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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K/A

(Amendment No. 1)

(Mark One)

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

For the fiscal year ended December 31, 2012

or

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

Commission File Number: 001-34272
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Common Stock $0.01 par value New York Stock Exchange

Securities registered pursuant to Section 12(thefAct:
None
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shorter period that the registrant was requirefilésuch reports), and (2) has been subject tb filiog requirements for the past 90 days. Y&s No O

Indicate by check mark whether the registrant libsnitted electronically and posted on its corpokéleb site, if any, every Interactive Data File riegd to be submitted and posted pursuant to
Rule 405 of Regulation S-T (§232.405 of this chgpdering the preceding 12 months (or for such srqeriod that the registrant was required to subn post such files). Yekl No O

Indicate by check mark if disclosure of delinquilets pursuant to Item 405 of Regulation S-K (82®5 of this chapter) is not contained herein,\&ilichot be contained, to the best of registrant’
knowledge, in definitive proxy or information statents incorporated by reference in Part Il of fiism 10-K or any amendment to this Form 10-K. Y&  No O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, m-accelerated filer, or a smaller reporting compa&@se the definitions of “large accelerated filer,”
“accelerated filer” and “smaller reporting compariy'Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated fildd Accelerated filefx] Non-accelerated filell Smaller reporting compariy
(Do not check if a
smaller reporting company)

Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the BExgfe Act). YesO No

The aggregate market value of the voting stock bgldon-affiliates of the registrant as of JuneBm 2 , the last business day of the registraetesd fiscal quarter, was approximately $388.9
million , based on the closing price reported ochstdate by the New York Stock Exchange of the teig's common stock. Shares of common stock hgldfficers and directors and holders of 10% or
more of the outstanding common stock have beeruégdl from the calculation of this amount becausi persons may be deemed to be affiliates. Thirehénation of affiliate status is not necessarily a
conclusive determination for other purposes.

As of March 8, 2013, the number of outstandingetaf the registrant's common stock was 54,108,715

Documents Incorporated by Reference
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EXPLANATORY NOTE

The Registrant is filing this Amendment No. 1 onRdLO-K/A (this “Amended Filing”) to its Annual Rept on Form 10-K for the fiscal
year ended December 31, 20"Original Filing”) to: (i) reissue the Report of the Independent Remgs Public Accounting Firm to change
firm's opinion regarding the effectiveness of tregRtrant's internal control over financial repogtias of December 31, 2012; (ii) restate
management's conclusions regarding controls angeduwes as of December 31, 2012; (iii) add disonssf the risks associated with a
material weakness in internal control over finah@aorting as of December 31, 2012 and (iv) raghe financial statements as a result of the
revision for bad debt expense. Accordingly, theiReant hereby amends and replaces in their eptitetns 1A, 6, 7, 8 and 9A in the Original
Filing. For the convenience of the reader, this Aded Filing sets forth the Original Filing, as nfai and superseded where necessary to
reflect these revisions.

The Registrant has concluded that there is a nahtgeakness in internal control over financial nejog, specifically, 1) that the process
for estimating the allowance for doubtful account2012 was not designed to appropriately incorf@oadl relevant qualitative factors, and 2)
that accounts receivable aging was not correct.Réwgstrant performed testing to validate the amcyiof the corrected aging and considered
the appropriate qualitative factors, and concluthed these matters relating to bad debt expenseatss constitute a material weakness.
Accordingly, management has determined that thesRagt's disclosure controls and procedures atedrial control over financial reporting
were not effective as of December 31, 2012.

As required by Rule 12b-15, the Registrant's ppiakexecutive officer and principal financial officare providing new currently dated
certifications. In addition, the Company is filiaghew consent of PricewaterhouseCoopers LLP. Aaugisd the Registrant hereby amends
Item 15 in the Original Filing to reflect the fitjof the new certifications and consent.

Except as described above, this Amended Filing doeamend, update or change any other items olodisres in the Original Filing a
does not purport to reflect any information or egesubsequent to the filing thereof. As such, #rizended Filing speaks only as of the date
Original Filing was filed, and the Registrant ha$ andertaken herein to amend, supplement or udgténformation contained in the Origil
Filing to give effect to any subsequent events.okdingly, this Amended Filing should be read in jometion with the Registrant's filings me
with the SEC subsequent to the filing of the OriRiling, including any amendment to those filings

Special Note Regarding Forward-Looking Statements

This Annual Report on Form 10-K/A contains certdarward-looking statements” within the meaningSsction 27A of the Securities
Act of 1933, as amended (the “Securities Act”), Smdtion 21E of the Securities Exchange Act of 1934amended (the “Exchange Act”). All
statements other than statements of historicalnfest be forward-looking statements. Such forwamkiog statements include, among others,
those statements regarding future events and foestdts of Bridgepoint Education, Inc. (the “Compa “Bridgepoint,” “we,” “us” or “our”
including, without limitation, statements regarding

» Ashford University's plans in response to thtehs from the Higher Learning Commission of thetN&entral Association of
Colleges and Schools (“Higher Learning Commissigefarding the institution's compliance with thencwission's jurisdictional
requirements and the placement of the institutioiNotice;

» Ashford University's plans in response to theidlof its application for initial accreditatiory the Accrediting Commission for
Senior Colleges and Universities of the WesterroAisgion of Schools and Colleges (“WASC");

e our ability to comply with changing regulatory ré@uments
e expectations regarding financial position, resofteperations, liquidity and enrollment at our ingtons;

*  projections, predictions, expectations, estimateforecasts as to our business, financial aedadipnal results and future economic
performance;

e new initiatives focused on student success andeaciadyjuality

» changes in our student fee struct

e expectations regarding the adequacy of our casltastu equivalents and other sources of liquidityofigoing operation
e expectations regarding investment in online aném#advertising and capital expenditu

* our anticipated seasonal fluctuations in resultsparations




Words such as “may,” “should,” “could,” “would,” fedicts,

“plans,” “believes,

management's goals and objectives;

other similar matters that are not historical f

potential,” “continue,” “expects,” “ardipates,” “future,” “intends,”
estimates” and similar expseans, as well as statements in the future tedsetify forward-looking statements.

Forward-looking statements should not be interpratea guarantee of future performance or resntisndll not necessarily be accurate
indications of the times at, or by, which such parfance or results will be achieved. Forward-loglkétatements are based on information
available at the time those statements are madarantianagement's good faith belief as of that tiftte respect to future events and are
subject to risks and uncertainties that could caesaal performance or results to differ materiédbm those expressed in or suggested by the
forward-looking statements. Important factors tt@ild cause such differences include, but areimiteld to:

the inability of Ashford University to satisfipé Higher Learning Commission's jurisdictional negunents or adequately address its
Notice status

the inability of Ashford University to obtain indi accreditation by WASC and change its primaryitagonal accreditol

the inability of Ashford University to adequateksolve the findings and recommendations of ithed fiudit report of the U.S.
Department of Education's Office of Inspector Gaher

the imposition of fines or other corrective measuagainst our institutior
adverse regulatory changes affecting our indu

our failure to comply with the extensive regalgtframework applicable to our industry, includifigle IV of the Higher Education
Act and its regulations, state laws and regulatequirements and accrediting agency requirements;

the inability to continue to develop awareness agnémrecruit and to retain studel

competition in the postsecondary education mankétits potential impact on our market share, reicrgicost and tuition rate
reputational and other risks related to potentahpliance audits, regulatory actions, negative ipithlor service disruption
the inability to develop new programs or expariting programs in a timely and cadtective manne

economic or other developments potentially impactiemand in our institutions' core disciplinesha availability or cost of Title I
or other funding;

other factors discussed in Part |, Item 1A, ¥R#sctors,” and in other reports we may file witle Securities and Exchange
Commission from time to time; and

those factors set forth in Part Il, Item 7, “N@ement's Discussion and Analysis of Financial @mmdand Results of Operations.”

Forward-looking statements speak only as of the thet statements are made. You should not put usliaace on any forward-looking
statements. We assume no obligation to update fdrieaking statements to reflect actual resultenges in assumptions or changes in other
factors affecting forward-looking information, extdo the extent required by applicable securitess. If we do update one or more forward-
looking statements, no inference should be drawhwe will make additional updates with respedhimse or other forward-looking
statements.




PART |

Iltem 1. Business.
BUSINESS
Overview

We are a provider of postsecondary education sesvid/e believe that our academic institutions, ashfJniversity® and University of
the Rockies™, embody the contemporary college experience. @&tititions deliver programs primarily online, aslias at their traditional
campuses. Our institutions had 81,810 total stisdentolled as of December 31, 2012 .

Our institutions' delivery models, weekly startatatcommitment to affordability and the transfdigbof credits make their programs
highly accessible. Our institutions' online platfohas been designed to deliver a quality educdtexperience while offering the flexibility
and convenience that many students require, pktigworking adults. Our institutions are committt providing a high-quality educational
experience to their students. Our institutions hemeemprehensive curriculum development processarmioy qualified faculty members with
significant academic and practitioner credenti@ist institutions conduct ongoing faculty and studessessment processes and provide a bro
array of student services.

We are also focused on developing innovative nehrtelogies to improve the way students learn, thinaiechnologies such as Waypc
Outcome?’, Constellation”, Thuze™, and the development of our institutions' mobélarhing platforms.

Ashford Universityln March 2005, we acquired The Franciscan Univeidthe Prairies, located in Clinton, lowa, andamed it
Ashford University. The mission of Ashford Univeysis to provide accessible, affordable, innovativigh-quality learning opportunities and
degree programs that meet the diverse needs eidodils pursuing integrity in their lives, profemss and communities. The institution offers
associate's, bachelor's and master's degree progrline, as well as bachelor's degree prograints eampus in Clinton, lowa. Ashford
University is comprised of four colleges: the Cg#eof Business and Professional Studies, the Gobégducation, the College of Health,
Human Services and Sciences, and the College efali\rts. We believe Ashford University is helpittgdefine the modern college
experience by combining the heritage of a tradéti@ampus with the flexibility and effectivenessooiine learning.

Ashford University continues to invest in enhancamgl expanding the physical infrastructure of @mnpus. The institution encourages
online students to follow campus activities, inéhgdathletic teams, student clubs and student pimje

Ashford University is accredited by the Higher Ll@dag Commission and a member of the North Centsalo&iation of Colleges and
Schools (www.ncahlc.org) (“Higher Learning Commissior “HLC"). It has been placed on Notice by HL&shford University received its
most recent 10-year reaccreditation in 2006. Aghtdmiversity is currently in the process of apptyior eligibility from the Accrediting
Commission for Senior Colleges and Universitiethef Western Association of Schools and CollegesAS@”). For more information about
Ashford University's accreditation, see “Regulatiecreditation” below. Ashford University also mé&ams a website at www.ashford.edu, the
contents of which are not part of this report.

University of the Rockiedn September 2007, we acquired the Colorado Safderofessional Psychology, located in Coloragoirgs,
Colorado, and renamed it University of the Rockigge mission of University of the Rockies is toade high-quality, accessible learning
opportunities globally for diverse groups of indivals seeking preparation for life goals, profesai@ractice, service, and distinguished
leadership. University of the Rockies is a gradurasétution that offers master's and doctoral degurograms in the social and behavioral
sciences. Classes at University of the Rockiepasented in a progressive online format, as veefitats campus in Colorado Springs,
Colorado. Similar to Ashford University, most statieat University of the Rockies attend via thdifngon's accessible online platform, which
is also available through our mobile applications.

University of the Rockies is accredited by the Highearning Commission and received a seven-yaacreditation in 2008. For more
information about University of the Rockies' acdtatibn, see “Regulation-Accreditation” below. Uargity of the Rockies also maintains a
website at www.rockies.edu, the contents of whighreot part of this report.

Innovation and new technologie€entral to our ideal of enabling learning anytimeywhere is the commitment to provide learning
platforms and resources that make accessible fepenieality. These innovations include Waypoint@d@mes, Constellation, Thuze and our
mobile application technology.




Waypoint Outcomes provides learning and assesssofmiare to K-12 and higher education institutioasionwide. The software
combines classic rubric grading scales with eaffigient technology to help educators teach writingtical thinking and cognitive skills. Its
sophisticated grading palette frees teachers tasfoa meaningful, personalized feedback for stideyiautomating mundane and repetitive
tasks.

Constellation is an innovative suite of interactdducational materials that increases both theatuunal quality and affordability of
education for online students at Ashford Universitie developed Constellation to replace third ptakgbooks with digital course materials.
Constellation materials are displayed in a proprigtbrowser-based platform, developed and ownegdsbZ onstellation provides mobile
access to students over the Internet as well asvamiety of devices, including web-enabled smantgs and tablet devices. Through
Constellation, we were able to significantly deseatudent costs and increase student accessibility

Thuze is a cloud-based, multi-platform, collabamatiearning environment for students to interac¢hwheir course digital materials and
with each other. Thuze leverages the technologystiaports our Constellation platform. Thuze pregidtudents with the resources to work
from both their desktop computers and also fronr tiadlets and smartphones. We launched Thuzepdstgrogram with prominent
publishers in higher education.

Ashford University also utilizes mobile applicatitethnology that empowers students and facultpitmect to their learning environmi
via their mobile phones and tablet computers. Thasgvations have garnered significant intereshinithe academic community and have lec
to invitations for our personnel to speak at vasiauaademic conferences.

Sense of community/e believe that a strong sense of community andiatindiarity associated with a traditional campuwieonment are
important to recruiting and retaining students différentiate us from many other online providéfte encourage online students to follow
activities on our institutions' campuses, includstgdent clubs, student projects with our campuseal communities and athletic teams. The
athletic teams at Ashford University compete as tmens of the National Associations of Intercollegiathletics (“NAIA”). As of July 1, 2012
these athletic teams joined the Association of predelent Institutions, which is within the NAIA.

All online student activity, including completingarsework and seeking support services, is inditheough each university's homepage
which also highlights campus activities, includatfletic and social events. Additionally, our ihgfions hold graduation ceremonies at the
campuses for both the campus-based and onlinerstudes a result, students have the opportunityetlmme more connected to their fellow
students and to develop a stronger connectionauthnstitutions.

Enrollment

The following table summarizes enroliments at amstitutions as of December 31, 2012 , 2011 and 2010

December 31, 2012 December 31, 2011 December 31, 2010
Doctoral 874 1.1% 772 0.2% 61€ 0.8%
Master's 9,93( 12.1% 9,80¢ 11.5% 8,41« 10.8%
Bachelor's 60,81: 74.2% 63,96 73.8% 57,90¢ 74.5%
Associate's 9,57( 11.7% 11,63: 13.4% 10,72( 13.&€%
Other* 624 0.8% 471 0.€% 23t 0.2%
Total 81,81( 100.(% 86,64: 100.(% 77,89: 100.(%
Ashford University Online 78,87¢ 96.4% 83,774 96.7% 75,24 96.6%
Ashford University Campus 864 1.1% 93¢ 1.1% 724 0.€%
University of the Rockies Online 1,91 2.2% 1,75:% 2.C% 1,79C 2.5%
University of the Rockies Campus 15¢& 0.2% 17¢ 0.2% 13t 0.2%

81,81( 100.(% 86,64: 100.(% 77,89: 100.(%

Total

* Includes students who are taking one or more s@swith our institutions, but have not declared they are pursuing a specific degree.

We define enroliments as the number of active stisden the last day of the financial reporting périPrior to July 1, 2011, a student
considered active if the student had attendedss eléthin the prior 30 days unless the studentgraduated or had provided us with notice of
withdrawal. Effective July 1, 2011, a student issidered active if the student has attended a elakm the prior 15 days or is on an
institutionally-approved break not to exceed 45jayless the student has




graduated or has provided us with notice of witladia The change in methodology did not have a natienpact on the number of active
students.

As of December 31, 2012 , 71% of our institutiardine students were female, 48% have identifiedntselves as minorities and the
average age of online students was 37. Our institsithave online students from all 50 states amah the District of Columbia, and they have
students from 60 different countries.

Graduation

As of December 31, 2012 , over 50,300 students beaduated from our institutions. Total creditsuieed to obtain a degree are
consistent for online and campus-based programasswociate's degree requires a minimum of 64 sraaibachelor's degree requires a
minimum of 120 credits; a master's degree typicatyires a minimum of 30 additional credits at #sti University and 33 additional credits
at University of the Rockies. A doctoral degre&atversity of the Rockies requires a minimum ofa#litional credits.

