costs.

In the past few years, the student lending practices of postsecondary educational institutions, financial aid officers and student loan providers
were subject to several investigations being conducted by state attorneys general, Congress and governmental agencies. These investigations
concern, among other things, possible deceptive practices in the marketing of private student loans and loans provided by lenders pursuant to
Title IV programs. Higher Education Opportunity Act, or HEOA, contains new requirements pertinent to relationships between lenders and
institutions. In particular, HEOA requires institutions to have a code of conduct, with certain specified provisions, pertinent to interactions
with lenders of student loans, prohibits certain activities by lenders and guaranty agencies with respect to institutions, and establishes
substantive and disclosure requirements for lists of recommended or suggested lenders of private student loans. In addition, HEOA imposes
substantive and disclosure obligations on institutions that make available a list of recommended lenders for potential borrowers. State
legislators have also passed or may be considering legislation related to relationships between lenders and institutions. Because of the evolving
nature of these legislative efforts and various inquiries and developments, we can neither know nor predict with certainty their outcome, or the
potential remedial actions that might result from these or other lor the
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Furthermore, because the for-profit education sector is growing at such a rapid pace, it is possible that accrediting bodies will respond to that
growth by adopting additional criteria, standards and policies that are intended to monitor, regulate or limit the growth of for-profit institutions
like us. Actions by, or relating to, an accredited institution, including any change in the legal status, form of control, or ownership/management
of the institution, any significant changes in the institution’s financial position, or any significant growth or decline in enrollment and/or
programs, could open up an accredited institution to additional reviews by the DETC.

If Aspen fails to meet standards regarding “gainful employment,” it may result in the loss of eligibility to participate in Title IV
programs.

The DOE’s regulations on gainful employment programs became effective July 1, 2012. Should a program fail the gainful employment
metrics three times within a four year period, the DOE would terminate the program’s eligibility for federal student aid (i.e., students in the
program would immediately lose eligibility to participate in Title IV programs), and the institution would not be able to reestablish the
program’s eligibility for at least three years, though the program could continue to operate without Title IV funding. The earliest a program
could lose eligibility under the gainful employment rule will be 2015, based on its 2012, 2013, and 2014 performance under the metrics.
Because the DOE’s gainful employment rules will be implemented over several years and are based at least in part on data that is unavailable
to us, it is not possible at this time to determine with any degree of certainty whether these new regulations will cause any of our programs to
become ineligible to participate in the Title IV programs. However, under this new regulation, the continuing eligibility of our educational
programs for Title IV funding is at risk due to factors beyond our control, such as changes in the actual or deemed income level of our
graduates, changes in student borrowing levels, increases in interest rates, changes in the federal poverty income level relevant for calculating
discretionary income, changes in the percentage of our former students who are current in repayment of their student loans, and other factors.
In addition, even though deficiencies in the metrics may be correctible on a timely basis, the disclosure requirements to students following a
failure to meet the standards may adversely impact enrollment in that program and may adversely impact the reputation of our educational
institutions.

If we fail to obtain required DOE approval for new programs that prepare students for gainful employment in a recognized
occupation, it could materially and adversely affect our business.

Under the DOE regulations, an institution must notify the DOE at least 90 days before the first day of class when it intends to add a program
that prepares students for gainful employment in a recognized occupation. The institution may proceed to offer the program, unless the DOE
advises the institution that the DOE must approve the program for Title IV purposes. In addition, if the institution does not provide timely
notice to the DOE regarding the additional program, the institution must obtain approval of the program for Title IV purposes. If the DOE
denies approval, the institution may not award Title IV funds in connection with the program. Were the DOE to deny approval to one or more
of our new programs, our business could be materially and adversely affected. Furthermore, compliance with these new procedures could
cause delay in our ability to offer new programs and put our business at a competitive disadvantage. Compliance could also adversely affect
our ability to timely offer programs of interest to our students and potential students and adversely affect our ability to increase our revenues.
As a result, our business could be materially and adversely affected.

If we fail to comply with the DOE’s substantial misrepresentation rules, it could result in sanctions against us.

The DOE may take action against an institution in the event of substantial misrepresentation by the institution concerning the nature of its
educational programs, its financial charges or the employability of its graduates. Under new regulations, the DOE has expanded the activities
that constitute a substantial misrepresentation. Under the DOE regulations, an institution engages in substantial misrepresentation when the
institution itself, one of its representatives, or an organization or person with which the institution has an agreement to provide educational
programs, marketing, advertising, or admissions services, makes a substantial misrepresentation directly or indirectly to a student, prospective
student or any member of the public, or to an accrediting agency, a state agency, or to the Secretary of Education. The final regulations define
misrepresentation as any false, erroneous or misleading statement, and they define a misleading statement as any statement that has the
likelihood or tendency to deceive or confuse. The final regulations define substantial misrepresentation as any misrepresentation on which the
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If we fail to comply with the DOE’s credit hour requirements, it could result in sanctions against us.

The DOE has defined “credit” hour for Title IV purposes. The credit hour is used for Title IV purposes to define an eligible program and an
academic year and to determine enrollment status and the amount of Title IV aid that an institution may disburse in a payment period. The final
regulations define credit hour as an institutionally established equivalency that reasonably approximates certain specified time in class and out
of class and an equivalent amount of work for other academic activities. The final regulations also require institutional accreditors to review an
institution’s policies, procedures, and administration of policies and procedures for assignment of credit hours. An accreditor must take
appropriate actions to address an institution’s credit hour deficiencies and to notify the DOE if it finds systemic noncompliance or significant
noncompliance in one or more programs. The DOE has indicated that if it finds an institution to be out of compliance with the credit hour
definition for Title IV purposes, it may require the institution to repay the amount of Title IV awarded under the incorrect assignment of credit
hours and, if it finds significant overstatement of credit hours, it may fine the institution or limit, suspend, or terminate its participation in Title
IV programs, as a result of whpro det oƀc�e enrollmlls i� itle
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If our common stock becomes subject to a “chill” imposed by the Depository Trust Company, or DTC, your ability to sell your
shares may be limited.

The DTC acts as a depository or nominee for street name shares that investors deposit with their brokers. Until the fourth quarter of 2012, our
stock was not eligible to be electronically transferred among DTC participants (broker-dealers) and required delivery of paper certificates as a
result of a “chill” imposed by DTC. As a result of becoming “DTC-Eligible”, our common stock is no longer subject to a chill. However,
DTC in the last several years has increasingly imposed a chill or freeze on the deposit, withdrawal and transfer of common stock of issuers
whose common stock trades on the Bulletin Board. Depending on the type of restriction, a chill or freeze can prevent shareholders from
buying or selling shares and prevent companies from raising money. A chill or freeze may remain imposed on a security for a few days or an
extended period of time (in at least one instance a number of years). While we have no reason to believe a chill or freeze will be imposed
against our common stock again in the future, if it were your ability to sell your shares would be limited. In such event, your investment will
be adversely affected.

Due to factors beyond our control, our stock price may be volatile.

Any of the following factors could affect the market price of our common stock:

Our failure to generate increasing material revenues;
Our failure to become profitable;
Our failure to raise working capital;
Our public disclosure of the terms of any financing which we consummate in the future;
Disclosure of the results of our monthly tuition plan;
Actual or anticipated variations in our quarterly results of operations including class starts by existing student and new
enrollments;  
Announcements by us or our competitors of significant contracts, new services, acquisitions, commercial relationships, joint
ventures or capital commitments;
The DOE’s failure to approve our application for permanent certification or its imposition of material conditions on our activities;
The loss of Title IV funding or other regulatory actions;
Our failure to meet financial analysts’ performance expectations;
Changes in earnings estimates and recommendations by financial analysts;
The sale of large numbers of shares of common stock which we have registered;
Short selling activities; or
Changes in market valuations of similar companies.

In the past, following periods of volatility in the market price of a company’s securities, securities class action litigation has often been
instituted. A securities class action suit against us could result in substantial costs and divert our management’s time and attention, which
would otherwise be used to benefit our business.

Because we may issue preferred stock without the approval of our shareholders and have other anti-takeover defenses, it may be
more difficult for a third party to acquire us and could depress our stock price.
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PRIVATE PLACEMENTS

From March to July 2012, we sold approximately $1.7 million of secured convertible notes, or Notes, and approximately 1.3 million warrants
to purchase our common stock from which we received approximately $1.4 million in net proceeds. The Notes converted into Aspen Group's
common stock at $0.3325 per share. The warrants are exercisable over a five-year period and are exercisable at $0.3325 per share.
Additionally, 202,334 shares and 50,591 warrants were issued in connection with accumulated interest accruing as of the conversion date.

In September 2012, we sold $2,757,000 of units. The units contained 7,877,144 shares of common stock and 3,938,570 five-year warrants
exercisable at $0.50 per share.

In December 2012, we sold $715,000 of units. The units contained 2,042,857 shares of common stock and 1,021,432 five-year warrants
exercisable at $0.50 per share.

In February 2013, we sold $315,000 of units. The units contained 900,000 shares of common stock and 450,000 five-year warrants
exercisable at $0.50 per share.

In March 2013, we sold $250,000 of units. The units contained 714,286 shares of common stock and 357,143 five-year warrants exercisable
at $0.50 per share.

In April 2013, we sold $600,328 of units. The units contained 1,715,217 shares of common stock and 857,606 five-year warrants exercisable
at $0.50 per share.

In September 201�14,286 shSnits



 

CAPITALIZATION

The following table sets forth our capitalization as of July 31, 2013. The table should be read in conjunction with the consolidated financial
statements and related notes included elsewhere herein:

  

As of
July 31,

2013  
    
Cash and cash equivalents  $ 641,009 
Restricted Cash   265,310 
Debt:   

Convertible notes (includes $600,000 to related parties)    800,000 
Loan payable to related party   1,000,491 
Line of Credit   245,482 

Shareholders’ deficiency:   
Common stock   59,190 
Treasury stock   (70,000)
Additional paid-in capital   13,667,387 
Accumulated deficit   (13,845,662)

Total shareholders’ deficiency  $ (194,085)

The table above does not include the $2,240,000 Debenture issued to Hillair.  See the description above under “Private Placements”.

MARKET FOR COMMON STOCK

Our stock trades on the Bulletin Board, under the symbol “ASPU.” Since March 31, 2011, Aspen Group’s common stock has been quoted on
the Bulletin Board. The last reported sale price of our common stock as reported by the Bulletin Board on October 10, 2013 was $0.21. As of
that date, we had approximately 240 record holders of our common stock and we believe that there are substantially more beneficial owners
than record holders.

The following table provides the high and low bid price information for our common stock for the periods our stock was quoted on the
Bulletin Board. For the period our stock was quoted on the Bulletin Board, the prices reflect inter-dealer prices, without retail mark-up, mark-
down or commission and does not necessarily represent actual transactions. Our common stock does not trade on a regular basis.

    Prices (1)(2)  
Year  Period Ended  High   Low  

         
2013  July 31  $ 0.51  $ 0.25 
  April 30  $ 0.55  $ 0.26 
  January 31  $ 0.80  $ 0.50 
           
2012  October 31  $ 3.75  $ 0.75 
  July 31  $ 3.75  $ 3.75 
  April 30  $ 6.50  $ 3.28 
  January 31  $ 6.50  $  6.50 
            
2011  October 31  $  6.50  $  6.50 

———————
(1) All prices give effect to a 12-for-1 forward stock split effected in June 2011.
(2) All prices give effect to a 1-for-2.5 reverse stock split effected in February 2012.

Dividend Policy

We have not paid cash dividends on our common stock and do not plan to pay such dividends in the foreseeable future. Our Board will
determine our future dividend policy on the basis of many factors, including results of operations, capital requirements, and general business
conditions.  Under the Debenture, we are precluded from paying cash dividends.
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Costs and Expenses

General and Administrative

General and administrative costs for the 2013 Transition Period were $1,670,812 compared to $2,123,685 during the 2012 Transition Period,
a decrease of $452,873 or 21%. The decrease is comprised of two major components – payroll costs and professional fees. Payroll costs
decreased by approximately $225,000 and professional fees decreased by approximately $276,000 primarily related to legal and accounting
fees. Included in the 2012 am�012







 

Costs and Expenses

General and Administrative

General and administrative costs for the year ended December 31, 2012 increased to $5,235,282 from $3,593,956 for the year ended
December 31, 2011, an increase of 46%. The most significant factor is the higher employment level as Aspen increased staffing to support its
growth objectives. To that end, payroll costs for the period rose to $2,716,302 from the prior year period’s $1,596,711, an increase of 70%.
Separately, professional fees for the period rose to $920,086 from $583,416, an increase of 58%. Within professional fees, accounting fees for
the period rose to $509,711 from $58,707, a 768% increase, while legal fees for the period declined to $395,375 from $523,233, a 24%
decrease. Activities supported by the increased level of professional fees were reverse merger regulatory filings with the DOE and the DETC,
post-reverse merger regulatory filings with the DOE, the filing of the Super 8-K and Form 10-Qs with the SEC, along with our capital raising
and other transactional activities. Relative to the professional fees incurred a total of $702,093 is non-recurring (accounting, $340,778; legal,
$361,315). We expect professional fees to decline in 2013, particularly as Aspen Group’s auditors agreed to a flat-fee arrangement. Apart
from payroll costs and professional fees, bad debt expense for the period rose to $132,952 as management took steps to ensure the
conservative presentation of our consolidated financial statements. Separately, general and administrative costs in 2012 included non-cash
stock-based compensation expense of $347,657 as a result of the implementation of, and stock option grants under, the 2012 Equity Incentive
Plan. Based on grants made to date, non-cash stock-based compensation expense should be approximately $374,000 in calendar year 2013.
We expect to recognize an additional $607,000 of non-cash stock-based compensation through December 31, 2016. Excluding payroll,
professional fees, bad debt expense and non-cash stock-based compensation expense, general and administrative costs for the year ended
December 31, 2012 declined to $1,118,285 from $1,413,829, a decrease of 21%.

Overall general and administrative costs are expected to experience moderate growth in calendar year 2013 from 2012 as the cost associated
with state regulatory compliance and DOE reporting requirements on topics such as gainful employment standards will increase in calendar
year 2013. It is not feasible to quantify these future costs.

Receivable Collateral Valuation Reserve

Due to a change in the estimated value of the collateral supporting the Account Receivable, secured – related party from $1.00/share to
$0.35/share based on the financing by Aspen Group that closed September 28, 2012, a non-cash valuation reserve expense of $502,315 was
recorded for the year ended December 31, 2012.

Depreciation and Amortization

Depreciation and amortization costs for the year ended December 31, 2012 rose to $397,923 from $264,082 for the year ended December 31,
2011, an increase of 51%. The increase is primarily attributable to higher levels of capitalized technology costs as Aspen continues the
infrastructure build-out initiated in 2011.

Other Income (Expense)

Other income (expense) for the year ended December 31, 2012 declined to an expense of ($354,418) from an expense of ($40,070), a
decrease of $314,348. The decrease is primarily attributable to interest expense related to the issuance of $2,006,000 in convertible notes
payable during the period along with the amortization of debt issue costs. On the closing of the financing on September 28, 2012, the
convertible notes were converted into common shares at a per share price of $0.3325.

Income Taxes

Income taxes expense (benefit) for the year ended December 31, 2012 and the year ended December 31, 2011 were $0 as Aspen Group
experienced operating losses in both periods. As management made a full valuation allowance against the deferred tax assets stemming from
these losses, there was no tax benefit recorded in the statement of operations in both periods.
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Net cash used in operating activities during the 2013 Transition Period totaled ($918,914) and resulted primarily from a net loss of
($1,402,982) offset by non-cash items of $350,331, of which the $159,269 in Depreciation and Amortization and $154,062 in Stock based
compensation were the most significant, and a net change in operating assets and liabilities of $918,941, of which the $288,117, increase in
accounts receivable was the most significant.

Net cash used in operating activities during the 2012 Transition Period totaled ($1,132,264) and resulted primarily from a net loss of
($2,250,498) offset by non-cash items of $236,372 and a net change in operating assets and liabilities of $957,361.

Net cash used in operating activities during the year ended December 31, 2012 totaled ($4,522,710) and resulted primarily from a net loss
from continuing operations of ($6,147,044) offset by non-cash items of $1,796,910 and a net change in operating assets and liabilities of
($172,576). Net cash used in operating activities include non-recurring expenses of $702,093 which are comprised of professional fees related
to activities discussed previously (see General & Administrative Expense above).

Net cash used in operating activities during the year ended December 31, 2011 totaled ($1,679,330) and resulted primarily from a net loss
from continuing operations of ($2,593,139) offset by non-cash items of $307,282 and a net change in operating assets and liabilities of
$606,527, of which the $264,082 in Depreciation and Amortization, the increase in accounts receivable of $468,424 and the $390,628 increase
in accounts payable were the most significant.

Net Cash Used in Investing Activities

Net cash used in investing activities during the 2013 Quarter totaled ($105,022) and resulted primarily from capitalized technology
expenditures.

Net cash used in investing activities during the 2012 Quarter totaled ($104,861), resulting primarily from capitalized technology expenditures.

Net cash used in investing activities during the 2013 Transition Period totaled ($166,395) and resulted primarily from capitalized technology
expenditures.

Net cash used in investing activities during the 2012 Transition Period totaled ($59,511), resulting primarily from capitalized technology
expenditures of ($200,933), offset by officer loan repayments received of $150,000.

Net cash used in investing activities during the year ended December 31, 2012 totaled ($619,801) and resulted primarily from capitalized
technology and courseware expenditures of ($505,146) and a net increase of restricted cash of ($264,992), offset by officer loan repayments
received of $150,000.

Net cash used in investing activities during the year ended December 31, 2011 totaled ($1,261,777) and resulted primarily from capitalized
technology and courseware expenditures of ($1,114,977), and an advance to an officer of ($388,210) offset by repayments of $238,210.

Net Cash Provided By Financing Activities

Net cash provided by financing activities during the 2013 Quarter totaled $947,242 which resulted primarily from the receipt of a $1,000,000
loan from the Chief Executive Officer.

Net cash provided by financing activities during the 2012 Quarter totaled $925,112 and resulted primarily from proceeds from the issuance of
convertible notes.

Net cash provided by financing activities during the 2013 Transition Period totaled $1,041,540 which resulted primarily from the issuance of
common shares and warrants.

Net cash provided by financing activities during the 2012 Transition Period totaled $938,765 and resulted primarily from proceeds from the
issuance of convertible notes.