Many students have previously completed some pastskary education and have credits that they witkeédo transfer to a new degree
program. We believe students should receive cfedtheir prior work; accordingly our institutiofsve worked closely with our accrediting
agencies to obtain the right to accept a high le¥é&iansfer credits.

Tuition and Fees

Our institutions generally structure the tuitiordgaes for programs to be below Title 1V loan li;énd average grant awards, permitting
students who do not otherwise have the financiamaéo pursue an education the ability to gaingscte our institutions' programs. We
recognize that private loans are increasingly ditfito obtain, which can prevent academically dieal students from pursuing an education a
institutions with higher tuition and fees. We beéighat helping to remove the financial burdenlafing incremental private loans while
pursuing a postsecondary education not only pemmiiee students to access our institutions' programsalso enables students to focus more
on their coursework and on program completion winilschool.

The price of our institutions' courses varies bagasuh the number of credits per course (with mostses representing three credits), the
degree level of the program and the discipline.tRer2012-2013 academic year (which began on JU912), the price per credit is $402 for
undergraduate online courses and ranges from $68934 for graduate online courses. Based on theseredit prices, the prices for a three-
credit course are $1,206 for undergraduate onteses and range from $1,575 to $2,862 for gradwaise courses. For the 2012-2013
academic year, Ashford University charges a fixé@60 “block tuition” for undergraduate campus-fibseidents taking between 12 and 18
credits per semester. For campus-based studeimg takre than 18 credits, the cost is an additi®d&i8 per credit. For part time, campus-
based students taking 11 credits or less, theie 858 per credit.

Revenue realized from tuition is reduced by the @amof scholarships awarded to students. For thesyended December 31, 2012 ,
2011 and 2010, we recorded institutional scholassbf $124.4 million, $101.5 million and $80.2 naili, respectively, to students of our
institutions.

Student Financing

Students finance their education at our institigittimough a combination of the following financiogtions:

Title IV programs

If a student attends any institution certified a@seTV eligible by the U.S. Department of Educatifihe “Department”) and meets
applicable student eligibility standards, that stutdmay receive grants or loans, and work to hatal their education under programs providec
for by Title IV of the Higher Education Act. An itiution participating in Title IV programs mustsire that all program funds are accounted
for and disbursed properly. To continue receivinggpam funds, students must demonstrate satisfaat@demic progress toward the
completion of their program of study.

In the years ended December 31, 2012 , 2011 an@l 2G¢hford University derived 86.4% , 86.8% and085b., respectively, and the
University of the Rockies derived 87.3% , 85.0% 8B% , respectively, of their revenues (in eaadeccalculated in accordance with
applicable Department regulations) from Title IN\ograms administered by the Department.

FFEL and Federal Direct Loan3.he Federal Family Education Loan (“FFEL”) and Fedi®irect Loan Programs consist of two types of
loans: Stafford loans, which are either subsidimednsubsidized, and PLUS loans, which are madiadnato graduate and professional
students, as well as parents of dependent undergadtudents. The FFEL program was administeréddwanded by private lenders and
guaranteed by federally recognized guaranty agenaikich were then




reinsured by the Department. The Health Care ant&tbn Reconciliation Act of 2010 prohibited nexdérally-guaranteed loans from being
made under the FFEL Program after June 30, 20%tdd, such loans are required to be made undé&etheral Direct Loan Program. Both of
our institutions are fully transitioned to the Feddirect Loan Program.

With a Federal Direct Subsidized Loan, the fedgoalernment pays the interest on the loan whilesthdent is in school and during grace
periods and any approved periods of defermentl thetistudent's obligation to repay the loan bedtesleral Direct Unsubsidized Loans are
based on financial need, and are available to stadeho do not qualify for a Direct Subsidized Lpanin some cases, in addition to a Direct
Subsidized Loan. Loan funds are paid to our intstitis, which in turn credit the student's accoonttfiition and fees and disburse any amount
in excess of tuition and fees to the student. Theéggt Control Act of 2011 provides that for loamipés beginning on or after July 1, 2012,
graduate and professional students are no longglelto receive Federal Direct Subsidized Lodmsyever, graduate and professional
students remain eligible for Federal Direct Unsdizsid Loans. The Consolidated Appropriations Ac2@12 temporarily eliminates the
interest subsidy provided on Federal Direct SubsidiiLoans during the six-month grace periods pexvit students who are no longer
enrolled on at least a half-time basis effectiverfew Federal Direct Subsidized Loans for whichftrst disbursement is made on or after July
1, 2012, and before July 1, 2014.

Under the Direct Stafford Loan program, a dependedergraduate student can borrow up to $5,50théfirst academic year, $6,500
for the second academic year and $7,500 for eattiedhird and fourth academic years. Studentsified as independent, and dependent
students whose parents have been denied a PLU$oloandergraduate students, can obtain up to ditiadal $4,000 for each of the first and
second academic years and an additional $5,00€xfdr of the third and fourth academic years. Stisdemrolled in graduate programs can
borrow up to $20,500 per academic year.

As a result of legislation enacted July 6, 2018,3M% interest rate that applied to Direct SubsidiLoans made to undergraduate
students since July 1, 2011 has been extendednaimen effect for any Direct Subsidized Loan fidsbursed on or after July 1, 2012 and
before July 1, 2013. The interest rate on Direcsusidized Loans made to both undergraduates addigte or professional students remains
at 6.8%. The legislation also includes a new lioniteligibility for Direct Subsidized Loans for ndyarrowers on or after July 1, 2013. A new
borrower on or after July 1, 2013 will not be dbilgi for new Direct Subsidized Loans if the periaglidg which the borrower has received suct
loans exceeds 150% of the published length of telwer's educational program.

Pell. Under the Pell Program, the Department makes gtanisdergraduate students who demonstrate finlameg. Under the August
2008 reauthorization of the Higher Education Atidents were able to receive Pell Grant funds ttendance on a year-round basis, and coul
potentially receive more in a given year than taditionally defined maximum annual amount. Howetee U.S. Department of Defense and
Full-Year Continuing Appropriations Act of 2011 penently repealed, effective with the 2011-2012rawaar, the Pell Grant provision that
provided an otherwise eligible student with morartlone Pell Grant in an award year. For the 20112 2Qvard year, the maximum Pell Grant
award was $5,550. The Consolidated Appropriatioctsoh 2012 preserved the maximum Pell Grant at®®,but changed the program's
eligibility criteria. Beginning with the 2012-20¥8vard year, a student's eligibility to receive 8 Beant has been reduced from 18 semesters
(or its equivalent) to 12 semesters (or its eqeingl In addition, the income threshold for an anatic zero expected family contribution was
reduced from $30,000 to $23,000 for the 2012-20¢8rd year for both dependent and independent stsiden

Federal Work-Study Prograriinder the Federal Work-Study Program, federal fuardsmade available to pay up to 75% of the cost of
part-time employment of eligible students, basedheir financial need, to perform work for the schor for off-campus public or non-profit
organizations.

Non-Title IV funding sources

Other funding sources consist of cash, privatedpatate grants, corporate reimbursement, milbanefits and institutional loans. In the
years endeDecember 31, 2012, 2011 and 2010, Ashford Unityedgrived 13.6% , 13.2% and 15.0%, respectiveld, the University of the
Rockies derived 12.7% , 15.0% and 14.1%, respdgtioétheir revenues (in each case calculatedc@oadance with applicable Department
regulations) from these other funding sources.

Financial aid processing

Our institutions have engaged Xerox Business Swoiat(“XBS"), formerly called Affiliated Computer 8éces, Inc., to provide call
center and transactional processing services éootline financial aid student populations at mstitutions, including services related to
disbursement eligibility review and Title IV fundturns. We believe the engagement of XBS centsatizese processing services to improve
student financing outcomes, and enhances effoertgply with Title IV rules and regulations. If teegagement with XBS were terminated,
we would handle these processing services usingwarresources or engage another third party vendor




Curricula and Scheduling

Our institutions are committed to providing theidents with a rigorous and rewarding academic eapee, which gives them the
knowledge and experience necessary to be contriyigducators and leaders in their chosen professiur institutions seek to maintain a
high level of quality in curriculum, faculty ancustent support services, all of which contributéhi® overall student experience. Curriculum is
reviewed annually to ensure that content is refaued updated as necessary. Our institutions pravitensive student support services,
including academic, administrative and technolaggpert, to help maximize the success of their stitaléddditionally, our institutions monit
the success of their educational delivery procegsesigh periodic faculty and student assessmenisinstitutions believe their commitment
to quality is evident in the satisfaction and destoated proficiency of their students, which is swad at the completion of every course.

As of December 31, 2012 , our institutions offeagroximately 1,470 courses, 80 degree programd 2hdpecializations.
Specialization areas are comprised of a select rupftcourses within an existing program which depent that program's required courses.
Specialization areas focus on one area of studyraaydalso be offered under the designation of catnagon, endorsement or track. Our
institutions offer programs and specialization argmough Ashford University's four colleges: thall€ge of Business and Professional Stut
the College of Education; the College of Healthntéim Services and Science; and the College of Lidets; and through the University of t
Rockies' two schools: the School of Organizatidregdership and the School of Professional Psyclyolog

Online courses are offered with weekly start détesughout the year, except for two weeks totdhta December and early January.
Courses typically run five to six weeks and all isms are offered in an asynchronous format so stsi@an complete their coursework as their
schedule permits. Online students typically erirothne course at a time. This focused approackaming allows the student to engage full
each course.

Our institutions' campus-based courses are typioatle or 16 weeks and have one start per ternh, twid to five terms per year.
Undergraduate campus-based students can enrgdltim six concurrent courses at a time and typicatisoll in at least four courses in a given
semester.

Doctoral students, both online and campus-basedgguired to participate in periodic seminars tedan campus as well as compose
and defend a dissertation on an approved topic.

Program Development

Our institutions design their academic offeringsneet the needs of a broad cross section of progpetudents. In addition to adding
programs in higldemand disciplines, our institutions intend to entatheir programs through the addition of moresieations in the futur:
Specializations are used to create an offeringishi@tilored to the specific objectives of a studaspulation and, therefore, is more attractive tc
potential students interested in a particular progrAs a result, the addition of specializationmesents a cost-effective way to both expand
our market and to further enhance the differemtratf our institutions' programs in that marketdbnally, our institutions intend to expand
the portfolio of their master's and doctoral degremgrams, consistent with our commitment to aiggpuatademic offering, and to pursue
graduate students because we believe they reprseattractive segment of the population.

Our institutions seek to offer programs in diseipb in which there is strong demand for educatiehsignificant opportunity for
employment. Our institutions' current program paitf includes offerings at the associate's, bactglmaster's and doctoral levels in the
disciplines of business, education, psychologyisgdaciences and health sciences. Our institutiotiew a defined process for identifying new
degree program opportunities that incorporatesesitjdaculty and market feedback, as well as maerals in the relevant disciplines, to
evaluate the expected level of demand for a negrpro prior to developing the content and markeiting potential students.

Potential new programs and specializations aramated based on proposals submitted by facultystail and on an assessment of
overall market demand. Our institutions' facultyl @cademic leadership work in collaboration with marketing team to research and select
new programs that are expected to have strong ditaraththat can be developed at a reasonable cogralhs are reviewed by the respective
institution and must also receive approval throtighnormal governance process at the relevantuitisti.

Once a program is selected for development, a sulvjatter expert is assigned to work with curricaldevelopment staff to define
measurable program-level student learning objesti#ach course in a program is designed to indimi@ing activities that address the
program objectives, foster student engagement sseka learning outcomes. All courses undergo axeeqaality assurance review before t
are offered to students. A new program is reviefeedpproval through the appropriate governanagsires. Following the approval, online
programs are conformed to the standards of ounenli




learning management system and the marketing daeattcreates a marketing plan for the program.dstroases, the time frame to identify,
develop and approve a new program is approximatelynonths.

Assessment

Each institution has developed and implementedhgpcehensive assessment plan focused on studeninigand effective instruction.
The plans stipulate assessment of learning outcairibe course, program and institutional levetsarhing outcomes are unique to each
institution and demonstrate the skills that gradsahould be able to demonstrate upon completitimeaf respective program. With the
assistance of our dedicated assessment team,sbitmtions' faculty routinely evaluates and revisearses and learning resources based upor
outcomes and institutional research data. Usingctlaind indirect measurements, student performarassessed on an ongoing basis to ensu
student success.

We utilize Waypoint Outcomes, our proprietary ass@nt platform, which is an innovative, web-basgeskasment system of interactive
rubrics, to gather data from specific learning\atiéis. Data results from Waypoint Outcomes areethavith the student and are also accessib
by the faculty and program administrators.

In addition to course and program assessmentdiyfgmrformance is continuously assessed by th#utisnal deans and instructional
specialists and by results of student surveyseatttmpletion of each course. The results of atluwfassessment practices are reviewed by an
assessment team, including faculty, and, basedendonclusions, recommendations may be madeddcadr modify our institutions'
programs.

Branding and Marketing

We have invested significant resources in devetppitocesses and implementing technologies thavalkboto effectively identify, recruit
and retain qualified students. We develop and gipgtie in various marketing activities to genetasels for prospective students and to build
the Bridgepoint Education, Ashford University anditersity of the Rockies brands. For our institoibonline student population, we align
ourselves with working adults, many of whom haveady completed some postsecondary courses aiséeking an accessible, affordable
education from a quality institution. The admissiguolicies that require the minimum age of 22 folire students at Ashford University are
focused at attracting more mature students witfeatgr commitment to completing their degrees. A$teford University campus-based
student population attracts traditional collegalstus, typically between the ages of 18 and 24.

Leads are primarily generated from online sour¢as. main source of leads is third party online lagdregators. We also purchase
keywords from search providers to generate oniadd directly, rather than acquiring them throwgtdlaggregators. Additionally, we have an
in-house team focused on generating online leadsigih search engine optimization techniques. Camding campaign utilizes TV and digital
channels to communicate the Ashford University ragss

We use trade show appearances and sponsorshipsanoe the brand equity of Ashford University armivdrsity of the Rockies. These
campaigns are designed to increase awareness grotargial students, differentiate us from othernpesondary education providers, start
dialogue between admissions counselors and padtehi@ents, motivate former students to re-registel encourage referrals from existing
students.

Recruiting and Admissions

Our institutions employ a team structure in thegruiting operations. Each team consists of adorisstounselors, financial service
advisors and academic advisors. The teams provsilegée point of contact and facilitate all aspextenrolliment and integration of a
prospective student into a program of study. Thentstructure promotes internal accountability amemgloyees involved in identifying,
recruiting, enrolling and retaining new students.

All leads are managed through our proprietary gustorelations management (“CRM”) system, which dse lead for a prospective
student to a recruiting team and assigns an admissiounselor within that team to serve as theamyrtaison for that prospective student.
Once contact with a prospective student is estadalisadmissions counselors, along with the acadanddinancial service advisors, begin an
assessment process to determine if our institutpmogram offerings match the student's needs ajattives. Additionally, admissions
counselors communicate other criteria, includingested duration and cost the programs, to prosgestudents. Through our proprietary
systems, admissions counselors are able to gersecat@parison of tuition levels across our competiin order for prospective students to
make more informed decisions.

Each admissions counselor undergoes a comprehdraivieg program that addresses our institutianademic offerings, financial aid
options and the regulatory environment in whichaperate, including the restrictions that regulaionpose on the admissions process. We
place significant emphasis on regulatory requirdgmand demand an environment of strict compliance.




Military and corporate channel relationships areelfgped and managed by channel development teamsnilitary development
specialists and corporate liaisons work with repnéatives in these organizations to demonstrateguhéty, impact and value that our
institutions' programs can provide to individuadghe organizations, as well as to the organizattbemselves. We believe our institutions'
educational offerings are attractive to potentiatlents in these markets. In the military chaninelividuals may frequently change locations or
may seek to complete a program intermittently akiercourse of several years. In the corporate caemployers value our institutions'
traditional campus heritage, while our institutioaf$ordability allows employer tuition reimbursente¢o be used more efficiently. As of
December 31, 2012 , approximately 22.5% of ouitintgins' students were affiliated with the miligar

The admissions process is designed to offer atoge®spective students who seek the benefitspoistsecondary education. Ashford
University undergraduate students may qualify inows ways, including by having a high school diplbor a General Educational
Development (“GED”) equivalent. Graduate level st at Ashford University and University of thedRies are required to have an
undergraduate degree from an accredited collegenaydbe required to have a minimum grade pointaeor meet other criteria to qualify
for admission to certain programs.