Net cash provided by financing activities during the year ended December 31, 2012 totaled $4,901,548 which resulted primarily from
proceeds from the net issuance of debt and equity securi�tivi su ering the 2013 QeԀeds from the isu ering thg thg thg thgi eofficer loan rrrre rre rre rre rr ir
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BUSINESS

On March 13, 2012, Aspen Group, Inc., or Aspen Group, and Aspen University Inc., a privately held Delaware corporation, or Aspen,
closed a Merger Agreement whereby Aspen became a wholly-owned subsidiary of Aspen Group. We refer to the merger as the “Reverse
Merger.” All references to “we,” “our” and “us” refer to Aspen Group, unless the context otherwise indicates. In referring to academic
matters, these words refer solely to Aspen University.

Change in Fiscal Year

On April 25, 2013, Aspen Group changed its fiscal year to end each year on April 30th. In connection with our change in fiscal year, we filed
a Transition Report on July 30, 2013 which contained consolidated financial statements which covered the four month period beginning
January 1, 2013 and ending April 30, 2013 and the historical activities of the years ended December 31, 2012 and 2011. Our current fiscal
year covers the 12 month period from May 1, 2013 through April 30, 2014.

Description of Business

Aspen’s mission is to become an institution of choice for adult learners by offering cost-effective, comprehensive, and relevant online
education. We are dedicated to helping our students exceed their personal and professional objectives in a socially conscious and economically
sensible way. Aspen’s mission in fact is to help students achieve their long-term goals of upward mobility and long-term economic success
through providing superior education, exerting financial prudence, and supporting our students’ career advancement goals. Aspen is dedicated
to providing the highest quality education experiences taught by top-tier professors - 61% of our adjunct professors hold doctorate degrees.

Because we believe higher education should be a catalyst to our students’ long-term economic success, we exert financial prudence by offering
affordable tuition that is one of the greatest values in online higher education. We have expanded our degree offerings broadly but the vision
remains the same: to provide students with the best value in high quality education and to help them achieve their academic and career goals.

One of the key differences between Aspen and other publicly-traded, exclusively online, for-profit universities is an emphasis on post-
graduate degree programs (master or doctorate). As of September 30, 2013, 2,151 students were enrolled as full-time degree-seeking students
with 1,858 of those students or 86% in a master or doctoral graduate degree program. In addition, 1,043 students are engaged in part-time
programs, such as continuing education courses, certificate level programs and active duty military students enrolled in undergraduate
programs).

Today, Aspen offers certificate programs and associate, bachelor, master   �raduaoഀr, masterrrm 
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Admissions

In considering candidates for acceptance into any of our certificate or degree programs6
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As described above, certain DOE regulations have been challenged and the lawsuit is currently before a federal appeals court. The same
plaintiff in that lawsuit also filed a lawsuit in the U.S. District Court for the District of Columbia challenging the DOE’s final regulations on
gainful employment, which are discussed below. The lawsuit is currently pending.

The DOE currently is in the process of developing proposed regulations to amend regulations pertinent to the Title IV loan programs and
teacher education. We are unable to predict the timing or the proposed or final form of any regulations that the DOE ultimately may adopt and
the impact of such regulations on our business.

Administrative Capability. DOE regulations specify extensive criteria by which an institution must establish that it has the requisite
“administrative capability” to participate in Title IV programs. Failure to satisfy any of the standards may lead the DOE to find the institution
ineligible to participate in Title IV programs or to place the institution on provisional certification as a condition of its participation. To meet the
administrative capability standards, an institution must, among other things:

comply with all applicable Title IV program regulations;
have capable and sufficient personnel to administer the federal student financial aid programs;
have acceptable methods of defining and measuring the satisfactory academic progress of its students;
have cohort default rates above specified levels;
have various procedures in place for safeguarding federal funds;
not be, and not have any principal or affiliate who is, debarred or suspended from federal contracting or engaging in activity that is
cause for debarment or suspension;
provide financial aid counseling to its students;
refer to the DOE’s Office of Inspector General any credible information indicating that any applicant, student, employee, or agent of
the institution, has been engaged in any fraud or other illegal conduct involving Title IV programs;
report annually to the Secretary of Education on any reasonable reimbursements paid or provided by a private education lender or
group of lenders to any employee who is employed in the institution’s financial aid office or who otherwise has responsibilities
with respect to education loans;
develop and apply an adequate system to identify and resolve conflicting information with respect to a student’s application for Title
IV aid;
submit in a timely manner all reports and financial statements required by the regulations; and
not otherwise appear to lack administrative capability.

Among other things, DOE regulations require that an institution must evaluate satisfactory academic progress (1) at the end of each payment
period if the length of the educational program is one academic year or less or (2) for all other educational programs, at the end of each
payment period or at least annually to correspond to the end of a payment period. Second, the DOE regulations add an administrative
capability standard related to the existing requirement that students must have a high school diploma or its recognized equivalent in order to be
eligible for Title IV aid. Under the administrative capability standard, institutions must develop and follow procedures for evaluating the
validity �ymenstud e for Title IVot ha⌁耀dt  std
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A change of control also could occur as a result of future transactions in which Aspen is involved. Some corporate reorganizations and some
changes in the Board are examples of such transactions. Moreover, the potential adverse effects of a change of control could influence future
decisions by us and our shareholders regarding the sale, purchase, transfer, issuance or redemption of our stock. In addition, the regulatory
burdens and risks associated with a change of control also could discourage bids for your shares of common stock and could have an adverse
effect on the market price of your shares.

Possible Acquisitions. In addition to the planned expansion through Aspen’s new marketing program, we may expand through acquisition of
related or synergistic businesses. Our internal growth is subject to monitoring and ultimately approval by the DETC. If the DETC finds that
the growth may adversely affect our academic quality, the DETC can request us to slow the growth and potentially withdraw accreditation and
require us to re-apply for accreditation. The DOE may also impose growth restrictions on an institution, including in connection with a change
in ownership and control. While acquisitions of online universities would be subject to approval by the DETC, approval of businesses which
supply services to online universities or which provide educational services and/or products may not be subject to regulatory approval or
extensive regulation.

Property

Our corporate headquarters are located in a facility in Denver, Colorado, consisting of approximately 3,900 square feet of office space under a
lease that expires in September 2015. This facility accommodates our academic operations. Our executive offices are in New York City where
we lease approximately 2,000 square feet under a month-to-month sublease. We operate a call center in Scottsdale, Arizona where we lease
approximately 2,600 square feet under a three-year term. We believe that our existing facilities are suitable and adequate and that we have
sufficient capacity to meet our current anticipated needs.

Legal Proceedings

On February 11, 2013, the former chairman of Aspen, Mr. Patrick Spada and a corporation he controls, filed suit against Aspen Group,
Aspen, our Board of Directors, our Chief Executive Officer, our former Chief Financial Officer (and current Executive Vice President,
Corporate Development) and an unrelated party in the New York Supreme Court located in Manhattan. The Defendant group filed a motion to
dismiss the complaint, identifying multiple reasons the case had no merit. In response to the motion, the Plaintiffs filed an Amended Complaint
which dropped the unrelated party as a Defendant, dropped certain claims against certain directors, made changes to the allegations and
manufactured additional meritless claims.

The Amended Complaint has two general types of claims: (i) derivative claims where the Plaintiffs allege breaches of fiduciary duty, waste
and shareholder dilution which, if proven, would entitle Aspen Group, and not the Plaintiffs, to recover money from the Defendants; and (ii)
individual claims for defamation, breach of fiduciary duty and breach of contract which, if proven, would entitle the Plaintiffs to recover. As
was previously disclosed, Aspen Group does not believe any of the claims, even as amended, have merit.

The gravamen of the derivative claims are that the officers and directors (i) breached their fiduciary duty by (a) including allegedly false
statements that Mr. Spada owed approximately $2.2 million to Aspen Group in various of Aspen Group’s SEC and DOE filings, (b)
imprudently managing Aspen Group’s assets by spending too much money on certain marketing and promotional efforts, (c) using Aspen
Group’s funds for expenses which were not intended to benefit Aspen Group, and (ii) unfairly diluted Aspen Group shareholders and Aspen
University as a result of certain capital raising efforts by Aspen Group. The gravamen of the individual claims are that (a) Mr. Spada was
“defamed” by Aspen Group’s inclusion in its SEC and DOE filings of the disclosure that Mr. Spada borrowed approximately $2.2 million
without board approval, and (b) Aspen Group breached three separate agreements with Mr. Spada and his company, one of which involved
Aspen Group agreeing to purchase certain shares of Aspen Group stock under certain conditions (which were never met), one consulting
agreement, and one agreement which gave the Plaintiffs certain registration rights. As with the derivative claims, Aspen Group believes that
none of these claims have any merit in either fact or law.

Aspen Group and the other Defendants firmly believe that the suit, as amended, continues to be baseless and was filed primarily because
Aspen Group refused to purchase additional shares of the Plaintiffs’ common stock of Aspen Group on unacceptable terms.
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The Plaintiffs’ allegations that false or defamatory statements were included in Aspen Group’s filings are based on the following disclosures
in multiple SEC and DOE filings: “…Aspen discovered in November 2011 that HEMG had borrowed $2,195,084 from it from 2005 to 2012
without Board of Directors authority. Aspen has been unable to reach any agreement with Mr. Spada concerning repayment and is considering
its options.” In the same filings, Aspen Group disclosed that “There is no agreement with the former chairman that this sum is due and in fact
he has denied liability and even claimed that Aspen owes him money.” Aside from these disclosures being factually accurate, Aspen Group
believes they cannot, as a matter of law, form the basis of a defamation or breach of fiduciary duty claim.

The Plaintiffs’ allegations concerning imprudent management of company funds are categorically false. Furthermore, the management of
Aspen Group’s affairs and how its funds are expended are protected from a disgruntled shareholder’s opinion by the business judgment rule
and the provision in Aspen Group’s charter eliminating liability of directors for such claims. The claim that travel expenses and work was
performed by Aspen Group on behalf of another corporation for which Aspen Group’s Chief Executive Officer then served as Chairman of
the Board is also categorically false, but even if true, like the remaining breach of fiduciary claims, the ultimate beneficiary is Aspen Group and
not the Plaintiffs.

The claim for unfair dilution is similarly baseless. A company is free to enter into any good faith transaction which may result in the dilution of
shareholders’ shares. The mere fact that the Plaintiff’s ownership was diluted does not constitute bad faith and is not sufficient to sustain a
claim for equity dilution. In addition, other requirements for a dilution claim are not alleged in the amended complaint, nor could they be
because no such claim exists.

The breach of contract claims consist of three distinct claims: firs�i t consti] clasult s�i t consti]�addct claf
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Director Compensation
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PRINCIPAL SHAREHOLDERS

The following table sets forth the number of shares of Aspen Group’s common stock beneficially owned as of October 10, 2013 by (i) those
persons known by Aspen Group to be owners of more than 5% of its common stock, (ii) each director (iii) the Named Executive Officers (as
disclosed in the Summary Compensation Table), and (iv) Aspen Group’s executive officers and directors as a group. Unless otherwise
specified in the notes to this table, the address for each person is: c/o Aspen Group, Inc. 224 West 30th Street, Suite 604 New York, New
York 10001.

 

Title of Class  
Beneo o F



 

(12) HEMG: Higher Education Management Group, Inc., or HEMG, is an entity controlled by Aspen’s former Chairman, Patrick Spada. A
total of 772,793 shares of Aspen Group common stock are pledged to Aspen to secure payment of $772,793 originally due in December
2013, and now due in 2014. The shares not pledged to Aspen are subject to a lien which is further described on page 67.

(13) HEMG: At inception, Aspen issued all of its 10 million shares of authorized common stock to HEMG. In order to raise money over a
five-year perio� HEMG, ist









 

DESCRIPTION OF SECURITIES

We are authorized to issue 120,000,000 shares of common stock, par value $0.001 per share, and 10,000,000 shares of preferred stock, par
value $0.001 per share. As of the date of this prospectus, 59,190,366 shares of common stock and 0 shares of preferred stock are outstanding
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ASPEN GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

  July 31,   April 30,  
  2013   2013  
  (Unaudited)     

Assets       
       
Current assets:       

Cash and cash equivalents  $ 641,009  $ 724,982 
Restricted cash   265,310   265,173 
Accounts receivable, net of allowance of $86,372 and $72,535, respectively   493,587   364,788 
Prepaid expenses   350,022   165,426 
Net assets from discontinued operations (Note 1)   257,322   113,822 

Total current assets   2,007,250   1,634,191 
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ASPEN GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY (DEFICIENCY)

FOR THE THREE MONTHS ENDED JULY 31, 2013
(Unaudited)

                 Total  
        Additional         Stockholders'  
  Common Stock   Paid-In   Treasury   Accumulated   Equity  
  Shares   Amount   Capital   Stock   Deficit   (Deficiency)  
Balance at April 30, 2013   58,573,222  $ 58,573  $ 13,345,888  $ (70,000) $(12,740,086) $ 594,375 
Issuance of common shares for investor

relations services   617,143   617   215,383   -    -    216,000 
Offering cost for professional services from

private placement   -    -    (48,240)  -    -    (48,240)
Stock-based compensation   -    -    149,356   -    -    149,356 
Net loss, three months ended July 31, 2013   -    -    -    -    (1,105,576)  (1,105,576)
Balance at July 31, 2013   59,190,365  $ 59,190  $ 13,662,387  $ (70,000) $(13,845,662) $ (194,085)

The accompanying unaudited notes are an integral part of these unaudited condensed consolidated financial statements.
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ASPEN GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

July 31, 2013
(Unaudited)

Note 1.Nature of Operations and Going Concern

Overview

Aspen Group, Inc. (together with its subsidiary, the “Company” or “Aspen”) was founded in Colorado in 1987 as the International School of
Information Management. On September 30, 2004, it was acquired by Higher Education Management Group, Inc. (“HEMG”) and changed its
name to Aspen University Inc. On March 13, 2012, the Company was recapitalized in a reverse merger. All references to the Company or
Aspen before March 13, 2012�n 



ASPEN GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

July 31, 2013
(Unaudited)

2. Discontinued Operations

As of March 31, 2013, the Company decided to discontinue business activities related to its “Certificate in Information Technology with a
specialization in Smart Home Integration” program so that it may focus on growing its full-time, degree-seeking student programs, which have
higher gross margins. On April 5, 2013, the Company gave 120-day notice to CLS 123, LLC of its intent to terminate the agreement between
the Company and CLS 123, LLC dated November 9, 2011. Thus, as of August 3, 2013, the Company shall no longer be offering the
“Certificate in Information Technology with a specialization in Smart Home Integration” program. The termination of the “Smart Home
Integration Certificate” program qualifies as a discontinued operation and accordingly the Company has excluded results for this component
from its continuing operations in the condensed consolidated statements of operations for all periods presented. The following table shows the
results of the “Smart Home Integration Certificate” program component included in the income (loss) from discontinued operations:

  
For the

Three Months Ended  
  July 31,  
  2013   2012  
       
Revenues  $ 222,625  $ 659,790 
         
Costs and expenses:         

Instructional costs and services   200,362   569,747 
Total costs and expenses   200,362   569,747 

         
Income (loss) from discontinued operations, net of income taxes  $ 22,263  $ 90,043 

The major classes of assets and liabilities of discontinued operations on the balance sheet are as follows:

  July 31,   April 30,  
  2013   2013  
Assets       

Cash and cash equivalents  $ -  $ - 
Accounts receivable, net of allowance of $295,045 and $295,045, respectively   257,322   113,822 
Other currei
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ASPEN GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

July 31, 2013
(Unaudited)

On March 13, 2012, the Company’s CEO loaned the Company $300,000 and received a convertible promissory note due March 31, 2013,
bearing interest at 0.19% per annum. The note is convertible into common shares of the Company at the rate of $1.00 per share upon five days
written notice to the Company. The Company evaluated the convertible note and determined that, for the embedded conversion option, there
was no beneficial conversion value to record as the conversion price is considered to be the fair market value of the common shares on the
note issue date. On September 4, 2012, the maturity date was extended to Aug� erst at





ASPEN GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

July 31, 2013
(Unaudited)

Note 9. Stockholders’ Equity

Common Stock

As part of two contracts entered into during the three months ended July 31, 2013, the Company issued restricted stock to two firms as part of
their fees for services. The fair value of the stock issued was set up as a prepaid expense and is being amortized over the service period of the
contract. On June 27, 2013, the Company issued one firm 317,143 shares of its common stock valued at $0.35 per share (based on recent
sales of shares by the Company) to an investor relations firm pursuant to a service agreement with two service components, one for three
months and one for 12 months. The $111,000 of expense is being recognized in two pieces, $90,000 over 12 months and $21,000 over three
months. On July 24, 2013, the Company issued the second firm 300,000 shares of its common stock valued at $0.35 per share (based on
recent sales of shares by the Company) to a business development consultant pursuant to a six month consulting agreement. The $105,000 of
expense is being recognized over the service period of the contract.

Warrants

A summary of the Company’s warrant activity during the three months ended July 31, 2013 is presented below:

        Weighted     
     Weighted   Average     
     Average   Remaining   Aggregate  
  Number of   Exercise   Contractual   Intrinsic  
Warrants  Shares   Price   Term   Value  
Balance Outstanding, April 30, 2013   9,090,292  $ 0.46       

Granted   1,115,026   0.33       
Exercised   -    -        
Forfeited   (40,000)   0.50       
Expired   -    -        

Balance Outstanding, July 31, 2013   10,165,318  $ 0.45   4.1  $ 51,862 
                 
Exercisable, July 31, 2013   10,165,318  $ 0.45   4.1  $ 51,862 

The Company issued 1,115,026 warrants to a placement agent as a fee related to prior investments. There was no accounting effect for this
warrant issuance.

Certain of the Company’s warrants contain price protection. The Company evaluated whether the price protection provision of the warrant
would cause derivative treatment. In its assessment, the Company determined that since its shares are not readily convertible to cash due to an
inactive trading market, the warrants are excluded from derivative treatment.

Stock Incentive Plan and Stock Option Grants to Employees and Directors

Immediately following the closing of the Reverse Merger, on March 13, 2012, the Company adopted the 2012 Equity Incentive Plan (the
“Plan”) that provides for the grant of 2,500,000 shares (increased to 5,600,000 shares effective September 28, 2012, to 8,000,000 shares
effective January 16, 2013 and to 9,300,000 on May 14, 2013) in the form of incentive stock options, non-qualified stock options, restricted
shares, stock appreciation rights and restricted stock units to employees, consultants, officers and directors. On January 16, 2013, 1,291,167
options were modified to be Plan options. There was no accounting effect for such modifications. As of July 31, 2013, 459,408 shares were
remaining under the Plan for future issuance.