Retention

Once a student enrolls in a program, the institupimvides consistent, ongoing support to assessthdent in acclimating to the online
environment and to address challenges that ariseder to increase the likelihood that the studdghtpersist through graduation.

Providing a superior learning experience to evéaugent is a key component in retaining studentsiainstitutions. We feel that our
team-based approach to recruitment and the robudist services we provide enhance retention beaafusach student's interaction with his
or her contact in the team and the accountabiiitgient in the team structure. We also incorpaatgstematic approach to contacting student
at key milestones during their experience at ostititions, providing encouragement and highlightineir progress. Additional contact points
include quarterly updates on the school and carifeud here are frequent personal interactions ketwacademic advisors and students, w
we view as a key component to our retention styatddditionally, we employ a retention committeatimonitors performance metrics and
other key data to analyze student retention ratesiell as the causes and potential risks for studi®ps. Also, our student grievance
department serves as a neutral third party forestigdto raise any concerns or complaints. Suchezos@nd complaints are then elevated tc
appropriate department so we may proactively addxayg issues potentially impacting retention.

Ashford University implemented various new initias focused on academic quality and student suticeswe believe will help studel
succeed in their programs, help retain higher uatudents and ultimately increase student reiantn the area of academic quality, Ashford
University increased the size of its student supieam, increased the number of full-time facultg amnplemented a smaller class size
initiative. In the area of student success, Ashfdnilersity has expanded its orientation prograroatdened its refund policy, redefined the
minimum age for all students, and has made thesiecto eliminate certain associate programs.

Ashford University previously had a free two-weeleatation course, which became mandatory in thetfioquarter of 2012, for all
incoming zero-credit students. The orientationdsigned to provide students with a complete overdgéthe online classroom experience,
prepare them for success in their courses, andtheip self-evaluate their readiness to succeed oméine college setting. The experience
provides a realistic, up-front overview of expeicias so that students are aware of what is exp@dtétem as they prepare for their studies.
They also gain an understanding of how to accegsawigate within the online classroom, so theyfeahconfident when they move to their
first course in their respective programs. Succgssimpletion of all orientation activities is aqrerement before students can enroll in their
first class.

During the fourth quarter of 2012, Ashford Univéysmplemented the “Ashford Promise.” This initiaiallows an individual to
experience the first three weeks of his or het &itass before incurring any financial obligatiéd.any time during these first three weeks, tt
individuals who do not demonstrate satisfactorydeaaic progress, or those who simply opt out, vwoll be admitted as students into the
University. Such individual would not be responsifidr any tuition or fees, and therefore will notur any debt. We believe that the Ashford
Promise initiative will help increase student rei@m as well as address student loan debt.

Technology

We have created a scalable technology systemstisacure, reliable and redundant and permits atitlitions' courses and support
services to be offered online.




Online course delivery and management

We use the eCollege online learning platform, ptediby Pearson eCollege, a third-party softwaresangces provider, as our online
platform. The platform provides an online learnmgnagement system and provides for the storageageament and delivery of course
content. The platform includes collaborative spdoestudent communication and participation withes students and faculty, grade and
attendance management for faculty and assessnatilities to assist us in maintaining quality. Bea eCollege hosts the software for us in
its data center to allow us to efficiently scale #tpplications to meet the needs of our institstistudent population. Access to our systems is
provided through student portals, an extensioruofimstitutions' respective websites. These poeedsdynamic destinations for students to
securely access personal information and servitgskso serve as vehicles for student communicsitiactivities and student support services

Internal administration

We employ a proprietary CRM system for lead manag@ndocument management, workflow, analytics apadnting. Our CRM suite
enables rapid response to new leads. We believERM system is able to support the needs of ouinbas for the foreseeable future. We als
utilize an online application portal to acceptemrate and process student applications.

We utilize CampusVue, a student information syspeavided by Campus Management Corp., to managestuthta (including grades,
attendance, status and financial aid) and to gemeeaiodic management reports. This system irgesfavith our online learning management
system.

Constellation

Constellation is our proprietary learning platfotimat takes the best features of traditional textsand combines them with the best
features of the Web to create a premium studerdgréeqce. Constellation gives students access todiggtal course materials across platforms
without sacrificing time-tested studying tools likighlighting and note taking. Constellation inahgdcustomized content geared to our
institutions' courses and students, combined wittbast set of features that make course matesmajaging and accessible to students of
various learning styles and abilities. Constellai®cloud-based and is compatible across operajisgems, browsers and mobile technologies
We have developed Constellation-enabled coursesapily in core classes to attempt to reach as nstugents as possible. We plan to
continually expand the features of Constellatiofuinre releases.

The editorial team for Constellation consists afad with extensive experience at leading textbpoklishing firms. Highly qualified
subject matter experts are recruited to authorertrihat addresses course and institutional outso@enstellation digital texts are organized
around our institutions' accelerated courses. ABamfember 31, 2012 , approximately 83.8% of ouititgons' students have taken a
Constellation-enabled course. As of December 3122@ve had 75 Constellation titles available.

We have also expanded the features of Constelltdian external learning platform called Thuze,aliaunched in early 2012. We
partnered with several leading publishers in atggtogram in 2012 to offer Thuze to a limited numbgstudents outside of our institutions.
Thuze enables students to share notes and highligtit their peers, and to utilize the social netimmy aspect of the platform by having
conversations with other students and posting theinghts on discussion boards. The notebook featithin Thuze allows students to create
their own study guides from their annotations, amihstantly search for key terms.

Mobile application technolog

Each of our institutions offer mobile applicatics@mpatible with most mobile phones and tablet camemsun order to increase the
accessibility of the student learning experiendee @pplications enable students to use their mdleiéce to contact support staff, complete
discussion posts, and review important informatigarding their academic status. We have receiugsiiye feedback from students indical
that these mobile applications further their leagnéxperience and we have incorporated feedbaekveztinto the periodic updates to them.

Employees

Our institutions have increased the size of thieidesnt support teams, and have increased the nushbgl-time faculty. As of
December 31, 2012 , our institutions had approxétya220 full-time faculty members and approximatg00 adjunct faculty members.
Adjunct faculty are part-time employees engaged onurse-by-course basis. Adjunct faculty are corsgied a fixed amount per course,
which varies among faculty members based on ealihidual's experience and background. In additteaching assignments, adjunct fac
may also be asked to serve on student committeels,as comprehensive examination and dissertatiomittees, or assist with course
development.
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As of December 31, 2012 , we, along with our ingiins, also employed more than a combined 3,906faculty staff in university
services, academic advising and academic suppwdlment services, university administration, fic@l aid, information technology, human
resources, corporate accounting, finance and atfirinistrative functions. None of our employees sarty to any collective bargaining or
similar agreement with us.

Competition

The postsecondary education market is highly frageteand competitive, with no private or publictingion representing a significant
market share. Our institutions compete primariljhvgublic and private degree-granting regionallgradited colleges and universities. Many
colleges and universities enroll working adultsdfdition to traditional 18 to 24 year-old studefsaddition, many of those colleges and
universities offer a variety of distance educatiowl online initiatives.

We believe that the competitive factors in the pestndary education market include the reputatidgheocollege or university among
students and employers; the number of qualifiedexqmebrienced faculty; the program costs; the releaad accredited program offerings; the
regulatory approvals; the convenient, flexible degendable access to programs and classes; thieaetarketing and selling effectiveness;
the time necessary to earn a degree; and thedésgaldent support services.

We do expect to encounter increased competitianrasult of new entrants to the online educatiorketaincluding traditional colleges
and universities that had not previously offeretireneducation programs.

Intellectual Property

We rely on a combination of copyrights, trademasisyice marks, trade secrets, domain names aedragnts with third parties to
protect our proprietary rights. We have trademat service mark registrations and pending appticatin the United States and select foreig
jurisdictions. We also own the domain name rigbhtsolur institutions, as well as other words andaghs important to our busine
Additionally, we have applied for patent protection certain technology developed by us. In marsgances, our institutions' course content i
produced by faculty and other content experts unaek-for-hire agreements pursuant to which we dmecourse content in return for a fixed
development fee. In certain limited cases, couosgeant is licensed from third parties on a royé&dty basis.

Environmental Matters

We believe our facilities are in compliance witldéeal, state and local laws and regulations the¢ lheen enacted or adopted regulating
the discharge of materials into the environmenttberwise relating to the protection of the enmiment. Compliance with these laws and
regulations has not had, and is not expected te,lemmaterial effect on our capital expendituresults of operations or competitive position.

Financial Information about Segments and Geographi@reas

We operate our business in one reportable segmaethitve have no foreign operations or assets locatiside of the United States. For
information about our revenues from external cusicsnmeasures of profits and losses and totalsassst our annual consolidated financial
statements which are included elsewhere in thigrtep

Executive Officers of the Registrant

Our management team possesses extensive expeangreesecondary education, in many cases withr ¢dinge online postsecondary
providers. Prior to launching Bridgepoint Educatiémdrew Clark, our CEO and President, served imasenanagement positions at such
institutions for 12 years and has significant eigrere with online education businesses. The otlenibers of our executive management tear
also bring a combination of academic, operatiaieahnological and financial expertise that we hibas been critical to our success. The
continuity of our executive management team demnatest the strong relationship between functionsdgmithin our business and the team's
belief in the potential of our business model. Aiddially, our executive management team has batcatito establishing and maintaining our
corporate culture.
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The names of our executive officers and their atilsss and biographies as of February 1, 2013satdorth below:

Name Age Position

Andrew S. Clark 47  CEO and President and Director

Daniel J. Devine 48  Executive Vice President/Chief Financial Officer

Jane McAuliffe 46  Executive Vice President/Chief Academic Officer
Rodney T. Sheng 46  Executive Vice President/Chief Administrative Offic
Ross L. Woodard 47  Senior Vice President/Chief Marketing Officer
Charlene Dackerman 52  Senior Vice President of Human Resources

Thomas Ashbrook 48  Senior Vice President/Chief Information Officer

Diane L. Thompson 57  Senior Vice President, Secretary and General Cbunse
Douglas C. Abts 39  Senior Vice President/Strategy and Corporate Devednt
Vickie L. Schray 52  Senior Vice President of Regulatory Affairs and IRuBolicy

Our executive officers are appointed by, and satwibe discretion of, our board of directors. Eagbcutive officer is a full-time
employee. There is no family relationship betweey @f our executive officers or directors.

Andrew S. Clarkas served as our Chief Executive Officer and ecttir since November 2003 and as our Presiderd Siabruary 2009.
Mr. Clark also served from March 2005 to Decemi@&on the Board of Trustees for Ashford Universitygl served on the University of the
Rockies Board of Trustees from September 2007 @uau2010. Prior to joining us in November 2003, Miark consulted with several
private equity firms examining the postsecondanycation sector. Prior to 2003, Mr. Clark worked @areer Education Corporation as
Divisional Vice President of Operations and Chigie€ating Officer for American InterContinental Uargity in 2002. From 1992 to 2001,
Mr. Clark worked for Apollo Group, Inc. (Universityf Phoenix), where he served in various managenoégd, culminating in his position as
Regional Vice President for the Mid-West regiomfr&999 to 2001. Mr. Clark earned an M.B.A. from thaversity of Phoenix and a B.A.
from Pacific Lutheran University.

Daniel J. Devingoined us in January 2004 and currently servesiagrecutive Vice President/Chief Financial Officrior to
Mr. Devine's appointment as Executive Vice Predi@rief Financial Officer in January 2011, Mr. Degiserved as our Senior Vice
President/Chief Financial Officer, from Novembef80do December 2010, and as our Chief Financidt@fffrom January 2004 to November
2008. Mr. Devine has over 20 years of senior figagxperience. From March 2002 to December 2003DMvine served as the Chief
Financial Officer of A-Life Medical. From 1994 t®Q0, Mr. Devine served in various management raeMitchell International Inc.
culminating in his position as Chief Financial @#i from 1998 to 2000. From 1987 to 1993, Mr. Deserved in various management roles
for Foster Wheeler Corporation, culminating in pésition of divisional Chief Financial Officer frod990 to 1993. Mr. Devine earned a B.A.
from Drexel University and is a certified publiccacintant.

Jane McAuliffgoined us in July 2005 and currently serves askourcutive Vice President of External Affairs/Chigfademic Officer.
Prior to Dr. McAuliffe's appointment as in Janu2@11, Dr. McAuliffe served as our Senior Vice Pdesit/Chief Administrative Officer, from
November 2008 to December 2010, and as our Vicsidenet of Academic Affairs, from September 200Ntwvember 2008. Dr. McAuliffi
also served as Chancellor/President of Ashford éhsity from July 2005 to December 2010. From 2@)3105, Dr. McAuliffe served as
President of Argosy University/Sarasota Campusaiirasota, Florida. Prior to 2003, Dr. McAuliffe sedvin various management roles
including Vice President for Academic Affairs at Anican InterContinental University in 2002, andopttio that Dean, Associate Dean and
Program Director in the College of Education atlttméversity of Phoenix from 1996 to 2002. Dr. McKtd earned a Ph.D., M.A. and B.A.
from Arizona State University.

Rodney T. Sherjgined us in January 2004 and currently servesiagrecutive Vice President/Chief Administrativefieér. Prior to
Mr. Sheng's appointment as Executive Vice Presi@antf Administrative Officer in January 2011, MBheng served as our Senior Vice
President/Chief Administrative Officer, from Noveart2008 to December 2010, and as our Vice PresaféDperations, from January 2004 to
November 2008. Mr. Sheng has over 20 years of é&pes in the postsecondary sector, during whicle tim has worked for four differe
colleges and universities and served in a variEtyanagement roles. From 1995 to 2003, Mr. Shenggeebfor Apollo Group, Inc. (Universi
of Phoenix). From 2000 to 2002, Mr. Sheng servedies President/Campus Director and opened two caemfor the University of Phoenix
in the state of Ohio. In 2002, Mr. Sheng was resgide for the marketing and recruitment for 12 teiag centers throughout the Southern
California metropolitan area. Mr. Sheng earned aA.Ntom the University of Phoenix and a B.A. frd@an Diego State University.
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Ross L. Woodarpbined us in June 2004 and has served as our SéiterPresident/Chief Marketing Officer since Nowwn 2008. Fron
June 2004 to February 2005, Mr. Woodard servedia®wector of E-Commerce and from March 2005 tdadber 2008 he served as our Vice
President of Marketing. From June 1992 to May 200¢,Woodard held multiple senior management posgiwith Road Runner Sports. Fr
1998 to 2004, Mr. Woodard served as Director ofda@erce for Road Runner Sports and was resporisibliee internet sales and marketing
channel. From 1992 through 1997, Mr. Woodard seiverious management roles with Road Runner Spioitluding Director of Sales.
From 1989 to 1992, he served as a Regional Mariag#like, Inc. in San Diego. Mr. Woodard earned.A Brom San Diego State University.

Charlene Dackermajoined us in September 2004 and has served aseminrS/ice President of Human Resources since Nbeem
2008. From September 2004 to December 2005, Mkddaran served as our Director of Human Resouregsfram January 2006 to Octok
2008, she served as our Vice President of HumaowRess. Ms. Dackerman has worked in the postsecpisdator for over 18 years. From
1986 to 2002, Ms. Dackerman served in various mamagt roles for Kelsey Jenney College, includinggge Director, Campus Director,
Dean and Director of Admissions. Ms. Dackerman eduam M.S. from National University and a B.S. frilmmboldt State University.

Thomas Ashbroojoined us in November 2008 and has served as auoiSéice President/Chief Information Officer sinttet time.
From March 2005 to March 2008, Mr. Ashbrook serasdhe Divisional Information Officer for Fremomtvestment & Loan, a California
industrial bank and lending institution, where &éé information technology strategy for the resiggrtusiness. From 2001 to 2005,

Mr. Ashbrook served as the Senior Vice Presidefitaahnology Solutions for Fidelity National Infortien Solutions, a subsidiary of Fidelity
National Financial. Mr. Ashbrook earned a B.S. iedfical Engineering from California State UniviegsLong Beach and an MBA froi
Ashford University, Clinton lowa.