During the three months ended July 31, 2013, the Company granted to employees 1,536,211 stock options, all of which were under the Plan,
having an exercise price of $0.35 per share. 200,000 of these options vest pro rata over two years on each anniversary date, 545,000 of these
options vest pro rata over three years on each anniversary date and 791,211 vest over 7 months starting June 30, 2013. All options expire five
years from the grant date. The total fair value of stock options granted to employees during the three months ended July 31, 2013 was
$184,345, which is being recognized over the respective vesting periods. The Company recorded compensation expense of $148,608 for the
three months ended July 31, 2013, in connection with outstanding employee stock options. The Company recorded compensation expense of
$52,701 for the three months ended July 31, 2012, in connection with outstanding employee stock options.

F-15

ASPEN GROUP, INC. AND SUBSIDIARIES





ASPEN GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

July 31, 2013
(Unaudited)

Stock Option Grants to Non-Employees

On March 15, 2012, the Company granted 175,000 stock options to non-employees, all of which were under the Plan, having an exercise
price of $1.00 per share. The options vest pro rata over three years on each anniversary date; all options expire five years from the grant date.
The total fair value of the stock options granted was $57,750, all of which was recognized immediately as these stock options were issued for
prior services rendered. On December 17, 2012, the Company repriced the stock options issued from having an exercise price of $1.00 per
share to $0.35 per share. Accordingly, the incremental increase in the fair value of $15,750 was recognized immediately.

There were no stock options granted to non-employees during the three months ended July 31, 2013. The Company recorded compensation
expense of $748 and $0 for the three months ended July 31, 2013 and 2012, in connection with non-employee stock options.

The following table summarizes the assumptions the Company utilized to record compensation expense for stock options granted to non-
employees during the three months ended July 31, 2013:

  July 31,
Assumptions  2013
Expected life (years)  N/A
Expected volatility  N/A
Weighted-average volatility  N/A
Risk-free interest rate  N/A
Dividend yield  N/A

A summary of the Company’s stock option activity for non-employees during the three months ended July 31, 2013 is presented below:

     Weighted   Average     
     Average   Remaining   Aggregate  
  Number of   Exercise   Contractual   Intrinsic  
Options  Shares   Price   Term   Value  
Balance Outstanding, April 30, 2013   270,000  $ 0.35       

Granted   -   $ -       
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ASPEN GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

July 31, 2013
(Unaudited)

Note 11. Subsequent Events

In September 2013, the Company and an institutional investor (the "Institutional Investor") signed a Term Sheet with respect to a loan of up to
$2,240,000 to be evidenced by 18 month original issue discount convertible debentures (the "Debentures") with gross proceeds of
$2,000,000. The investor has agreed, subject to completion of due diligence, execution of a definitive Securities Purchase Agreement and
customary closing conditions to lend the Company $1,500,000.  Payments on the Debentures are due 25% on November 1, 2014, 25% on
January 1, 2015 and the remaining 50% on April 1, 2015 as a final payment. The Company has the option to pay the interest or principal in
stock subject to certain “Equity Conditions” such as giving notice of its intent 20 trading days beforehand. The Company expects to receive the
remaining $500,000 from other investors. To this end, in September 2013 Company entered into an engagement agreement with Laidlaw &
Co. ("Laidlaw") to act as plac�entered pr 0  maining $500,00
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of:
Aspen Group, Inc.

We have audited the accompanying consolidated balance sheets of Aspen Group, Inc. and Subsidiaries as of April 30, 2013 and December 31,
2012 and 2011, and the related consolidated statements of operations, changes in stockholders’ equity (deficiency) and cash flows for the four
months ended April 30, 2013 and for each of the two years in the period ended December 31, 2012.  These consolidated financial statements
are the responsibility of the Company’s management.  Our responsibility is to express an opinion on these consolidated financial statements
based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).  Those
standards require that we plan and perform the audits to obtain reasonable assurance about whether the consolidated financial statements are
free of material misstatement.  An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
consolidated financial statements.  An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall consolidated financial statement presentation.  We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the consolidated financial position
of Aspen Group, Inc. and Subsidiaries as of April 30, 2013 and December 31, 2012 and 2011, and the consolidated results of its operations
and its cash flows for the four months ended April 30, 2013 and for each of the two years in the period ended December 31, 2012 in
conformity with accounting principles generally accepted in the United States of America.

The accompanying consolidated financial statements have been prepared assuming that the Company will continue as a going concern.  As
discussed in Note 1 to the consolidated financial statements, the Company has a net loss allocable to common stockholders and net cash used
in operating activities for the four months ended April 30, 2013 of $1,402,982 and $918,941, respectively, and has an accumulated deficit of
$12,740,086 at April 30, 2013. These matters raise substantial doubt about the Company's ability to continue as a going concern.
Management’s Plan in regards to these matters is also described in Note 1. The consolidated financial statements do not include any
adjustments that might result from the outcome of this uncertainty.

/s/ Salberg & Company, P.A.

SALBERG & COMPANY, P.A.
Boca Raton, Florida
July 30, 2013

2295 NW Corporate Blvd., Suite 240 • Boca Raton, FL 33431-7328
Phone: (561) 995-8270• Toll Free: (866) CPA-8500• Fax: (561) 995-1920

www.salbergco.com • info@salbergco.com
Member National Association of Certified Valuation Analysts • Registered with the PCAOB

Member CPAConnect with Affiliated Offices Worldwide • Member AICPA Center for Audit Quality
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ASPEN GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

  For the Four Months Ended   For the Year Ended  
  April 30,   December 31,  
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Ò̀

O

ap

s轡s轤᠀as轤堀s轤�Os轥　s轥䀀Os轢ࠀs轢Os轡s轤�Os轥䀀Os轢ࠀs轢A 

  

i

  

O s轥䀀 

  ကOs轢 Os轡s轡s轡鐀

s輀s车鐀s轠鐀s轥s轥㤀s轥䤀s轥䘀s轡鐀s轡鐀s轡搀s輀s轧a

OANF�Nod唀I

I

N

F

I

I

No Fd輀

I e e e

FFFFIe  
INN

eN

Id轡耀

i  

Ob b s轡s轡s轡鐀

s輀s轠ࠀs轠鐀  s轡s轡鐀s轡鐀s輀s轨鐀

O

a��•a��•a��•a���s轠ࠀs轠甀㑞a

s唀Os轠䤀s轠儀

 Os輀s輀a  

O   

        

ba

a

���� ��

�%�� ��

�� �� �� �� �� �� �� �� �� ���� ��
�%

a

���%��

�%�� ����������

�

F

FoF

FF

F

F 5倀F

FF

i

FFFFFIFIF

o鐀e

 

 s轡�a

�

  

a   O

 

 aOԀ

a

 

Os轡 䔀s轡考䔀s轡鐀s轤刀㑙

s轤�s轤ऀs轥㤀s轥䀀s轥䘀s轡鐀s轢ࠀs轢s轢 䔀s轨鐀Oa

 ib

'倀i s轡

s轥考䘀s轤�s轩�

Os轥䀀s轥昀Os轢s轢䈀 a

O           s车鐀 a a

�

O

s

轠

䤀

 

 

a

 

 

O

s

轡

怀

 

a

 

O

 

 

 

           

ibaO

a

�� O

 s轡 ais车鐀

a Os轠䤀 a 

Os轡怀 a O
ibba

a

�� O

 s轡 as车鐀a   s轠䤀a '倀 s轡怀a

 i a鐀

O O

s轡 as车鐀

a 

s轠䤀 a s轡怀 a 

Os轡s轡s轡鐀

s輀s车鐀s轠鐀s轥s轥㤀s轠䤀s轠䘀s轠佡焀s轡鐀s轡怀s轢a A

s轢态a

s轡�s轥 

s轡 as輀s车鐀i  s薏攀s轠䤀

a 

s轡搀a i

 a  ia

s轠䘀 ia

 �ꀃ销s轠䘀  s轠䘈

i





settle accrued
payroll   -   -   -   -   -   -   238,562   -   -   238,562 

Issuance of
stock options
to officers to
settle note
payable   -   -   -   -   -   -   22,000   -   -   22,000 

Stock-based
compensation   -   -   -   -   -   -   347,657   -   -   347,657 

Net loss, 2012   -   -   -   -   -   -   -   -   (6,010,734)   (6,010,734)
Balance at

December 31,
2012   -   -   -   -   55,243,719   55,244   12,153,615   (70,000)   (11,337,104)   801,755 

Issuance of
common
shares and
warrants for
cash, net of
offering costs
of $123,788   -   -   -   -   3,329,503   3,329   1,038,211   -   -   1,041,540 

Stock-based
compensation   -   -   -   -   -   -   154,062   -   -   154,062 

Net loss, Four
Months
Ended April
30, 2013   -   -   -   -   -   -   -   -   (1,402,982)   (1,402,982)

Balance at
April 30,
2013   -  $ -   -  $ -   58,573,222  $ 58,573  $ 13,345,888  $ 6
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ASPEN GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

  For the Four Months Ended   For the Year Ended  
  April 30,   December 31,  
  2013   2012   2012   2011  
     (Unaudited)        
Cash flows from operating activities:             

Net loss  $ (1,402,982)  $ (2,213,119)  $ (6,010,734)  $ (2,135,573)
Less income (loss) from discontinued operations   (111,927)   148,513   136,310   457,566 
Loss from continuing operations   (1,291,055)   (2,361,632)   (6,147,044)   (2,593,139)

Adjustments to reconcile net loss to net cash used in operating activities:    

  ,5

)

 

ad de6t e pense

  

37,000݄褀  32,955  

 

133,907

 

 

 21,200

 

eceiva6le collateral,valuation reserve    

    

 

502,315

 

 

 

 

Amnrti ation nf de6t issuance costs    

    

 

266,473 

 

 

 

ain on disposal,nf propert0 and e uipment    

  (5,879

)  

 

(5,879)

 

 

 

Aepreciation and amnrti ation

  

159,269

 

  

121,112

 

  

397,923 

 

 

264,012  

Loss on settlement,nf accrued interest   

-

 

  3,339

 

  3,339 

 

 

-

 

cssuance nf converti6le nntes in e change fnr services rendere

 

  

  38,875   38,875 

 

 22,000

 

toI5)6ased compensation   

154,062

 

  11 605   347,657 

 

 

 

ommnn shares and warrants issued fnr services rendere

 

  

     113,000 

 

 

 

hanges in operating assets and lia6ilities, net nf effects nf ac uisitinn:

  

 

  

        

 

 

 

Accnunts receiva6le   (218,887)  

 

(h0,008

)  (h27,524

)

 

 

461 424 

Accnunts receiva6le, secure  ) related part0    

     

 

  

7,374

 

repaid e penses   

27,v07

 

  (44,613)  (89,265)  

(97,474

)

ther current assets   

69,000

 

  210   (61 790)  

(210

)

ther assets    

     (18,622)   

Accnunts pa0a6le   

97,609

 

  

727,21s

   (186,708)  390,628 

Accrued e penses   

52,658

 

  

891 5h2

   252,778   (123,338)

Aeferred rent   

v0 593

 

  (1,073)  (4,291)  (2,324)

Aeferred revenue   

121,933

 

  

884,862

   200,146   

(h6,555

)

倗ther current lia6ilities  

 

(69,000

)

 

    69,000    et cash used in operating activities

 

 (918,941)

 

 

(8,832,26s

)  (4,522,710)  (8,679,330) 

  

 

 

   

 

      

 

 ash flnws from investing activities

  

            

 

 

ash ac uired as part of merge灈    

  (h78)  337   

3,200

 

urchases nf propert0 and e ui2ment   (166,21s )

  (200,933)  (479,146)  

(1,060,187

)

urchases nf cnurseware    

  (8,200)  (25,300)  (54,090)

ꁅncrease in restricted cash  

 

(181

)  

    (26s ,992)   

Advances tn officer fssssssa,rrif䀀eu

L襔圀L襔圀(⥄嘀L襔圀 L襔圀L襔圀(⥄嘀L襔圀L襔圀L襔圀 (⥄嘀L襔圀L襔圀L襔圀�2)�ncr rt0s orif䀀eash

h芇䕡

 

 

 

I 7 

 

I 7 

 

8) �* �� �� �� �� �� �� �	 �! �� �� �� �� �� �� �	 �� �� �	 �� �� �" �� �� �
 �� �� �$ �� �� �� �	 ��

 

21s  I  �/ �- �� �  �� �< �- � 

��                

�� �� � �� �� �� �� �� �� �� �� �� �� �� �$ �	 �� �� �	 �� �� �� �� �
 �� �� �$ �� �� �� �	 ��L褔倀 L褔倀 L褔倀   (47M      

(1,0ၐ

L褔倀 �� �� �� �/ à �� �� �� �� �� �� �$ �	 �� �� �� �� � �	

h芇　nspe roursas s

  

i劑䔃

  

(8,20���E �� �� �2(8,ñԀ8,÷ၐ1uI(47ñԀ  ñ�

ꁅncr rt0s o inve s   s tnroursovvoñ�lnIoe ui�gñ�ss   

�� �4 ���

 ��

 

  

 

Adva Rrpetw o ule

h芇　nñ�sa,rt odu

L襔圀L襔圀(⤔倀L襔圀 L襔圀L襔圀(⤔倀L襔圀L襔圀L襔圀 (⤔倀L襔圀L襔圀L襔圀 � �ncr rt0s orif䀀eash

 

,1I,ú8�0 �� �� �� �/ à �� �� �� �� �� �� �$ �	 �� �� ��� �� �� ��L褔倀L褔倀i劑䔃L褔倀L褔倀L褔倀i劑䔃L褔倀L褔倀L褔倀87 L褔倀L褔倀L褔倀 � L褔倀�� �
 �� �� �	

h芇　sssachs   s tnrse7 r 

      ñ�3my�   998u4)     �� �� �/ à �� �� �� �� �� �� �$ �	 �� �� �� �� �� �� �� �� �� �� �� �* �� �/ �� � � �� �	 �� �� �1 ��

 

 

   

 

   

 

   

�0 � �	

h芇　sssyftIoy �a�倀s

 tw  aoñ� 

L襔圀L襔圀(⤔倀L襔圀 L襔圀L襔圀(⤔倀L襔圀L襔圀L襔圀 (⤔倀L襔圀L襔圀L襔圀,210 7ᥔ圀ncr rt0s o inve sa,r odu

  

 

   

 

   

Ymñ�

   

 

 

�� �
 �� �� �	

h芇　yfr a af栀Ie

L褔倀(⤔倀L褔倀L褔倀(⤔倀L褔倀L褔倀 091ymñ�C䕹䑖L褔倀0Kf ”�1� C䕹䑖�� �� �� �� �� �� �	 �! �� �� �	 �� �� �� �� �� �� �
 �� �	 �� �� �� �� �
 �� �� �$ �� �� �� �	 �� �� �8)F��,1,�mm�� �P �	 �)

�� �	 �	 ��

�� �� �� �" �� �� � �/ �� �� �� �� �� �� �� �)

F , 



ASPEN GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)
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ASPEN GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

APRIL 30, 2013 and DECEMBER 31, 2012 AND 2011

Leases

The Company enters into various lease agreements in conducting its business. At the inception of each lease, the Company evaluates the lease
agreement to determine whether the lease is an operating or capital lease. Leases may contain initial periods of free rent and/or periodic
escalations. When such items are included in a lease agreement, the Company records rent expense on a straight-line basis over the initial term
of a lease. The difference between the rent payment and the straight-line rent expense is recorded as a deferred rent liability. The Company
expenses any additional payments under its operating leases for taxes, insurance or other operating expenses as incurred.

Revenue Recognition and Deferred Revenue

Revenues consist primarily of tuition and fees derived from courses taught by the Company online as well as from related educational
resources that the Company provides to its students, such as access to our online materials and learning management system. Tuition revenue
is recognized pro-rata over the applicable period of instruction. The Company allows a student to make three monthly tuition payments during
each 10-week class. The Company maintains an institutional tuition refund policy, which provides for all or a portion of tuition to be refunded
if a student withdraws during stated refund periods. Certain states in which students reside impose separate, mandatory refund policies, which
override the Company’s policy to the extent in conflict. If a student withdraws at a time when a portion or none of the tuition is refundable,
then in accordance with its revenue recognition policy, the Company recognizes as revenue the tuition that was not refunded. Since the
Company recognizes revenue pro-rata over the term of the course and because, under its institutional refund policy, the amount subject to
refund is never greater than the amount of the revenue that has been deferred, under the Company’s accounting policies revenue is not
recognized with respect to amounts that could potentially be refunded. The Company’s educational programs have starting and ending dates
that differ from its fiscal quarters. Therefore, at the end of each fiscal quarter, a portion of revenue from these programs is not yet earned and is
therefore deferred. The Company also charges students annual fees for library, technology and other services, which are recognized over the
related service period. Deferred revenue represents the amount of tuition, fees, and other student payments received in excess of the sdefer fer fer fer fer f r s f  the sd hd hs � r s sd in r f nts rp f  n revenn �, tconsolidated bal ance  nt s. nher s f   may b fer
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ASPEN GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

APRIL 30, 2013 and DECEMBER 31, 2012 AND 2011

Segment Information

The Company operates in one reportable segment as a single educational delivery operation using a core infrastructure that serves the
curriculum and educational delivery needs of its online students regardless of geography. The Company's chief operating decision makers, its
CEO and President, manage the Company's operations as a whole, and no revenue, expense or operating income information is evaluated by
the chief operating decision makers on any component level.

Recent Accounting Pronouncements

In June 2011, the FASB, issued ASU 2011-05, which amends ASC Topic 220, Comprehensive Income, which requires an entity to present
the total of comprehensive income, the components of net income, and the components of other comprehensive income either in a single
continuous statement of comprehensive income or in two separate but consecutive statements. It eliminates the option to present components
of other comprehensive income as part of the statement of changes in stockholders' equity. The ASU does not change the items which must be
reported in other comprehensive income, how such items are measured or when they must be reclassified to net income. This ASU is effective
for interim and annual periods beginning after December 15, 2011. The Company adopted ASU 2011-05 effective January 1, 2012, and such
adoption did not have a material effect on the Company's financial statements.

In December 2011, the FASB issued ASU 2011-12, which amends ASC Topic 220, Comprehensive Income, to defer certain aspects of ASU
2011-05. The new guidance is effective for fiscal years, and interim periods within those years, beginning after December 15, 2011. The
Company adopted this guidance, along with ASU 2011-05, on January 1, 2012, and such adoption did not have a material impact on the
Company’s financial statements.