Diane L. Thompsojoined us in December 2008 and has served as oimrSéice President, Secretary and General Cowsiset that
time. From September 1997 to November 2008, Msnigsmn served in various management roles for Agditmup, Inc. (University of
Phoenix). From November 2000 to February 2006, Mempson served as Vice President/Counsel for Agsibup, Inc. (University of
Phoenix) and from March 2006 to November 2008, Mempson served as Chief Human Resources Officem ©ctober 1992 to July 1996,
Ms. Thompson served as an attorney in the Pima @@ttorney's Office in Tucson Arizona. Ms. Thompsearned a B.A. from St. Cloud
University, an M.A. from Antioch University and &3] from the University of Arizona College of Law.

Douglas C. Abtgoined us in August 2010 and has served as oun&¥ite President, Strategy and Corporate Develaopsiace that
time. He is responsible for setting the strategiedadion of the company, mergers and acquisitianividy, data intelligence capabilities, and
new learning product development. Previously, MotsAspent seven years at Science Applicationsnatienal Corporation, most recently
serving as Corporate Vice President for MergersAaglisitions. He earlier held the titles of ViceeBident for Strategic Development and
Business Development Manager. For six years, Mts Abrved with distinction as an Officer in the tddiStates Navy SEAL Teams. Mr. Abts
holds an M.B.A. from Harvard Business School aslA from Stanford University.

Vickie L. Schrayoined Bridgepoint Education in January 2011 andemntly serves as the Senior Vice President, Régyldffairs and
Public Policy. Prior to Ms. Schray's appointmenthesSenior Vice President Regulatory Affairs anthliR Policy in December 2012, Ms.
Schray served as the Vice President Regulatoryiraffils. Schray has over 20 years of experiengmgtsecondary education and has worke
at the federal, state and institutional level. Fi1®88 to 2010, Ms. Schray served in various |leduigrzositions with the U.S. Department of
Education, including Acting Deputy Assistant Seargtin the Office of Postsecondary Education, SeRalicy Analyst in the Office of the
Under Secretary, and as the Deputy Director foiSberetary of Education's Commission on the Fuifitdéigher Education. Before her work
with the Department of Education, Ms. Schray caesufor the National School-to-Work OpportunitieBi€e and was Deputy Director of the
National Skill Standards Board. Ms. Schray earndl%. at Portland State University and a B.S. a&gon State Universit

In June 2003, Mr. Clark acquired and subsequeirgdhiihe management to operate Foundation Collgeducation provider which
conducted campus-based training programs througR#tifornia Employment Training Panel. From Novem®003 to August 2004,
Ms. Dackerman served as President and Chief Fiab®¢iicer of Foundation College. Due to a sigrafit decrease in state funding, the
business filed for bankruptcy in December 2005.
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Additional Information

We were incorporated in Delaware in May 1999 urtdemame TeleUniversity, Inc. and we changed ooreng Bridgepoint
Education, Inc. in February 2004. Our website tated at www.bridgepointeducation.com. We makelabks free of charge on our website
our Annual Report on Form 10-K, Quarterly Reporigcorm 10-Q, Current Reports on Form 8-K, and amerds to those reports filed
pursuant to Section 13(a) or 15(d) of the Exchakejeas soon as reasonably practicable after weretgcally file such material with, or
furnish it to, the Securities and Exchange Commis$iSEC”). The website for the SEC is located atwsec.gov. The reference to our
website is intended to be an inactive textual mxfee and the contents of our website are not istttmbe incorporated into this report.
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REGULATION

Ashford University and the University of the Rockigre accredited institutions of higher educatitictv are subject to extensive
regulation by a variety of agencies. These agerieagde the Higher Learning Commission of the KdZentral Association of Colleges and
Schools (“HLC”), the agency that accredits ouritnsbns, thereby providing an independent assessofeeducational quality. As discussed
below, Ashford University has been placed on NoltiggHLC. Our institutions are also subject to regioin by educational licensing authorities
in states where our institutions are physicallyated or conduct certain operations. We are als@suto regulation by the U.S. Department of
Education (“Department”) due to our participatiornféderal student financial aid programs authorlzgditle IV of the Higher Education Act
of 1965, as amended (“Higher Education Act”), whiod refer to in this report as Title IV programs. Jarticipate in Title IV programs, a
school must maintain authorization by the statecation agency or agencies where it is physicalbaied, be accredited by an accrediting
agency recognized by the Department and be certifjethe Department as an eligible institutiontitaions that participate in the Title IV
programs are subject to an extensive set of lawsegulations. The laws, regulations and standafrtti_C, the Department and state agencie:
affect the vast majority of our institutions' op@vas.

Accreditation

Ashford University and the University of the Rockigave been institutionally accredited since 1902003, respectively, by HLC,
which is one of six regional accrediting agenches faccredits colleges and universities in the é¢h@tates. Most traditional, public and private
non-profit, degree-granting colleges and univegsitire accredited by one of these six agenciesofksbniversity was placed on Notice by
HLC on February 21, 2013. Notice is a commissiarcian indicating that an institution is pursuinga@urse of action that, if continued, could
lead it to be out of compliance with one or morigecia for accreditation.

Accreditation by HLC is recognized by the Departiremd by prospective students as a reliable inoicafteducational quality.
Accreditation is a private, non-governmental predes evaluating the quality of an educationalitn§on and its programs and an institution's
effectiveness in carrying out its mission in arigatuding integrity, student performance, curriculueducational effectiveness, faculty, phys
resources, administrative capability and resouffiesncial stability and governance. To be recogdiby the Department, an accrediting
agency, among other things, must adopt specifitdstals to be maintained by educational instituticnsduct peer-review evaluations of
institutions' compliance with those standards, nowrdéompliance through periodic institutional refiay and the periodic renewal process and
publicly designate those institutions that meetapency's criteria. An accredited institution ijeat to periodic review by its accrediting
agency to determine whether it continues to meep#rformance, integrity, quality and other staddaequired for accreditation. An institut
that is determined not to meet the standards okditation may have its accreditation revoked drrenewed.

Accreditation is important to our institutions asstablishes comprehensive criteria designeddmete educational quality and
effectiveness. Accreditation also represents aipalcknowledgment by a recognized independent agefihe quality and effectiveness of (
institutions and their programs. It also facilithe transferability of educational credits whirdents transfer to or apply for graduate school
at other regionally accredited colleges and unitiess The Department relies on accreditation amditator of educational quality and
effectiveness in determining an institution's dlilifly to participate in Title IV programs, as dertain corporate and government sponsors in
connection with tuition reimbursement and othedseft aid programs.

We believe that regional accreditation is viewegbfably by certain students when choosing a sclimobther schools when evaluating
transfer and graduate school applications and tgioeemployers when evaluating the credentialsaofdidates for employment.

In addition, by approving our institutions' offegmof approved campus-based programs through cadilneery modalities and by
approving increased transfer credit allowance amat fearning assessments, accreditation supparts@ssion of serving students by provid
innovative online programs and allowing studeneaswhility through increased transfer of creditgdor traditional and non-traditional
education.

Evaluations and renewals of accreditatic

Ashford University's accreditation was most regerghewed by HLC in 2006 for a period of ten ye&shford University has been
placed on Notice. University of the Rockies wasggd its initial accreditation from HLC in 2003 famperiod of five years. Its accreditation
was renewed by HLC in 2008 for a period of seveargewith a comprehensive evaluation scheduledhduhe 2015-2016 academic year. In
November 2009, as a result of our initial publifedhg, both Ashford University and University digt Rockies participated in a change
control accreditation visit from HLC. Upon the remmendation of the visiting team, HLC determinedhhiastitutions (i) continued to meet the
commission's eligibility requirements and accrdditacriteria and (ii) should receive their nexigarehensive evaluations in 2014-2015, per
the
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commission policy that states an institution mustéha comprehensive review no later than five yksdliaving a change in control visit.

For information regarding the current status ofdbereditation of Ashford University see “Notificait from HLC regarding Jurisdiction
over Ashford University and University of the Roe&i, “Notification from HLC regarding placementAshford University on Notice” and
“HLC Notification regarding Ashford University NoRinancial Indicator Conditions” below. For infornaat regarding the current status of the
accreditation of University of the Rockies see 'iicdtion from HLC regarding Jurisdiction over Asinfl University and University of the
Rockies" and “HLC Notification regarding University the Rockies Non-Financial Indicator Conditiot&low.

Notification from HLC regarding Jurisdiction over Ahford University and University of the Rocki

In June 2010, the Board of Trustees of HLC ("HLGaRBB) adopted revised bylaws which outline the $asi which an institution falls
within its jurisdiction. The revised bylaws providaibject to specified grace periods and grandfatpg@rovisions, that an institution must be
incorporated within a state in the 19-state nodtitial region and also have a “substantial presendbe north central region, as defined by
commission policy, to be considered within the cassion's jurisdiction. In November 2010, HLC adapéepolicy which specifies that an
institution would be considered to have a “subsghptresence” in the north central region onlyhi institution can demonstrate to the
commission that its operations are substantialthénorth central region. The institution mustyide evidence that the majority of its
educational administration and activity, busingssrations and executive and administrative leadieesie located or operating within the nc
central region and that it has at least one caropasditional location, as applicable, locatechia horth central region.

HLC is to evaluate institutions that have beenedited by the commission as of July 1, 2010, agdes“substantial presencdéfinition
at the time of the commission's next comprehensiaduation of such institution, except where theguassion has information to indicate that
an institution does not meet this requirement aitéhtes, subsequent to July 1, 2012, an inquimetaew jurisdiction.

Ashford University and the University of the Rockigave campuses in, are incorporated in, and hasiadss operations, administration
and leadership in lowa and Colorado, respectivmyh of which states are located in the north eémégion. Both institutions also have
business operations, administration and leadefshgied outside of the north central region. Urternew policy, it became uncertain whe!
HLC would determine that University of the Rockiess a substantial presence in the north centradmebp October 2012, HLC conducted an
on-site review at University of the Rockies in cention with its evaluation of the institution's cplance with the commission's jurisdictional
requirements. By letter dated February 28, 2013 ibtified University of the Rockies that HLC's fiigtional Actions Council affirmed at its
meeting on February 25, 2013 that the institutiad transferred a substantial presence of busimesadministrative personnel and operations
to the location in Denver, Colorado (within the thocentral region) and that no further commissiliofv-up is required.

On June 25, 2012, HLC informed Ashford Universligttthe institution must demonstrate, no later thanember 1, 2012, that it has a
substantial presence in the 19-state north cer@gadn and accordingly is within HLC's jurisdictionder new requirements which became
effective on July 1, 2012. Representatives of tiséitution met with HLC regarding the timing andmgonents of becoming compliant with the
commission's jurisdictional requirements in lightfte institution's plans to reapply for initialaeditation with the Accrediting Commission
for Senior Colleges and Universities of the Westsaociation of Schools and Colleges (“WASC"). ldbrmation regarding Ashford
University's application for accreditation with WBSee “Proposed change in accreditation for Ashfimiversity” below.

Subsequent to these discussions, on July 27, 2&t#ord University received a letter from HLC ttsiated Ashford University would be
required to provide the commission with an impletagan plan on or before December 1, 2012, thatatestnates how the institution will
comply with the commission's policy on substarpi@sence in the event that a migration to WASGCeeittill not occur or is significantly
delayed. The implementation plan was provided t&His requested.

On February 27, 2013, Ashford University receivadteer from HLC stating that on February 21, 2@48 university was placed on
Notice due to its current n-compliance with HLC's substantial presence paddiog concerns regarding its future ability to remiain
compliance with certain accreditation criteria,tjgzalarly the revised criteria that became effeeton January 1, 2013. Specifically, HLC notec
that its action in placing the university on Notigas related in part to the alignment of the ursitgmmission with its instructional model,
governance of the university independent fromatporate parent, sufficiency of faculty, assessméstudent learning and use of data to
improve graduation and retention rates, and shgogdrnance structures involving faculty and adntiat®n. Ashford University remains
accredited. In its letter, HLC reported its detaration that Ashford University is not currentlydompliance with HLC's substantial presence
policy and set forth procedures and a timelinesf@luating the university's implementation of ite\pously reviewed plan with respect to
substantial presence in the event Ashford Univwersies not gain accreditation from WASC. If WASCrditation is not
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approved, Ashford University will be required tceegise the implementation plan, and the institutiarst initiate the move of its core
operations to the 19-state north central region édiately after the anticipated June 2013 WASC dmtis

On or before July 10, 2013, Ashford University mpisivide a monitoring report to HLC stating whethiex university has gained
accreditation from WASC. If the university has bgtsuch time been accredited by WASC, the universill also be required to host a focu:
evaluation no later than October 1, 2013, to evalummong other things, whether the universityduaspleted specific steps, following its
implementation plan, to establish presence in Ht€json as required pursuant to HLC's jurisdictlomguirements. In addition, Ashford
University will be required to host a focused ewadion on or before December 15, 2013 to examirentiein, graduation and the university's
progress in resolving the identified issues. Iddtter, HLC states that the HLC Board will considdgormation provided in the monitoring
report and in the October 2013 focused evaluatidhis required, and the December 2013 focuseali@ation at its meeting in February 2014
and take action as appropriate. HLC may removaeitieersity from Notice, or in the event the ideietif concerns, including satisfaction of
HLC's jurisdictional requirements, have not bedrstectorily addressed, place the university orbatamn or take other action, which could
include a show-cause order or withdrawal of act¢agion.

Proposed change in accreditation for Ashford Unigéy

Ashford University is seeking regional accreditatfoom the Accrediting Commission for Senior Collsgand Universities of the West
Association of Schools and Colleges (“WASC”). Imp&smber 2010, we announced that Ashford Univetsty initiated the process of seeking
regional accreditation from WASC. In January 204shford University submitted an application to detme its eligibility to pursue WASC
accreditation. In January 2012, Ashford Universitfpmitted an application for initial accreditatieith WASC. Upon receiving the initial
application for accreditation and related materiasluding an institutional self-study, WASC thleeld site visits in March 2012, the purpose
of which was to validate the information providediie institution's application, particularly itsmapliance with WASC standards.

On July 5, 2012, Ashford University received offichotice that WASC acted (1) to deny initial aclitation to the institution because it
had not yet demonstrated substantial compliande eettain of the WASC Standards for Accreditatiod &) to permit the institution to
reapply for accreditation with a single specialtuis occur as early as spring 2013. On Octobe2012, Ashford University reapplied for
accreditation. Under WASC rules, the reapplicatimrst demonstrate that Ashford University has sattsfily addressed the report's
conclusions and has come into compliance with t#&SW Standards of Accreditation. A site visit by W% expected to begin on April 2,
2013, and we anticipate the WASC commission's demation of the institution's reapplication atitme 2013 meeting.

The decision to seek WASC accreditation reflectsfchanalysis performed by the institution's fag@nd administration, taking into
account the dynamics of its student enrollmenfaitsiity and staff profile, and the developmentt®forogrammatic offerings. Based on this
analysis, and taking into account how the institul8 academic and administrative activity is becwntioncentrated in California, Ashford
University's governing board concluded that itpprpriate for the institution to operate underadhspices of WASC, which is the regional
accrediting body having jurisdiction over Califaarinstitutions.

Notification from HLC regarding placement of Ashfar University on Notice

On July 12, 2012, Ashford University received adefrom HLC stating that (1) Ashford Universitycheeen placed on special
monitoring because of the decision by WASC to dimyinstitution initial accreditation and also besa of certain non-financial data provided
by the institution that indicated a need for furtbemmission review (see “HLC Notification regargliAshford University Non-Financial
Indicator Conditions” below), and (2) the instititiwould be required to provide a report to HLOater than August 10, 2012 regarding its
fulfillment of the commission's Criteria for Accrigation and Core Components, including the MinimbBrpectations. Submission of the report
would be followed by an advisory visit.