In July 2012, the FASB issued ASU 2012-02, which amends ASC Topic 350 to allow an entity to first assess qualitative factors to determine
whether it is more likely than not that the fair value of an indefinite-lived intangible asset is less than its carrying value. An entity would not be
required to determine the fair value of the indefinite-lived intangible unless the entity determines, based on the qualitative assessment, that it is
more likely than not that its fair value is less than the carrying value. ASU 2012-02 is effective for annual and interim impairment tests
performed for fiscal years beginning after September 15, 2012 and early adoption is permitted. The Company is evaluating the impact of this
ASU and does not expect the adoption will have an impact on its consolidated results of operations or financial condition.

We have implemented all new accounting standards that are in effect and that may impact our consolidated financial statements and do not
believe that there are any other new accounting pronouncements that have been issued that might have a material impact on our consolidated
financial position or results of operations.

Note 3. Accounts Receivable
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ASPEN GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

APRIL 30, 2013 and DECEMBER 31, 2012 AND 2011

As part of the recapitalization that occurred on March 13, 2012, the Company assumed from the public entity an aggregate of $20,000 of
convertible notes bearing interest at 10% per annum. Each note holder had the right to convert all or a portion of the principal amount of the
note into shares of the Company’s common stock at the conversion price of the next equity offering of the Company. The notes meet the
criteria of stock settled debt under ASC 480, “Distinguishing Liabilities from Equity”, and accordingly were presented at their fixed monetary
amount of $20,000. The convertible notes were past due as of the date of assumption and, accordingly, the Company was in default. In April
2012, the convertible notes payable of $20,000 were converted into 20,000 shares of common stock of the Company and, accordingly, the
default was cured (See Note 12).

On February 25, 2012, February 27, 2012 and February 29, 2012, loans payable to three individuals, of $100,000, $50,000 and $50,000,
respectively, were converted into two-year convertible promissory notes, bearing interest of 0.19% per annum. Beginning March 31, 2012, the
notes are convertible into shares of common stock of the Company at the rate of $1.00 per share. The Company evaluated the convertible notes
and determined that, for the embedded conversion option, there was no beneficial conversion value to record as the conversion price is
considered to be the fair market value of the shares of common stock on the note issue dates. These loans (now convertible promissory notes)
are due February of 2014 and, have been included in short-term liabilities as of April 30, 2013 (See Note 8).

On March 13, 2012, the Company’s CEO loaned the Company $300,000 and received a convertible promissory note due March 31, 2013,
bearing interest at 0.19% per annum. The note is convertible into shares of common stock of the Company at the rate of $1.00 per share upon
five days written notice to the Company. The Company evaluated the convertible note and determined that, for the embedded conversion
option, there was no beneficial conversion value to record as the conversion price is considered to be the fair market value of the shares of
common stock on the note issue date. On September 4, 2012, the maturity date was extended to August 31, 2013. On December 17, 2012, the
maturity date was extended to August 31, 2014. There was no accounting effect for these two modifications (See Note 15).

On February 29, 2012 (the "Effective Date"), the Company retained the investment bank of Laidlaw & Company (UK) Ltd. ("Laidlaw") on an
exclusive basis for the purpose of raising up to $6,000,000 (plus up to an additional $1,200,000 million to cover over-allotments at the option
of Laidlaw) through two successive best-efforts private placements of the Company's securities following the reverse merger. Each Unit in the
Phase One financing consisted of: (i) senior secured convertible notes (the "Convertible Notes"), bearing 10% interest, convertible into the
Company's shares of common stock at the lower of (a) $1.00 or (b) 95% of the per share purchase price of any shares of common stock (or
common stock equivalents) issued on or after the original issue date of the note and (ii) five-year warrant to purchase that number of the
Company's shares of common stock equal to 25% of the number of shares issuable upon conversion of the Convertible Notes. As of June 30,
2012, the Company, without the assistance of any broker-dealer, raised $150,000 from the sale of 3.0 Units. Laidlaw raised $1,289,527 (net
of debt issuance costs of $266,473) from the sale of 31.12 Units (including Convertible Notes payable and an estimated 389,000 warrants).
Mandatory conversion was to occur on the initial closing of the Phase Two financing, which occurred September 28, 2012. The Convertible
Notes (as extended) had a maturity date of September 30, 2012, carried provisions for price protection and contained registration rights. For
the Phase One financing, Laidlaw received a cash fee of 10% of aggregate funds raised along with a five-year warrant (the "Laidlaw Warrant")
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ASPEN GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

APRIL 30, 2013 and DECEMBER 31, 2012 AND 2011

Employment Agreements

From time to time, the Company enters into employment agreements with certain of its employees. These agreements typically include
bonuses, some of which were performance-based in nature. As of April 30, 2013, the Company had entered into five employment agreements
whereby the Company was obligated to pay an annual performance bonus ranging from 50% to 100% of the employee’s base salary based
upon the achievement of pre-established milestones. Such annual bonuses are to be paid one-half in cash and the remainder in shares of
common stock of the Company. As of April 30, 2013, no performance bonuses have been earned.

Consulting Agreement

On September 16, 2011, the Company entered into a two-year consulting agreement with the former Chairman of the Company in which the
Company was obligated to pay $11,667 per month. On September 28, 2011, the Company prepaid 13 months of the consulting agreement, or
$151,667, which was then amortized until December 31, 2011, at which time the consulting agreement was terminated and the remaining
unamortized prepaid expense was recognized immediately as consulting expense. No additional amounts are due under the consulting
agreement (See Note 15).

On October 1, 2012, the Company retained two investor relations firms agreeing to pay one firm $50,000 a year for two years and issuing it
200,000 shares of common stock, having a fair value of $70,000 based on recent sales of Units. The second firm was retained for one year
with a fee of $5,000 per month. The second firm also received 100,000 shares of common stock and 100,000 five-year warrants exercisable at
$0.60 per share, having a fair value of $43,000 based on recent sale of Units (See Note 12).

Legal Matters

From time to time, we may be involved in litigation relating to claims arising out of our operations in the normal course of business. As of
April 30, 2013, there were no other pending or threatened lawsuits that could reasonably be expected to have a material effect on the results of
our operations and there are no proceedings in which any of our directors, officers or affiliates, or any registered or beneficial shareholder, is
an adverse party or has a material interest adverse to our interest.

On February 11, 2013, HEMG and Mr. Spada sued us, certain senior management members and our directors in state court in New York
seeking damages arising from losses and other matters incurred in the operation of the Company’s business since May 2011, our filings with
the SEC and the DOE where we stated that HEMG and Mr. Spada borrowed $2.2 million without board authority and our failure to use our
best efforts to purchase certain shares of common stock from HEMG following an April 2012 agreement. While we have been advised by our
counsel that the lawsuit is baseless, we cannot assure you that we will be successful. Defending the litigation will be expensive and divert our
management from the Company’s business. If we are unsuccessful, the damages we pay may be material.

Regulatory Matters

The Company’s subsidiary, Aspen University Inc. (“Aspen University”), is subject to extensive regulation by Federal and State governmental
agencies and accrediting bodies. In particular, the Higher Education Act (the “HEA”) and the regulations promulgated thereunder by the DOE
subject Aspen University to significant regulatory scrutiny on the basis of numerous standards that schools must satisfy to participate in the
various types of federal student financial assistance programs authorized under � i es eunderac ne  � ams au eund�n the goveial tisty in thest satisfy to � incurized undeassista6ကe 5 �tanund�n the anal tisty in th �c
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ASPEN GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

APRIL 30, 2013 and DECEMBER 31, 2012 AND 2011

On March 27, 2012 and on August 31, 2012, Aspen University provided the DOE with letters of credit for which the due date was extended
to December 31, 2013. The DOE may impose additional or different terms and conditions in any final provisional program participation
agreement that it may issue (See Note 2 “Restricted Cash”).

The HEA requires accrediting agencies to review many aspects of an institution's operations in order to ensure that the education offered is of
sufficiently high quality to achieve satisfactory outcomes and that the institution is complying with accrediting standards. Failure to
demonstron
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ASPEN GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

APRIL 30, 2013 and DECEMBER 31, 2012 AND 2011

During 2011, Aspen sold an aggregate of 1,176,750 Series D preferred shares and a warrant to purchase 400,000 Series D shares in exchange
for cash proceeds of $1,109,268, net of offering costs of $67,482. The warrants are exercisable at $1.00 per share for five years beginning
June 28, 2011 and, after the SEC Reporting Date, are exercisable into shares of common stock of Aspen. The Series D shares have the same
features as the Series A shares (see above) except for 550,000 of the Series D shares for which the price protection is for a period of 36
months following the SEC Reporting Date. During the year ended December 31, 2011, cumulative dividend on the Series D preferred shares
amounted to $30,632.

During 2011, Aspen sold an aggregate of 1,700,000 Series E preferred shares in exchange for cash proceeds of $1,550,817, net of offering
costs of $149,183 and a warrant to purchase 56,000 Series E shares. The warrants are exercisable at $1.00 per share for five years beginning
September 28, 2011 and, after the SEC Reporting Date, are exercisable into shares of common stock of Aspen. The Series E shares had the
same features as the Series A shares (see above) except item (v) the price protection is for a period of 36 months following the SEC Reporting
Date. During the year ended December 31, 2011, cumulative dividend on the Series E preferred shares amounted to $22,194.

On October 28, 2011, Aspen filed a First Amendment to the second amended and restated certificate of incorporation whereby a liquidation
preference equal to the original issue price ($1.00) was added to both the Series D and Series E shares. In addition, the liquidation preferences
of the Series D shares became pari passu with the liquidation preferences of the Series E shares and the liquidation preferences of both the
Series D and Series E shares became senior to the liquidation preferences of the Series C shares. On i��31



ASPEN GROUP, INC. AND SUBSIDIARIES
N



ASPEN GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

APRIL 30, 2013 and DECEMBER 31, 2012 AND 2011

On September 28, 2012, as a result of the initial closing of the Phase Two financing, 4,516,917 shares of common stock and warrants to
purchase 915,429 shares of common stock at $0.3325 per share were issued to the former owners of Aspen Series D and Series E shares
under the price protection provision. This resulted in an increase in stock of common stock of $4,517 with a corresponding decrease in
additional paid-in capital. 550,000 of the former Series D shares and all 1,700,000 of the former Series E shares continue to have price
protection through March 13, 2015.

On October 1, 2012, the Company purchased 264,000 shares of common stock for $132,000, from the Company's former chairman (see
Notes 4 and 15). On November 13, 2012, these shares were retired.

On December 7, 2012, the Company purchased 200,000 shares of common stock for $70,000, from the Company's former chairman. The
shares are being held as treasury shares.

On October 1, 2012, the Company retained two investor relations firms agreeing to pay one firm $50,000 a year for two years and issuing it
200,000 shares of common stock , having a fair value of $70,000 based on recent sales of common stock. The second firm was retained for
one year with a fee of $5,000 per month. The second firm also received 100,000 shares of common stock and 100,000 five-year warrants
exercisable at $0.60 per share, having a fair value of $43,000 based on recent sale of Units.

On October 10, 2012, the Company entered into a non-exclusive agreement with Global Arena Capital Corp. (“GAC”), a broker-dealer,
through which GAC agreed to use its best efforts to raise up to $2,030,000 from the sale of Units of common stock and warrants that are
identical to those Units sold on September 28, 2012. The Company agreed to compensate GAC from sales of Units by paying it compensation
equal to 10% of the gross proceeds sold by it. The Company also agreed to issue GAC five-year warrants to purchase 10% of the same Units
it sells to investors with an exercise price equal to the purchase price paid by investors ($35,000 per Unit). In addition, the Company agreed to
pay GAC a 3% non-accountable expense allowance from the proceeds of Units sold by it.

As of December 31, 2012, the Company raised $530,337 (net of offering costs of $184,663 and five-year warrants to purchase: (i) 100,000
shares of common stock at $0.35 per share and (ii) 98,000 shares of common stock at $0.50 per share.) from the sale of 20.43 Units
(including 2,042,856 shares of common stock and 1,021,432 warrants) under the offering.

During the period from February 13, 2013 through March 1, 2013, the Company raised $519,370 (net of offering costs of $45,630) from the
sale of 16.14 Units (including 1,614,286 shares of common stock and 807,143 five-year warrants exercisable at $0.50 per share) on its own
behalf without the use of a broker. The warrants have cashless exercise provisions. On March 14, 2013, and based on the Company having
increased the remainder of the Offering by $20,000, the Company entered into an exclusive engagement with Laidlaw & Company (UK) Ltd.
under which Laidlaw agreed to use its best effort to sell up to $770,000 of Units with the same terms as the Units the Company sold in 2012
and 2013 to date. Laidlaw received cash commissions of 10% based on the number of Units sold and five-year warrants equal to 10% of the
securities sold exercisable at $0.50 per share.

On April 18, 2013, the Company raised $522,170 (net of offering costs of $78,158 and five-year warrants to purchase 169,021 shares of
common stock at $0.50 per share) from the sale of 17.15 Units (comprised of 1,715,217 shares of common stock and 857,609 five-year
warrants exercisable at $0.50 per share). All of the Units were sold with the assistance of Laidlaw except $8,750, which the Company raised
on its own behalf and was not subject to a commission. Cash commissions of $59,158 and five-year warrants to purchase 169,021 shares of
common stock at $0.50 per share are due to Laidlaw as offering fees. The Laidlaw engagement terminated after these transactions.
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Certain of the Company’s warrants contain price protection. The Company evaluated whether the price protection provision of the warrant
would cause derivative treatment. In its assessment, the Company determined that since its shares are not readily convertible to cash due to an
inactive trading market, through April 30, 2013 the warrants are excluded from derivative treatment.
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ASPEN GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

APRIL 30, 2013 and DECEMBER 31, 2012 AND 2011

On October 23, 2012, under the Plan, the Company issued to a consultant 20,000 five-year stock options exercisable at $0.50 per share
vesting in equal annual increments over a three-year period subject to the consultant continuing to provide services for the Company. The
total fair value of the stock options granted was $2,000, all of which was recognized immediately as these stock options were issued for prior
services rendered. On December 17, 2012, the Company repriced the stock options issued from having an exercise price of $0.50 per share to
$0.35 per share. Accordingly, the incremental increase in the fair value of $600 was recognized immediately.

The total fair value of 75,000 stock options granted to a faculty member during the four months ended April 30, 2013 was $9,000, which will
be recognized over 3 years as this contract employee provides services to Aspen.

The Company recorded compensation expense of $244 for the four months ended April 30, 2013 in connection with this particular non-
employee grant. The Company recorded compensation expense of $95,600 for the year ended December 31, 2012, in connection with non-
employee stock options. The total fair value of stock options granted to non-employees during the year ended December 31, 2012 was
$95,600, all of which was recognized immediately as these stock options were issued for prior services rendered.

The following table summarizes the assumptions the Company utilized to record compensation expense for stock options granted to non-
employees during the four month ended April 30, 2013 and for the years ended December 31, 2012 and 2011:

    April 30,  December 31,  
Assumptions    2013  2012  2011  

Expected life (years)    4  2.7 - 5.0  N/A  
Expected volatility    46.5%  44.2% - 50.0%  N/A  
Weighted-average volatility    46.5%  47.4%  N/A  
Risk-free interest rate    .38%  0.37% - 0.60%  N/A  
Dividend yield    0.00%  0.00%  N/A  

A summary of the Company's stock option activity for non-employees during the four months ended April 30, 2013 is presented below:

     Weighted   Average     
     Average   Remaining   Aggregate  
  Number of   Exercise   Contractual   Intrinsic  
Options  Shares   Price   Term   Value  
Balance Outstanding, December 31, 2012   195,000  $ 0.35       

Granted   75,000  $ 0.35       
Exercised   -            
Forfeited               
Expired   -            

Balance Outstanding, April 30, 2013   270,000  $ 0.35   4.0  $ - 
                 
Exercisable, April 30, 2013   -    N/A   N/A   N/A 
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On March 30, 2008 and December 1, 2008, Aspen sold courseware pursuant to marketing agreements to HEMG, a related party and principal
stockholder of Aspen whose president is Mr. Patrick Spada, the former Chairman of Aspen, in the amount of $455,000 and $600,000,
respectively; UCC filings were filed accordingly. Under the marketing agreements, the receivables were due net 60 months. On September 16,
2011, HEMG pledged 772,793 Aspen Series C preferred shares (automatically converted to 654,850 shares of common stock on March 13,
2012) as collateral for this account receivable. On March 8, 2012, due to the impending reduction in the value of the collateral as the result of
the Series C conversion ratio and Aspen’s inability to engage Mr. Spada in good faith negotiations to increase HEMG’s pledge, Michael
Mathews, Aspen’s CEO, pledged 117,943 shares of common stock of Aspen, owned personally by him, valued at $1.00 per share based on
recent sales of capital stock as additional collateral to the accounts receivable, secured – related party. On March 13, 2012, Aspen deemed the
receivables stemming from the sale of courseware curricula to be in default.

On April 4, 2012, the Company entered into an agreement with: (i) an individual, (ii) HEMG, and (iii) Mr. Spada. Under the agreement, (a)
the individual purchased and HEMG sold to the individual 400,000 shares of common stock of the Company at $0.50 per share; (b) the
Company guaranteed it would purchase at least 600,000 shares of common stock of the Company at $0.50 per share within 90 days of the
agreement and the Company would use its best efforts to purchase from HEMG and resell to investors an additional 1,400,000 shares of
common stock of the Company at $0.50 per share within 180 days of the agreement; (c) provided HEMG and Mr. Spada fulfilled their
obligations under (a) and (b) above, the Company shall consent to additional private transfers by HEMG and/or Mr. Spada of up to 500,000
shares of common stock of the Company on or before March 13, 2013; (d) HEMG agreed to not sell, pledge or otherwise transfer 142,500
shares of common stock of the Company pending resolution of a dispute regarding the Company’s claim that HEMG sold 131,500 shares of
common stock of the Company without having enough authorized shares and a stockholder did not receive 11,000 shares of common stock of
the Company owed to him as a result of a stock dividend; and (e) the Company waived any default of the accounts receivable, secured - related
party and extend the due date to September 30, 2014. As of September 30, 2012, third party investors purchased 336,000 shares for $168,000
and the Company purchased 264,000 shares for $132,000 per section (b) above. Based on proceeds received on September 28, 2012 under a
private placement at $0.35 per Unit (consisting of one common share and one-half of a warrant exercisable at $0.50 per share), the value of the
aforementioned collateral decreased. Accordingly, as of December 31, 2012, the Company has recognized an allowance of $502,315 for this
account receivable. As of December 31, 2012 and 2011, the balance of the account receivable, net of allowance, was $270,478 and $772,793
and is shown as accounts receivable, secured – related party, net (See Notes 4 and 12). At April 30, 2013, $270,478 remained due.
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