The letter specifically required the report to urde: (1) evidence that Ashford University meets I Criteria for Accreditation relating
to the role and autonomy of the institution's gowuay board and its relationship with BridgepointEdtion, Inc., including the role of faculty
in overseeing academic policies and the integnty @ontinuity of academic programs; (2) evidenea gkshford University's resource
allocations are sufficiently aligned with educatibpurposes and objectives in the areas of stumtenpletion and retention, the sufficiency of
full-time faculty and model for faculty developmeand plans for increasing enrollments; and (3)ence demonstrating that Ashford
University has an effective system for assessimmaonitoring student learning and assuring acadeigar.

Following Ashford University's receipt of the lattéhe institution met with representatives of Hiddiscuss the timing of the advisory
visit and the report demonstrating the institusawompliance with HLC's accreditation criteria. Sedpuent to these discussions, on July 27,
2012, Ashford University received a letter from Hiltt stated Ashford University would be permittegbrovide the report demonstrating
compliance with the commission's Criteria for Adlitation and Core
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Components in two phases. The first phase wasgedwn September 3, 2012, and the second phasgravéded on September 21, 2012. ~
advisory visit occurred the week of October 22,201

On February 27, 2013, Ashford University receivddtier from HLC stating that on February 21, 2818 university was placed on
Notice due to its current n-compliance with HLC's substantial presence pdaddicg concerns regarding its future ability to remiain
compliance with certain accreditation criteria,tigalarly the revised criteria that became effeeton January 1, 2013. Specifically, HLC notec
that its action in placing the university on Notigas related to the alignment of the universitysiois with its instructional model, governance
of the university independent from its corporateepg sufficiency of faculty, assessment of studeatning and use of data to improve
graduation and retention rates, and shared govegrstructures involving faculty and administration.

As discussed under “Notification from HLC regardihgisdiction over Ashford University and Univeysdf the Rockies” above, HLC
determined that Ashford University is not currertlicompliance with HLC's substantial presenceqycéind set forth procedures and a time
for evaluating the university's implementationtsfpreviously reviewed plan with respect to sultsapresence in the event Ashford
University does not gain accreditation from WASC.

Ashford University remains accredited. Notice isommission sanction indicating that an instituti®pursuing a course of action that, if
continued, could lead it to be out of compliancéhwaine or more criteria for accreditation. At isbifuary 2014 meeting, the HLC Board will
consider information and take action as appropridteC may remove the university from Notice ortlire event the identified concerns have
not been satisfactorily addressed, place the usityesn probation or take other action, which counldude a shovweause order or withdrawal
accreditation. The procedures and timeline for HlL&Valuation of the university during the Noticeipe are described in the section above
entitled “Notification from HLC regarding Jurisdioh over Ashford University and University of the¢kies.”

Further information is available in the Public Dasure Notice on Ashford University, which is pbled on HLC's website at
www.ncahlc.orgunder “HLC Institutions - Public Disclosures”. Theference to the HLC website is intended to benantive textual reference
and the contents of that website are not intendéxtincorporated into this report.

HLC Notification regarding Ashford University No-Financial Indicator Conditions

On July 13, 2012, HLC notified Ashford Universityat it had been identified for further inquiry bdsm certain non-financial data the
institution provided in its 2012 Institutional AnaluReport. Under HLC's Institutional Update pro¢edlsaccredited and candidate institutions
are required to provide certain financial and niorsfcial data to the commission annually; HLC teereens the non-financial data for seven
indicator conditions and requests an institutiorgbrt from institutions that meet certain of thesaditions. The purpose of the screening
process is to identify institutions that may beisk of not meeting certain of HLC's Criteria focéreditation.

Ashford University was identified for further ingquibecause it met three of the indicator conditi¢f¥ the number of degrees awarded
increased 40% or more compared to the prior y@xtheé number of fultime faculty increased 25% or more compared tgti@ year; and (¢
the ratio of full-time faculty to the number of deg programs was less than one in the period exhofis Ashford University was already
under review through the HLC special monitoringgass and was required to provide a written repuaitteost an advisory visit, as outlined in
the letter received from the commission on July2l¥,2, Ashford University addressed these non-firindicators and related Core
Components in the report it submitted on SepterBb2012 as part of the special monitoring procAskford University was placed on Notice
by HLC on February 21, 2013. The Notice processtameline are described in the sections aboveledtiNotification from HLC regarding
Jurisdiction over Ashford University and Universifthe Rockies” and “Notification from HLC regandj placement of Ashford University on
Notice”

HLC Notification regarding University of the Rock&Nor-Financial Indicator Conditions

On July 24, 2012, HLC natified University of the ¢kies that it had been identified for further inggubased on certain non-financial data
the institution provided in its 2012 Institution@hnual Report. University of the Rockies was idiedi for further inquiry because it met two
the indicator conditions: (1) the number of degrearded increased 40% or more compared to the year; and (2) the number of full-time
faculty increased 25% or more compared to the yaar. Accordingly, HLC requested that Universifythee Rockies provide a report to HLC
demonstrating the institution's ability to continmeeting the Core Components in light of the coodg at the institution that led to the
indicators being identified. This report was praddon August 29, 2012, and the institution hasreotived an update regarding the inquiry
since that date. The HLC staff will review the rapmay request additional information if necessaryd will determine whether the report
requires further review by a panel; if so, the pavikk review the report and recommend whetherkieC Board should accept the report,
require further monitoring through a subsequenoriepr focused visit, or recommend action suchlasipg the institution on sanction.
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Authorization by U.S. Congress of Title IV Programs

The U.S. Congress must periodically reauthorizeHigder Education Act and annually determine thedfng level for each Title IV
program. In 2008, the Higher Education Act was tieatized through September 2014. The U.S. Congnesspropose and pass revisions to
the Higher Education Act between reauthorizatisnbject to approval by the President. The U.S. @mssyalso determines the funding levels
for Title IV programs annually through the budgeti@appropriations process.

There has been increased focus by the U.S. Congnetbe role that for-profit educational institutplay in higher education. In
particular, the Health, Education, Labor and Persidommittee of the U.S. Senate (“HELP Committéxay issued several reports and held a
series of hearings regarding the for-profit edusatiector and Title IV programs, including a Ma&fii1 hearing specifically about us and
Ashford University entitled “Bridgepoint Educatioimc.: A Case Study in For-Profit Education and @ight.” The hearings, and those of ot
Congressional committees, have focused on varispescas of the for-profit education sector includstgdent debt, recruitment practices,
educational quality, student outcomes, the effeci@ss of accrediting bodies, and the amount of TWlfunding received by the for-profit
education sector. In connection with these heayimggnbers of Congress have requested a broad o&uigeailed information from various
for-profit institutions, including Ashford Univeityiand University of the Rockies. Most recently,Juty 29, 2012, the majority staff of the
HELP Committee issued a report entitled “For Prdigher Education: The Failure to Safeguard theeFaldnvestment and Ensure Student
Success,” which contains the majority staff's firgdi from the committee's two-year investigatiothef for-profit education sector. The report
is critical of the sector generally and of us andiastitutions specifically, expressing conceraggunding the amount of Title IV and other
federal funds received, the amount of money spembarketing and recruiting, student retention agf@ualt rates, staffing levels, learning
outcomes and accreditation, among other items.

Department Regulation of Title IV Programs

To be eligible to participate in Title IV progranas) institution must comply with the Higher EduoatiAct and regulations thereunder
that are administered by the Department. Amongrdtiiegs, the law and regulations require thatremtitution (i) be licensed or authorized to
offer its educational programs by the states incWiiti is physically located, (ii) maintain institomal accreditation by an accrediting agency
recognized for such purposes by the Departmentignide certified to participate in Title IV progms by the Department. Our institutions'
participation in Title IV programs subjects themetdensive oversight and review pursuant to regaatpromulgated by the Department.
Those regulations are subject from time to timeet@sion and amendment by the Department. The Dmat's interpretation of its regulatic
likewise is subject to change. As a result, itifEalilt to predict how Title IV program requiremenwill be applied in all circumstances.

An institution must periodically seek recertifiaaiifrom the Department to continue to participat@itle IV programs and may, in cert:
circumstances, be subject to review by the Depantiqmeor to seeking recertification. The currenttiéieation for Ashford University expired
on June 30, 2011; however, Department regulatitaie that if an institution submits a materiallyngaete application for recertification at
least 90 days prior to the expiration of its exigtcertification, then the institution's existingrification will be extended on a month-to-month
basis following the expiration of the institutiopsriod of participation until the end of the monttwhich the Department issues a decision on
the application for recertification. Ashford Unigitly submitted its electronic application priorth@ reapplication deadline of March 31, 2011.
The current certification for the University of tReckies is scheduled to expire on June 30, 2016.

Ashford University is currently provisionally cditid. The Department typically places an institatan provisional certification followir
a change in ownership resulting in a change ofrobahd also may provisionally certify an institutifor other reasons including but not
limited to failure to comply with certain standamfsadministrative capability or financial respduity. During the time when an institution is
provisionally certified, it may be subject to adseiaction with fewer due process rights than tladfeeded to other institutions. However,
provisional certification does not otherwise lirait institution's access to Title IV funds.

The 90/10 rule

Under the Higher Education Act, a fprefit institution loses its eligibility to partipate in Title IV programs if the institution der&enore
than 90% of its revenues (calculated in accordantteapplicable Department regulations) from TiNeprogram funds for two consecutive
fiscal years. This rule is commonly referred tates“90/10 rule.” Any institution that violates t86/10 rule for two consecutive fiscal years
becomes ineligible to participate in Title IV pragns for at least two fiscal years. In additionjrestitution whose rate exceeds 90% for any
single year will be placed on provisional certifioa and may be subject to other enforcement measin the years ended December 31,
2012, 2011 and 2010, Ashford University derivedi86, 86.8% and 85.0% , respectively, and the Unityeof the Rockies derived 87.3% ,
85.0% and 85.9% , respectively, of their respeattxenues (calculated in accordance with applicBlejgartment regulations) from Title IV
funds.
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Revenue derived from government tuition assistdoiceilitary personnel, including veterans, is coesed not to be federal student aid
for purposes of the 90/10 rule calculation, andeaiagly helps our institutions satisfy the 90/Ler Additionally, as of December 31, 2012,
approximately 22.5% of our institutions' studentyevaffiliated with the military, some of whom alégible to receive tuition assistance from
the government which they may use to pursue pastsieey degrees.

Incentive compensatiol

The Higher Education Act prohibits an institutioorh making any commission, bonus or other incernpizgments based directly or
indirectly on success in securing enroliments ioarficial aid to any persons or entities engagetlitest recruiting or admissions activities, or
in making decisions about the award of studeninfiiel assistance. Under prior Department regulatitiere were 12 “safe harbor” provisions.
The Department eliminated all 12 safe harborscéffe July 1, 2011, taking the position that anynoaission, bonus or other incentive payn
based in any part, directly or indirectly, on séegrenroliments or awarding financial aid is incistent with the incentive payment prohibition
in the Higher Education Act. The Department issadakear Colleague Letter dated March 17, 2012 tietrgted to clarify and provide
interpretive guidance regarding certain aspecth®fegulations. The regulations have in a numbegspects made it more difficult to
compensate employees, and there remains unceréainityhow the Department will interpret them.

Qui tamcomplaints against us and our institutions weresatesl on December 26, 2012 and January 2, 2013eTdmmplaints allege,
among other things, that our institutions violatieel Federal False Claims Act by falsely certifyinghe Department that Ashford University
and University of the Rockies, in the case ofdhetamunsealed in 2012, and Ashford University, in theecaf thequi tamunsealed in 2013,
were in compliance with the prior regulations retjag the payment of incentive compensation to émexht personnel in connection with the
institutions' participation in student financiatlggrograms. The U.S. Department of Justice hasrietto intervene in thgui tamcomplaints.
For more information regarding claims and lawsigeg the risk factor entitledWe face litigation and legal proceedings that couéve a
material adverse effect on enrollments, financ@idition, cash flows and results of operatidnis Part I, Item 1A of this report and “Legal
Proceedings” in Part |, Item 3 of this report.

Cohort default rate

For each federal fiscal year, the Department catesla rate of student defaults on federal loansgoh educational institution which is
known as a “cohort default rateh institution may lose its eligibility to particigpe in the Direct Loan and Pell programs if, focleaf the thre
most recent federal fiscal years for which inforimais available, 25% or more of its students whodme subject to a repayment obligation ir
that federal fiscal year defaulted on such oblaaby the end of the following federal fiscal ydaraddition, an institution may lose its
eligibility to participate in Direct Loan prograrifsts cohort default rate exceeds 40% in the mesént federal fiscal year for which default
rates have been calculated by the Department. Aghifoiversity's cohort default rates for the 202009 and 2008 federal fiscal years, were
10.2%, 15.3% and 13.3%, respectively. The cohdeuderates for the University of the Rockies fhet2010, 2009 and 2008 federal fiscal
years, were 4.0%, 3.3% and 2.5%, respectively.natitution whose cohort default rate equals or edse25% in any one of the three
recent fiscal years for which rates have been byethe Department may be placed on provisiondification by the Department.

The August 2008 reauthorization of the Higher EdiocaAct included significant revisions to the régunents concerning cohort default
rates. Under the revised law, the period for wisitldents' defaults on their loans are includetiéncalculation of an institution's cohort defaull
rate was extended by one additional year, whi@xjgected to increase the cohort default rates st institutions. That change was effective
with the calculation of institutions' cohort defeudtes for the federal fiscal year ending Septer86e2009. The Department will not impose
sanctions based on rates calculated under thigmetivodology until three consecutive years of rhgage been calculated, which is expected t
occur in 2014. Until that time, the Department wiintinue to calculate rates under the old calmranethod and impose sanctions based on
those rates. The revised law also increases thsfibld for ending an institution's participatiortlie relevant Title IV programs from 25% to
30%, effective for final three-year cohort defamaltes published on or after the 2012 federal figeal. The revised law changes the threshold
for placement on provisional certification to 308t fwo of the three most recent fiscal years foiclwtihe Department has published official
three-year cohort default rates. Ashford Univetsignd University of the Rockies' three-year codeftwlt rates for the 2009 cohort were
19.8% and 3.3% , respectively.

Substantial misrepresentatio

The Higher Education Act prohibits an institutioarticipating in Title IV programs from engagingsnbstantial misrepresentation of the
nature of its educational programs, financial ckargr graduate employability. Under the Departreeantes, a “misrepresentatiois’any false
erroneous or misleading statement an institutioe, af its representatives, or any ineligible ingtiin, organization, or person with whom the
institution has an agreement to provide educatipr@jrams, or marketing, advertising, recruitingadmissions services makes directly to a
student or prospective
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student or any member of the public, or to an alitng) agency, to a state agency or the Departndm.Department's rules define a
“substantial misrepresentation” as any misrepredgiemt on which the person to whom it was made coeddonably be expected to rely, or has
reasonably relied, to that person's detriment. {denisig the broad definition of “substantial misregentation,” it is possible that, despite our
training efforts and compliance programs, our toitins' employees or service providers may makiestents that could be construed as
substantial misrepresentations. If the Departmeterchines that one of our institutions has engagsdbstantial misrepresentation, the
Department may attempt to revoke the institutipntgyram participation agreement, impose limitationghe institution's participation in Title
IV programs, deny applications from the institution approval of new programs or locations or otimatters, or initiate proceedings to fine
institution or limit, suspend, or terminate itsgdtility to participate in Title IV programs; thestitution could also be exposed to increased risl
of action under the federal False Claims Act. Gihetamcomplaint that was unsealed on December 26, 204@eal, among other things, that
Ashford University and University of the Rockies/hdailed to make required disclosures readily labéé to students, have misled students a
to the true cost of attending the schools, theityuahd reputation of their academic programs, thiedt job placement rates. We are currently
evaluating the complaint and intend to vigoroustyethd against the allegations set forth in the damp For more information regarding
claims and lawsuits, see the risk factor entitl&le face litigation and legal proceedings that couddre a material adverse effect on
enrollments, financial condition, cash flows anduks of operation8in Part I, Iltem 1A of this report and “Legal Pesalings” in Part |, Item 3
of this report.

Return of Title IV funds for students who withdrar

If a student who has received Title 1V funds withas, the institution must determine the amountité TV program funds the student
has earned, pursuant to applicable regulatioribelétudent withdraws during the first 60% of aayment period (which, for our
undergraduate online students, typically is a 2@kumerm consisting of four five-week courses andour campus- based students, is a 16-
week semester), the amount of Title IV funds thatstudent has earned is equal to a pro rata patithe funds the student received or for
which the student would otherwise be eligible for payment period. If the student withdraws atter@0% threshold, then the student is
deemed to have earned 100% of the Title IV fundsived. If the student has not earned all of thike TV funds disbursed, the institution must
return the unearned funds to the appropriate leodére Department in a timely manner, which isegatly no later than 45 days after the date
the institution determined that the student witlhdré an institution's annual financial aid compiée audit in either of its two most recently
completed fiscal years determines that 5% or mbseich returns were not timely made, the institutisay be required to submit a letter of
credit in favor of the Department equal to 25%hef Title 1V funds that the institution should haeturned for withdrawn students in its most
recently completed fiscal year. For the years emdlsrember 31, 2012 and 2011, our institutions didexceed the 5% threshold for late
refunds sampled.

State authorizatior

To be eligible to participate in Title IV progranas) institution must be legally authorized to offsreducational programs by the states i
which it is physically located. Effective July 101, an institution is considered to be legallyhautzed by a state if, among other things, it
meets one of the following sets of requirements:

» the state establishes the institution by namenaeducational institution through a charter,uséatconstitutional provision or other
action issued by an appropriate state agency t& staity and is authorized to operate educatiprajrams beyond secondary
education, including programs leading to a degrezedificate; the institution complies with anypdipable state approval or licens
requirements, except that the state may exemphstigution from any state approval or licensurguieement based on the
institution's accreditation by one or more acciaditigencies recognized by the Department or baged the institution being in
operation for at least 20 years; and the statalmscess to review and appropriately act on caoimglaoncerning the institution
including the enforcement of state laws;

» the institution is established by the statelmlasis of an authorization to conduct businefisarstate or to operate as a nonprofit
charitable organization; the institution, by namseapproved or licensed by the state to offer paogr beyond secondary education,
including programs leading to a degree or certificand the institution is not exempt from theestaaipproval or licensure
requirements based on accreditation, years in tiperar other comparable exemption; and the ¢$tatea process to review and
appropriately act on complaints concerning thetusbdn including the enforcement of state laws; or

» the institution is exempt from state authoriaatas a religious institution under the state dgargin or by state law, and the state has
a process to review and appropriately act on coimglaoncerning the institution and to enforce aggtile state laws.

The Department has stated that it will not pubdidfst of states that meet, or fail to meet, thevatrequirements, and it is uncertain how
the Department will interpret these requirementsadoh state. The Department also stated thatuitistis

21




unable to obtain state authorization in a stateunde of the above-mentioned sets of requirenteaisrequest a one-year extension of the
effective date of the regulation to July 1, 201 & necessary, an additional opear extension of the effective date to July 1,20l receivi
an extension of the effective date, an institutimrst obtain from the state an explanation of hawmeyear extension will permit the state to
modify its procedures to comply with the regulagion

Ashford University is physically located in the @&taf lowa. The lowa College Student Aid Commisgfs@SAC”) has advised Ashford
University that the institution currently is exenfdm any requirement to register with the Statéoofa to offer postsecondary degree progi
in lowa by virtue of its accreditation by the Higheearning Commission. Ashford University has betated on Notice by the Higher Learn
Commission. Ashford University has applied for actitation by WASC with the intention of relinquiskiits Higher Learning Commission
accreditation and designating WASC as its primagreditor for Title IV purposes upon the completadrthat process. See “Regulation-
Proposed change in accreditation for Ashford Ursilngt above. Ashford University will be required moeaintain its registration with ICSAC if
it relinquishes its Higher Learning Commission aclitation.

An institution must be approved or licensed on sidather than accreditation in instances in witichnot established by name as an
educational institution by a state through a chastatute, constitutional provision, or other astissued by an appropriate state agency or
entity. As it is uncertain how the Department willerpret this rule, Ashford University has applfed authorization with ICSAC independent
of its Higher Learning Commission accreditatioritie event that is required under the new regulagorch registration will also be necessa
WASC becomes the institution's primary accredito™November 2011, ICSAC determined Ashford Univgrsiet all requirements to offer
postsecondary education in lowa and approved 8téution's registration in lowa for a four-yearripel ending November 2015; however, in
light of the findings and recommendations contaiimetthe final audit report of the Department's @dfiof Inspector General (“OIG”), ICSAC
stated that it would immediately reconsider theitagon's registration for possible revocationhi&é Department ruled to limit, suspend or
terminate the institution's participation in Titké programs. For more information about the Ol@affaudit report, see “Regulation-
Department Regulation of Title IV Programs-Comptiameviews, audits and reports” below.

University of the Rockies is located in the Stat€olorado and is authorized by the Colorado Corsimison Higher Education. Such
authorization may be lost or withdrawn if the Unisigy of the Rockies fails to comply with requiremte under Colorado statutes and rules for
continued authorization.

The regulations that took effect July 1, 2011, giswvide that if an institution is offering postsadary education through distance or
correspondence education to students in a stathigh it is not physically located or in which & dtherwise subject to state jurisdiction as
determined by the state, the institution must raegtstate requirements for it to be legally offgrpostsecondary distance or correspondence
education to students in that state. Additionallyon request by the Department, an institution rhastble to document that it has the
applicable state approval. Although our institutidrave a process for evaluating the complianckedf bnline educational programs with state
requirements regarding distance and correspondeangng, and have experienced no significanticti&ins on their educational activities to
date as a result of such requirements, state rfegylsequirements for online education vary amdrgdtates, are not well developed in many
states, are imprecise or unclear in some statear@wslbject to change. For more information, &taté Education Licensure and Regulation”
below. Moreover, it is also unclear whether ana/at extent state agencies may augment or chargedigulations in this area as a result of
new Department regulations and increased scrufiny.failure to comply with state requirements, ayaew or modified regulations, could
result in our inability to enroll students or receiTitle IV funds for students in those states emald result in restrictions on growth and
enrollments.

On June 5, 2012 the United States Court of Apdealhe District of Columbia Circuit (“Court”) vated the new state authorization
regulation with respect to distance and correspoceleducation. The Court affirmed an order of aeFadistrict Court in the District of
Columbia vacating the regulation requiring an tasitbn to meet state requirements in a state irthvltihas distance education students, but in
which it is not physically located or otherwise @b to state jurisdiction. The matter remains pegénd its outcome cannot be predicted witt
certainty. The Department subsequently issued a Oelleague Letter acknowledging the Court's deaisind stating that the Department
would not enforce the requirements of the regutaiod commenting that institutions continue todmponsible for complying with all state
laws as they relate to distance education.

Gainful employment

Under the Higher Education Act, schools operated &or-profit basis are eligible to participateTitle IV programs only to the extent
that their educational programs lead to gainful leywpent in a recognized occupation, with the lidiexception of qualified programs leading
to a bachelor's degree in liberal arts.

In June 2011, the Department published final regra to establish minimal debt measures for dateng whether certain
postsecondary educational programs lead to ga@miglloyment in recognized occupations, and the ¢omdi under
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which such programs are eligible for Title IV fundi These regulations were scheduled to take effeduly 1, 2012. Under these debt
measures, a program is considered to lead to danfployment if (1) the program's annual federahloepayment rate is at least 35%, as
calculated under the regulation, (2) the programtsual loan payment is 12% or less of a typicatlgae's annual earnings or 30% or less of ¢
typical graduate's discretionary income (definethasme above 150% of the poverty level for a snggrson in the continental United States)
as calculated under the regulation (together, dabt-to-income ratios”), or (3) the data neededei®rmine whether the program satisfied the
minimum standards are not available to the Departme

The program's annual loan repayment rate for a&discal year generally measures whether borrewetheir third and fourth years of
loan repayment reduce the outstanding balancecofFederal Family Education Loan and Direct Lodusng the year, as calculated under,
and subject to various exceptions and qualification the regulations. The debt-to-income ratiasegally compare the average annual loan
payment on the program's median loan debt, inctudnivate education loans, for students in themdthnd fourth years after graduation to the
most currently available average annual earningbasfe students, as calculated under, and subjeetrious exceptions and qualifications
under, the regulations.

Under the regulations that were scheduled to téfketeon July 1, 2012, if a program fails both dei#asures for three out of four federal
fiscal years, starting with the debt measures ¢atled for the 2012 federal fiscal year, the progwiihlose eligibility to participate in Title IV
programs and cannot reapply for eligibility foleast three years. Accordingly, a program couldosatome ineligible under these regulations
until 2015 when the debt measures for the 2014r&discal year are expected to be released. Tiga#ons include procedures for limiting
the number of programs that can become ineligibket on the debt measures for the 2012, 2013 drtife@eral fiscal years.

Effective July 1, 2012, the gainful employment ragjons also require institutions to disclose tkbtdneasures and other information for
each program to prospective students and the pabticauthorize the Department to disseminate tpulidic the debt measures and other
information related to the debt measures. Additignd a program fails both debt measures for eaeral fiscal year, the institution must w
enrolled and prospective students by, among ottieg$, disclosing the amount by which the prograghndt meet the minimum debt measure
standards and the program's plans for improvenmahtatablish a three-day waiting period after tlaenings are provided before students can
enroll. If the program fails both debt measuresaf@econd time in three years, the institution rmpustide additional warnings to prospective
and enrolled students including, among other thittgs difficulty they should expect repaying themns, the risks associated with continuing
or enrolling in the program (including the potehtass of Title IV eligibility), the options avaitde to the student if the program loses eligib
for Title IV funds and resources available to reskather educational options and compare prog@stsc

On June 30, 2012, the U.S. District Court for thstiict of Columbia (“Court”) nullified most of thgainful employment regulations and
returned the regulations to the Department fohtraiction. On July 6, 2012, the Department issuredlectronic announcement
acknowledging that the Court had vacated the delsisores, that institutions would not be requirecbimply with related regulations regard
gainful employment reporting requirements and agldiew gainful employment educational programs,thatinstitutions would be required
to comply with requirements to disclose certaiminfation about gainful employment educational paogs. It is unclear how the Department
will interpret the decision and its scope. In aiddit the Court's decision is subject to post-tmaitions by the parties and to appeal by the
Department and could be modified or reversed asualtrof the motions or on appeal. The Departmeuldctake further action to address the
Court's concerns regarding the regulations androbfgproval to enforce the regulations, or the Dipent could attempt to issue new gainful
employment regulations. We cannot predict whabastthe Department will take in response to ther@odecision, when the Department
would take those actions, how long those actiongldvtake, or whether those actions will resultémstated or new regulations, or in new
interpretations of existing regulations.

Financial responsibility

The Higher Education Act and Department regulatistablish standards of financial responsibilityclitan institution must satisfy to
participate in Title IV programs. The Departmenalenates compliance with these standards annuadiy ugceipt of an institution's annual
audited financial statements and also when artutisth applies to the Department to reestablisklitgibility to participate in Title IV progran
following a change in ownership. One financial @sgibility standard is based on the institutio@mposite score, which is derived from a
formula established by the Department. The compasibre is a number between negative 1.0 and y®8i. It must be at least 1.5 for the
institution to be deemed financially responsibléhwut the need for further Department financialrsight. In addition to having an acceptable
composite score, an institution must, among othiags, meet all of its financial obligations (indlag required refunds to students and any
Title IV liabilities and debts), be current in debt payments and not receive an adverse, quatifidisclaimed opinion by its accountants in its
audited financial statements.
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For the fiscal year ended December 31, 2011 , Asttiord University and University of the Rockiedardated a composite score of 3.0 ,
in each case satisfying the composite score rageine of the Department's financial responsibilégtf which institutions must satisfy in order
to participate in Title IV programs. We expect tdmmposite scores for Ashford University and Uniitgref the Rockies both to remain at 3.0
for the year ended December 31, 2012 . Howeves jshsubject to determination by the Departmenednieceives and reviews our audited
financial statements for the year ended Decembge2@®112 .

Administrative capability

The Department specifies extensive criteria by Wiain institution must establish that it has thairgite administrative capability to
participate in Title IV programs. To meet the adistimtive capability standards, an institution mashong other things: comply with all
applicable Title IV program requirements; have dacuate number of qualified personnel to adminiBiike IV programs; have acceptable
standards for measuring the satisfactory acaderogress of its students; have procedures in placawarding, disbursing and safeguarding
Title 1V funds and for maintaining required recardgdminister Title IV programs with adequate chegkd balances in its system of internal
control over financial reporting; not be, and navé any principal or affiliate who is, debarredsospended from federal contracting or
engaging in activity that is cause for debarmerguspension; provide financial aid counselingdastudents; refer to the OIG any credible
information indicating that any student, parentptyee, third-party servicer or other agent ofitieitution has engaged in any fraud or other
illegal conduct involving Title IV programs; timeubmit all required reports and financial statetsiesind not otherwise appear to lack
administrative capability.

Potential effect of noncompliance with Title IV redations
The Department can impose sanctions for violatiregstatutory and regulatory requirements of Thgtograms, including:

« transferring an institution from the advance moeltor the heightened cash monitoring level onénotkof Title IV payment, which
permit the institution to receive Title 1V fundsfbee or concurrently with disbursing them to studeto the heightened cash
monitoring level two method of payment or to theneursement method of payment, which delay antitsiin's receipt of Title IV
funds until student eligibility has been verified;

e imposing a monetary liability against an ingtitn in an amount equal to any funds determinegubtce been improperly disbursed or
improperly not to have been returned upon studéhinawal;

* requiring an institution to post a letter of cradifavor of the Department as a condition for amntd Title 1V eligibility;
» initiating proceedings to impose a fine or to linsiispend or terminate an institution's particgratn Title IV programs
» referring a matter for possible civil or criminaliestigatior

» failing to grant an institution's applicatiorr feenewal of its certification to participate intl€ IV programs or imposing conditions on
its participation in Title IV programs; or

» taking emergency action to suspend an institigiparticipation in Title IV programs without prinotice or a prior opportunity for a
hearing.

If sanctions were imposed resulting in a substhatigailment or termination of our institutiongnticipation in Title IV programs,
enrollments, revenues, financial condition, caskvfl and results of operations would be materially adversely affected. If our institutions
lost their eligibility to participate in Title IV grams, or if the amount of available Title IV gram funds were reduced, we would seek to
arrange or provide alternative sources of finargidlfor students. There is no assurance that emgtp organizations would be willing to
provide financial assistance to our institutiongtents. Additionally, the interest rate and otieems of such financial aid would likely not be
as favorable as those for Title IV program funds] we might be required to guarantee all or paguzh alternative assistance or might incur
other additional costs in connection with secusngh alternative assistance. It is unlikely thatwvesild be able to arrange alternative funding
to replace all the Title IV funding our institutisrstudents receive.

In addition to the actions that may be brought agjais as a result of participation in Title IV grams, we are also subject to complaints
and lawsuits relating to regulatory compliance lgidunot only by the regulatory agencies that oveme institutions but also by other federal
and state governmental agencies and third pasties$, as current or former students or employeeotad members of the public, including
lawsuits filed pursuant to the federal False Clafosand similar state laws.
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Compliance reviews, audits and reports

Our institutions are subject to reviews in conrmttivith periodic renewals of certification to paipiate in Title IV programs, as well as
announced and unannounced compliance reviews aliid &y various external agencies, including thedvament and the OIG. State licens
agencies, the U.S. Department of Veterans Affaicdsaccrediting bodies may also conduct audits emigws of a similar fashion. In addition,
as part of the Department's ongoing monitoringnefifutions' administration of Title IV programbkgetHigher Education Act requires
institutions to submit to the Department an anfiué |V compliance audit conducted by an indepeandertified public accounting firm. In
addition, to enable the Department to make a détertion of an institution's financial responsilyilieach institution must annually submit
audited financial statements prepared in accordasitbeaccounting principles generally acceptechim ).S. (“GAAP”) and Department
regulations.

The OIG is responsible for, among other thingsnting the effectiveness and integrity of the Dépant's programs and operations.
With respect to educational institutions that #ptite in Title IV programs, the OIG conducts itsriwprimarily through an audit services
division and an investigations division. The aw#itvices division typically conducts general auditgistitutions to assess their administration
of federal funds in accordance with applicablegwdad regulations. The investigation services timigypically conducts focused
investigations of particular allegations of fraatyuse or other wrongdoing against institutionshingtparties, such as a lawsuit filed under sea
pursuant to the federal False Claims Act.

In January 2011, Ashford University received alfaadit report from the OIG regarding the compliameidit commenced in May 2008
and covering the period July 1, 2006 through Juhe807. The audit covered Ashford University's adstration of Title IV program funds,
including compliance with regulations governingtitigional and student eligibility, awards and diskements of Title IV program funds,
verification of awards and returns of unearned fuddring that period, and its compensation of fai@raid and recruiting personnel during the
period May 10, 2005 through June 30, 2009.

The final audit report contained audit findingsemch case for the period July 1, 2006 through 30n2007 (award year 2006-2007),
which are summarized as follows:

e Finding 1-The university designed a compensatian for enroliment advisors that provided incemfpayments based on success in
securing enrollments and did not establish thagtlas and practices qualified for the regulatorfedaarbors.

» Finding 2-The university did not always perforeturn of Title IV aid calculations properly, resng in the improper retention of a
total of $29,036 of Title IV program funds for 3&idents in the OIG's sample sets of 85 students.

» Finding 3-The university did not in all instasaeeturn Title IV program funds timely for Title IStudents who withdrew or went on a
leave of absence from school.

» Finding 4-The form formerly used by the univiréd obtain authorizations to retain student drbdlances did not comply with
applicable regulations.

» Finding 5-The university did not in all instasadisburse Title IV program funds in accordancéapplicable regulations or
university policy because they were made priohtodtudents being eligible to receive them.

» Finding 6-The university did not in all instasamaintain documentation to support online studésdses of absence due to the lack
of support for the start dates for 19 leaves oéabs.

Each finding was accompanied by one or more recamat@ns to the Department's Office of Federal &d\id (“FSA”) as
summarized below:

» For Finding 1, the OIG recommended that the F&juire the university to provide records of alasaadjustments made to
enrollment advisors during award year 2006-2007arnddocumentation, not disclosed to the OIG, deabonstrates that any
specific adjustments made during that period gieaifor the regulatory safe harbors.

* For Findings 2 and 5, the OIG recommended tiaHESA require the university (i) to remit to thedgartment and appropriate lenders
certain amounts identified by the OIG ($29,036Fording 2) and (ii) undertake a file review for adgear 20062007 to identify th
amount of Title 1V funds that were improperly retadl or disbursed and to remit such amounts to #paBment or appropriate
lenders.

* For Finding 4, the OIG recommended that the F&jire the university to cease drawing, disbursind holding credit balances of
Title IV program funds for which there are no cunig assessed institutional charges.

e For Findings 2, 3, 5 and 6, the OIG recommerttatithe FSA require the university to develop enplement certain remedial
policies and procedures.
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e For Findings 2, 3 and 5 generally, and for Rigdi in the event the university cannot establish its salary adjustments for
enrollment advisors qualified for the safe harlioe, OIG recommended that the FSA consider whethtkie appropriate action
under Subpart G of 34 C.F.R. Part 668. Under Sultpathe FSA may seek to impose a fine againstittieersity or to limit, susper
or terminate the university's participation in &itV programs.

The findings and recommendations of the final atefibrt represent the opinions of the OIG, andgkeance of final audit
determinations and corrective action to be takiesmy, will be made by the FSA.

Ashford University expects that the FSA will coreidhe findings and recommendations in the finditaneport and engage in a dialog
with the university prior to determining what, ifiyg action to take and issuing a Final Audit Detieation Letter concluding the audit. The C
requested that Ashford University provide a respdnghe FSA regarding the final audit report, #r@university responded in a timely
manner.

In June 2011, in connection with Findings 2 anth8,FSA requested that Ashford University condufiteareview of the return to Title
IV calculations for all Title IV recipients who vhitirew from distance education programs during 8@62007 award year. The institution
cooperated with the request and supplied the irdtiom within the time frame required.

If the FSA were to determine to assess a mondtifily or commence an action under Subpart Gtbeoprocedures, Ashford
University would have an opportunity to contest élssessment or proposed action through adminigtratoceedings, with the right to seek
review of any final administrative action in theléal courts. Although we believe Ashford Univergiperates in substantial compliance with
Department regulations that are applicable to teasaunder review, we cannot predict the ultimigigirigs, potential liabilities or remedial
actions, if any, that the FSA may include in thedriAudit Determination Letter, or the result ofyadministrative proceedings, including
Subpart G or other proceedings, that may arisebilte Final Audit Determination Letter.

The Department periodically reviews institutionstiggpating in Title IV programs for compliance Wigapplicable standards and
regulations. On July 25, 2012, the Department eatibniversity of the Rockies that it had schedwedn-site program review. This review
occurred from August 20, 2012 through August 24,20 he review will assess the institution's adstiation of Title IV programs and
initially will cover the 2010-2011 and 2011-2012aw years, but may be expanded if deemed apprefnathe Department. Pursuant to
standard Department procedures, the Universith@Rockies will be provided the Department's ihBieogram Review Report and will then
have a period of time within which to respond. Beling consideration of the response, the FSA wadde a Final Program Review
Determination (“FPRD”) letter. If the FPRD wereitzlude significant findings of non-compliance, Maisity of the Rockies could be
required, subject to administrative review procesuto pay a fine, return Title IV funds previoustgeived, or be subjected to other
administrative sanctions. While we cannot curreptidict the final outcome of the Department reviamy such final adverse finding could
damage the institution's reputation in the induatrg negatively impact enroliment, revenues, fir@rondition, cash flows and results of
operations.

Adding teaching locations and implementing new edtional programs

The requirements and standards of accrediting é&grstate education agencies and the Departnmeihlur institutions' ability in certa
instances to establish additional teaching locatmmimplement new educational programs. The Higlearning Commission and state
education agencies that may authorize or accrediinstitutions or their programs generally requirgtitutions to notify them in advance of
adding certain new locations or implementing certew programs, and upon notification may undertakeview of the quality of the facility
or the program and the financial, academic andraghalifications of the institution. If an institah participating in Title IV programs plans to
add a new location or educational program, thetirigin must apply under certain circumstanceh®@epartment to have the additional
location or educational program designated as withé scope of the institution's Title 1V eligilbyli

Change in ownership resulting in a change of contro

The Department and most state and accrediting aggerequire institutions of higher education toarwr obtain approval of certain
changes of control and changes in other aspeatstititional organization or operations. Transatsi or events that constitute a change of
control may include significant acquisitions orgbsitions of an institution's common stock and i§icgnt changes in the composition of an
institution's governing board. The types of thrddhdor such reporting and approval vary amongstates and among accrediting agencies.
The Higher Learning Commission policies providet thaisposition of stock by a holder that redutestolder's ownership below 25% of the
outstanding stock of a publicly traded company éhange of control requiring the prior approvatted Higher Learning Commission. The
amended policies also provide that a sale of ntme 10% and less than 25% of the outstanding constomk of a publicly traded company
must be reported to the staff of the Higher Leggr@ommission, which may determine in some casdsstlehn sale requires prior
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approval, or additional monitoring, by the Highezdtning Commission. The Department regulationsigeothat a change of control occurs for
a publicly traded corporation if either (i) a parscquires such ownership and control of the catpan so that the corporation is required to
file a current report on Form I8-with the SEC disclosing a change of control,iprte corporation's largest stockholder who owhgeast 259

of the total outstanding voting stock of the cogiimm, ceases to own at least 25% of such stockases to be the largest stockholder. A
significant purchase or disposition of our votirigck, including a disposition of voting stock by ¥arg Pincus, could be determined by the
Department to be a change of control under thisdstal. In such event, the regulatory procedureicgiye to a change in ownership and
control would have to be followed in connectionwtihe transaction. Similarly if such a dispositieare deemed a change of control by the
Higher Learning Commission or applicable state atlonal licensing agency, any required regulatargfications and approvals would have
be made or obtained.

Privacy of student record

The Family Educational Rights and Privacy Act oT4¢"FERPA"), and the Department's FERPA regulaicequire educational
institutions to protect the privacy of studentsieational records by limiting an institution's desure of a student's personally identifiable
information without the student's prior written sent. FERPA also requires institutions to allowdstuts to review and request changes to the
educational records maintained by the instituttomotify students at least annually of this ingjmecright and to maintain records in each
student's file listing requests for access to dadiasures of personally identifiable informatiamdathe interest of such party in that informat
If an institution fails to comply with FERPA, theepartment may require corrective actions by thétiri®n or may terminate an institution's
receipt of further federal funds. In addition, edtignal institutions are obligated to safeguardisii information pursuant to the Gramm-
Leach-Bliley Act (“GLBA”), a federal law designed protect consumers' personal financial informatietd by financial institutions and other
entities that provide financial services to constan&he applicable GLBA regulations require anitasbn to, among other things, develop :
maintain a comprehensive, written information sigguyarogram designed to protect against the unaisbo disclosure of personally
identifiable financial information of students, pats or other individuals with whom such institatisas a customer relationship. If an
institution fails to comply with the applicable GRBequirements, it may be required to take corvectictions, be subject to monitoring and
oversight by the Federal Trade Commission (“FT@Hd be subject to fines or penalties imposed byi@. Forprofit educational institution
are also subject to the general deceptive pradiicissliction of the FTC with respect to their @tion, use and disclosure of student
information.

State Education Licensure and Regulation
lowa and Coloradc

Ashford University's campus is located in lowa, #melinstitution is registered as a postsecondznmgd in the state of lowa. The
University of the Rockies' campus is located indCatlo and is authorized to operate by the Colo@@mmission on Higher Education. We do
not have campuses in any states other than low&alwilado. The Higher Education Act requires Astifoniversity and the University of
Rockies to be legally authorized in the statesliictvthey are physically located in order to paptte in Title IV programs. To maintain our
lowa registration and Colorado authorization, westmomply with applicable requirements under lowd &olorado statutes and rules. Failure
to maintain our lowa registration or our Coloraddharization could cause Ashford University or theiversity of the Rockies, respectively, to
lose their authorization to deliver educationalgresns and to grant degrees and other credentidlkaa their eligibility to participate in Title
IV programs. Effective July 1, 2011, the Departmmgulations imposed new Title IV program requiraisdor an institution to be considered
legally authorized by a state. See “Department Reign of Title IV Programs-State authorization’cate.

Request for information from Ashford University bpwa College Student Aid Commissic

On September 22, 2012, the lowa College StudenChichmission requested that Ashford University pdewihecommission with certa
information and documentation related to, amongiothatters, the denial of Ashford University's &mtion for WASC accreditation, the
university's compliance with HLC criteria and pag, a teach-out plan in the event that Ashfordversity is unsuccessful in obtaining a
WASC accreditation and is sanctioned by HLC, arfidrmation relating to admissions employees, reagifinancial aid, availability of books,
credit balance authorizations, and academic arhéiial support and advisement services to stud€hescommission requested that Ashford
University provide the requested information by Rmber 12, 2012 and make an in-person presentatigmgdthe commission's meeting on
November 16, 2012. Ashford University made the @néstion and the commission has not requestediawiaiinformation.

Additional state regulatior

Most state education agencies impose regulatoryinegents on educational institutions operatindnimitheir boundaries. Some states
have sought to assert jurisdiction over out-ofestatucational institutions offering online programs
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that have no physical location or other presendberstate but that have some activity in the sgteh as enrolling or offering educational
services to students who reside in the state, grnmg/daculty who reside in the state or advertido@r recruiting prospective students in the
state. In addition to lowa and Colorado, we haverdeined that our activities in certain states titute a presence requiring licensure or
authorization under the requirements of the stdtre@tion agency in those states, and in othersstegchave obtained state education agency
approvals as we have determined necessary in coomedgth our marketing and recruiting activitidd'e review state licensure requirements
when appropriate to determine whether our actwitiethose states constitute a presence or otheerefgiire licensure or authorization.
Because we enroll students from all 50 states and the District of Columbia, we may have to see&risure or authorization in additional
states in the future. State regulatory requiremfemtenline education vary among the states, atevetl developed in many states, are
imprecise or unclear in some states and are subjettange. Consequently, a state education agendgt disagree with our conclusion that
are not required to obtain a license or authodzaith the state and could restrict one or moreunfomisiness activities in the state, including the
ability to recruit or enroll students in that stateto continue providing services or advertisinghat state. If we fail to comply with state
licensing or authorization requirements for anyestave may be subject to the loss of state licensuauthorization by that state, or be subject
to other sanctions, including restrictions on authvties in that state, fines and penalties. Tdsslof any required license or authorization in
states other than lowa and Colorado could prohibifrom recruiting prospective students or fromenffg services to current students in those
states. Effective July 1, 2011, the Departmentlegguns imposed new Title |V state authorizatioguieements for institutions that offer
postsecondary education through distance eductttistudents in states in which it is not physic#dlgated or in which it is otherwise subject
to state jurisdiction as determined by the stake fegulations have been the subject of a fedetat challenge and a subsequent
announcement by the Department regarding theireafioent. See “Department Regulation of Title IVd?emns-State authorization” above.

Consumer Financial Protection Bureau

The Dodd-Frank Wall Street Reform and ConsumereRtmin Act of 2010, or Dodd-Frank, created the Gomsr Financial Protection
Bureau (“CFPB”) to implement various federal consuiiinancial laws, and granted direct supervisatharity to the CFPB over, among
others, providers of private education loans astran is defined in the Truth in Lending Act. DeBdank also expands existing prohibitions
against unfair or deceptive practices in the Fddeade Commission Act to prohibit abusive pradicgshford University and the University
of the Rockies offer institutional loans that maydeemed private education loans as defined i in Lending Act. As hon-depository
institution private educational loan lenders, Astftyniversity and University of the Rockies maydeemed covered persons under the Dodd
Frank Act and subject to the CFPB's supervisorfi@ity, which includes the authority to require ogfs and compliance examinations.

The Iran Threat Reduction and Syria Human Rights Ad of 2012

In 2012, Bausch & Lomb Incorporated (“Bausch & Ldnlengaged in certain activities that are subjealisclosure pursuant to
Section 219 of the Iran Threat Reduction and Syitiman Rights Act of 2012 and Section 13(r) of tikeltange Act and which are discloset
Exhibit 99.1 to this annual report. Affiliates ofaburg Pincus, LLC: (i) beneficially own more thB®% of our outstanding common stock anc
are members of our board of directors and (ii) Beiadly own more than 10% of the equity interestsand have the right to designate
members of the board of directors of, Bausch & Lokl will be required to separately file, concuthemith this annual report, a notice that
such activities have been disclosed in this anrepdrt, which notice must also contain the infoiioratequired by Section 13(r) of the
Exchange Act.

Department of Justice

On October 10, 2012, we received a letter fromut® Department of Justice, Civil Division, Commiafd.itigation Branch (“Justice
Department”)jnforming us that the Justice Department was ingashg the compensation of our admissions perdoimé&lovember 2012, w
met with the Justice Department in connection witir investigation. In December 2012 and Janu@&32we were notified that the Justice
Department had declined to intervene in two sepapattamcomplaints filed by private relators under the FatlEalse Claims Act and
unsealed on December 26, 2012 and January 2, BOL8ore information regarding claims and lawsiges the risk factor entitledWe face
litigation and legal proceedings that could haveaterial adverse effect on enroliments, financ@idition, cash flows and results of
operations’ in Part I, Item 1A of this report and “Legal Pesmxlings” in Part |, Item 3 of this report. We auverently evaluating the complaints
and intend to vigorously defend against the allegatset forth in the complaints.
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Item 1A. Risk Factors.

Investing in our common stock involves risk. Befoeking an investment in our common stock, youldreawnefully consider the
following risks, as well as the other informaticontained in this report, including our annual cofidated financial statements and Part
Item 7,“Management's Discussion and Analysis of Finan€ahdition and Results of Operations.” The risksalded below are those which
we believe are the material risks we face. Anyefrisks described below could significantly angexdely affect our business, prospects,
financial condition, cash flows and results of cgt@ns. As a result, the trading price of our conmstock could decline and you could I
part or all of your investment. Additional riskschancertainties not presently known to us or ndielved by us to be material could also img
us.

Risks Related to the Extensive Regulation of Our Bainess

If our institutions fail to comply with applicableegulatory requirements, they could face monetaighilities or penalties, operatione
restrictions, or loss of access to Title IV prograrfrom which we derive most of our revenue.

In the years ended December 31, 2012 , 2011 an@l 2Ghford University derived 86.4% , 86.8% and085b., respectively, and the
University of the Rockies derived 87.3% , 85.0% 8B% , respectively, of their revenues (in eaadeccalculated in accordance with
applicable regulations of the U.S. Department afi¢adion (“Department”)) from federal student aidgmams administered by the Department
which programs we refer to as Title IV programsouf institutions were to lose eligibility to paipate in Title IV programs or were to have
such participation substantially curtailed, enrahrits, revenues, financial condition, cash flows rsailts of operations would be materially
and adversely affected.

To participate in Title IV programs, an institutiomust be (1) legally authorized to operate in tlagesin which it is physically located, (2)
accredited by an accrediting agency recognizedh&Diepartment as a reliable indicator of educatiguality, and (3) certified as an eligible
institution by the Department. As a result, we subject to extensive regulation by state educatgancies, our institutions' accrediting agency
and the Department. These regulatory requirememnsranany aspects of our operations; they alsoicesur ability to acquire or open new
schools, to add new or expand existing educatipragrams, to change our corporate structure or mshigg and to make other substantive
changes. If one of our institutions fails to compligh these regulatory requirements, the Departroenld impose sanctions on that institution,
including (depending on the nature of the noncoamué):

» transferring an institution from the advance moeltor the heightened cash monitoring level onéhotkdf Title IV payment, which
permit the institution to receive Title IV fundsfbee or concurrently with disbursing them to studeto the heightened cash
monitoring level two method of payment or to thereursement method of payment, which delay antigtin's receipt of Title IV
funds until student eligibility has been verified;

* imposing monetary liability against the institut in an amount equal to any funds determinedatgelbeen improperly disbursed or
improperly not to have been returned upon studéhiinawal;

* requiring the institution to post a letter of citadifavor of the Department as a condition fortomned Title 1V eligibility;
e initiating proceedings to impose a fine or to linsitispend or terminate the institution's partiéguain Title IV programs
» referring a matter for possible civil or criminaliestigatior

» failing to grant the institution's application famewal of its certification to participate in BtlV programs or imposing conditions
its participation in Title IV programs; or

» taking emergency action to suspend the institigi participation in Title IV programs without prinotice or a prior opportunity for a
hearing.

Given that state education agencies, HLC and thmbment periodically revise their requirements aradlify their interpretations of
existing requirements, we cannot predict with éetyahow all of these regulatory requirements Wil applied or whether we will be able to
comply with all of the requirements. In the followji paragraphs, we have described some of the mgodicant risks related to the ability of
and our institutions to comply with regulationsuied by the Department, HLC and state educationciegn

The Department's Office of Inspector General conded a compliance audit of Ashford University andsised a final audit report that
contains findings of noncompliance and recommendats for certain administrative remedies.

On January 21, 2011, Ashford University receivéuhal audit report from the Department's Officelia$pector General (“OIG”)
regarding the compliance audit commenced in May820@l covering the period July 1, 2006 through Bhe€007.
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The audit covered Ashford University's administratof Title IV program funds, including complianegth regulations governing institutional
and student eligibility, awards and disbursemehfEitte 1V program funds, verification of awardsdareturns of unearned funds during that
period, and its compensation of financial aid asxtuiting personnel during the period May 10, 2695ugh June 30, 2009.

The final audit report contained audit findingsgach case for the period July 1, 2006 through 3002007 (award year 20@®07), anc
related recommendations to the Department's Offideederal Student Aid (“FSA”). For more informaticegarding the OIG's final audit
report and the findings and recommendations coetktiherein, see “Regulation-Department Regulatfofitte IV Programs-Compliance
reviews, audits and reports” in Part |, Item llo$treport.

Ashford University expects that the FSA will coresidhe findings and recommendations in the findlitaneport and engage in a dialog
with the university prior to determining what, ifiyg action to take. In June 2011, in connectiomwitndings 2 and 3, the FSA requested that
Ashford University conduct a review of the retuonTitle 1V calculations for all Title IV recipientwho withdrew from distance education
programs during the 2008307 award year. Ashford cooperated with the F&&gsiest and supplied information within the timearie requirec
If the FSA were to determine to assess a monetilify or commence an action to limit, suspendesminate the university's participation in
Title IV programs, Ashford University would have apportunity to contest the assessment or propastoh through a series of administra
proceedings, with the right to seek review of anglfadministrative action in the federal courtithAugh we believe Ashford University
operates in substantial compliance with Departmegilations that are applicable to the areas ureéew, we cannot predict the ultimate
extent of the potential liability or remedial act® if any, that might result from the recommeratatiby the OIG in the final audit report. Such
findings and related remedial action could haveatenial adverse effect on our reputation in theugtdy, our financial condition, cash flows
and results of operations, the ability to recrtutdents and our business.

Our institutions' failure to maintain accreditatiorwould result in a loss of eligibility to particigea in Title IV programs. Ashford University
has been placed on Notice by its principal accrediand its accreditation is under review.

An institution must be accredited by an accreditiggncy recognized by the Department to particijpalétle IV programs. Each of our
institutions is accredited by the Higher Learningn@nission of the North Central Association of Cgéle and Schools (“HLC"), which is
recognized by the Department as a reliable authmegarding the quality of education and trainimgyided by the institutions it accredits. To
remain accredited, our institutions must continlppuseet accreditation standards relating to, ammhgr things, performance, governance,
institutional integrity, educational quality, fatyladministrative capability, resources and firiahstability. If either of our institutions fail®
satisfy any of HLC's standards, it could lose dsraditation.

On July 12, 2012, Ashford University received adefrom HLC stating that (1) Ashford Universitycheeen placed on special
monitoring because of the decision by the Accradittommission for Senior Colleges and Universibethe Western Association of Schools
and Colleges (“WASC?") to deny the institution iaitiaccreditation and also because of certain atbeffinancial data provided by the
institution that indicated a need for further corasinon review, and (2) the institution would be riegghto provide a report to HLC regarding its
fulfillment of the commission's Criteria for Accrigation and Core Components, including the MinimbBrpectations. Submission of the report
was followed by an advisory visit.

On February 27, 2013, Ashford University receivadteer from HLC stating that on February 21, 2@ university was placed on
Notice due to its current n-compliance with HLC's substantial presence paddiog concerns regarding its future ability to remiain
compliance with certain accreditation criteria,tjgzalarly the revised criteria that became effeeton January 1, 2013. Specifically, HLC notec
that its action in placing the university on Notigas related in part to the alignment of the ursitgmmission with its instructional model,
governance of the university independent fromatporate parent, sufficiency of faculty, assessméstudent learning and use of data to
improve graduation and retention rates, and shgogdrnance structures involving faculty and adntiat®n. Ashford University remains
accredited. Notice is a commission sanction indigathat an institution is pursuing a course ofacthat, if continued, could lead it to be out
of compliance with one or more criteria for acctation. See “Regulation - Notification from HLC aagling placement of Ashford University
on Notice” in Part I, Item 1 of this report for agonal information. In addition, as discussed untiotification from HLC regarding
Jurisdiction over Ashford University and Universif/the Rockies” in “Regulation-Accreditation” iraR |, Item 1 of this report, HLC
determined that Ashford University is not currentlycompliance with HLC's substantial presenceqyoéind set forth procedures and a time
for evaluating the university's implementationtsfpreviously reviewed plan with respect to sulisdhpresence in the event Ashford
University does not gain accreditation from the wecliting Commission for Senior Colleges and Uniitars of the Western Association of
Schools and Colleges, or WASC. See the risk famtow entitled, “If Ashford University fails to demonstrate thaisitwithin the HLC's
jurisdiction, the institution could lose accreditat .”
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On or before July 10, 2013, Ashford University mpigivide a monitoring report to HLC stating whethiex university has gained
accreditation from WASC. If the university has bgtsuch time been accredited by WASC, the universill also be required to host a focu:
evaluation no later than October 1, 2013, to exa|umnong other things, whether the universityduampleted specific steps, following its
implementation plan, to establish presence in Ht€son as required pursuant to HLC's jurisdictlaeguirements. Ashford University will |
required to host a focused evaluation on or bdi@eember 15, 2013 to examine retention, graduatishthe university's progress in resolving
the identified issues. This evaluation will takag# whether or not the university gains WASC adta#dn if HLC remains the gatekeeper for
Ashford University's Title IV funds or if the unixgty has not voluntarily resigned its HLC accradin. In its letter, HLC states that the HLC
Board will consider information provided in the nitoning report and in the October 2013 focused eatbn, if it is required, and the
December 2013 focused evaluation at its meetirggbruary 2014 and take action as appropriate. HB¢ memove the university from Notice,
or in the event the identified concerns, includéagisfaction of HLC's jurisdictional requiremertiaye not been satisfactorily addressed, place
the university on probation or take other actiohjaol could include a show-cause order or withdraafaccreditation.

On July 24, 2012, HLC natified University of the ¢kies that it had been identified for further inggubased on certain non-financial data
the institution provided in its 2012 Institution@hnual Report. Under HLC's Institutional Update gass, all accredited and candidate
institutions are required to provide certain finahand non-financial data to the commission anlguttie commission then screens the non-
financial data for seven indicator conditions aequests an institutional report from institutionattmeet certain of these conditions. The
purpose of the screening process is to identifiitit®ns that may be at risk of not meeting certafi HLC's Criteria for Accreditation. HLC h
requested that University of the Rockies providegort to the commission demonstrating the institu$ ability to continue meeting the Core
Components in light of the conditions at the institn that led to the indicators being identifigthis report was provided on August 29, 2012,
and the institution has not received an updaterdigg the inquiry since that date. The HLC staffl waview the report, may request additional
information if necessary, and will determine whetthe report obviates the need for further reviewegjuires further review by a panel; in the
latter case, the panel will review the report amtbmmend whether the commission should accepetiat; require further monitoring through
a subsequent report or focused visit, or recomnagtidn such as placing the institution on sanction.

Loss of accreditation would denigrate the valuewfinstitutions' educational programs and wouldseathem to lose their eligibility to
participate in Title IV programs, which would hazenaterial adverse effect on enroliment, reverfigaycial condition, cash flows and results
of operations.

If Ashford University fails to demonstrate thatii$ within the HLC's jurisdiction, the institution ould lose accreditation

In June 2010, the HLC Board of Trustees (“HLC B&pediopted revised bylaws which outline the basisuhich an institution falls
within HLC's jurisdiction. The revised bylaws prdei subject to specified grace periods and granelfieig provisions, that an institution must
be incorporated within a state in the 19-statemoentral region and also have a “substantial piesen the north central region, as defined by
commission policy, to be considered within the cdssion's jurisdiction. In November 2010, HLC adapéepolicy which specifies that an
institution would be considered to have a “subsghpresence” in the north central region onlyhié institution can demonstrate to the
commission that its operations are substantialthénorth central region. The institution mustyide evidence that the majority of its
educational administration and activity, busingssrations and executive and administrative leadieesie located or operating within the nc
central region and that it has at least one campaslditional location, as applicable, locatedhia horth central region.

Ashford University has its campus in, is incorpethin, and has business operations, administratidrieadership in lowa, which is
located in the north central region. Ashford Unsigralso has business operations, administratonl@adership located outside of the north
central region. On June 25, 2012, HLC informed AsthfUniversity that the institution must demonsdrato later than December 1, 2012, that
it has a “substantial presence,” as defined by cimsion policy, in the 1%tate north central region and accordingly is witHLC's jurisdictior
under new requirements which became effective §n1]l2012. Representatives of the institution migh HLC regarding the timing and
components of becoming compliant with the commissigurisdictional requirements in light of thetifigtion's plans to reapply for initial
accreditation with WASC.

Subsequent to these discussions, on July 27, 2&H2ord University received a letter from HLC tisated Ashford University would be
required to provide the commission with an impletagan plan on or before December 1, 2012, thatarestmates how the institution will
comply with the commission's policy on substarpi@sence in the event that a migration to WASCeeittill not occur or is significantly
delayed. The implementation plan was provided onddtber 30, 2012.

On or before July 10, 2013, Ashford University mpisivide an interim report to HLC stating whethenot the university has gained
accreditation from WASC. If the university has bgtsuch time been accredited by WASC, the
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university will be required to host a focused ewatilon no later than October 1, 2013 to evaluatetdrat has completed specific steps,
following its implementation plan, to establish ggace in HLC's region as required pursuant to HjuEfsdictional requirements. In addition,
Ashford University will be required to host a foedsevaluation on or before December 15, 2013 tm&a@retention, graduation and the
university's progress in resolving the identifisduies. This evaluation will take place whetheratrthhe university gains WASC accreditation if
HLC remains the gatekeeper for Ashford Universitytie 1V funds or if the university has not volamtly resigned its HLC accreditation.

Loss of accreditation would denigrate the valudstfiford University's educational programs and waddse the institution to lose its
eligibility to participate in Title IV programs, vith would have a material adverse effect on enmtitnrevenues, financial condition, cash
flows and results of operations. If Ashford Univigrss required to comply with HLC's jurisdictionedquirements, it will implement a plan to
consolidate a significant portion of its educatica@ministration and activity, business operatiand executive and administrative leadersh
the 19-state north central region, which could itasaumanagement distraction, business disruptiwhlzave a material adverse effect on our
financial condition, cash flows and results of @tiems.

Ashford University's application for initial accreitation to WASC was denied, which has adverselyeaféd the institution's academ
reputation and may negatively impact its ability émroll and retain students. The institution's attgt to reapply for initial accreditation ma
also be unsuccessful.

In September 2010, Ashford University initiated hrecess of seeking regional accreditation from \@AB Ashford University is unabl
to obtain initial accreditation from WASC, the iitstion's academic reputation and enrollments chglchegatively affected. Additionally, if
Ashford University does not receive WASC accreditatind loses accreditation from HLC (see the fiaskor above entitled If Ashford
University fails to demonstrate that it is withimeetHLC's jurisdiction, the institution could losecaeditation” the risk factor below entitled “
Our institutions' failure to maintain accreditatiamould result in a loss of eligibility to participain Title IV programs. Ashford University has
been placed on Notice by its principal accreditadats accreditation is under revigly the institution would no longer be accreditgddn
accrediting body recognized by the Department aodladvbe ineligible to participate in Title IV pragms until it obtained accreditation by
another accrediting body recognized by the Departnat which time it would need to file an applioatwith the Department for reinstatem
Ashford University has been placed on Notice by HUBder Department regulation, an institution maylme considered eligible to particip
in the Title IV programs for 24 months after it Hasl its accreditation withdrawn, revoked, or otfise terminated for cause, unless the
accrediting agency that took that action rescihds action. If Ashford University becomes ineligilib participate in Title IV programs, it will
have a material adverse effect on enrollmentsmawefinancial condition, cash flows and resultgpérations.

On July 5, 2012, Ashford University received offichotice from WASC that the accrediting body adtedeny initial accreditation to the
institution. WASC found that Ashford University hadt yet demonstrated substantial compliance wéttain of the WASC Standards for
Accreditation, as would be required for initial eexditation. The denial of initial accreditation WASC has adversely affected Ashford
University's academic reputation and may negatiirajyact its ability to enroll and retain studemssignificant decline in student enrollmen
Ashford University could materially and adversefieat our revenues, financial condition, cash flaansl results of operations.

Furthermore, although Ashford University has resgapfor initial accreditation from WASC, such eff@emay be unsuccessful. As a
result, the institution's academic reputation dpititg to enroll and retain students may furthetetmrate. In addition, to remain eligible for
Title IV programs, Ashford University would be rerpd to maintain its accreditation with HLC, inclag satisfying the commission's
jurisdictional requirements, which will require thestitution to consolidate a significant portiohits educational administration and activi
business operations and executive and administrigadership in HLC's north central region. Ashfordversity has been placed on Notice by
HLC. Such consolidation could result in managenagsttaction, business disruption and have a matedigerse impact on our financial
condition, cash flows and results of operationgréhtly, the institution's academic and administeatctivity is concentrated in San Diego,
California. For more information regarding HLC'sigdlictional rules and related risks, see the fiaskor above entitled If Ashford University
fails to demonstrate that is within HLC's jurisdiet, the institution could lose accreditatic”

As a result of recent negative publicity and chasghat have been made, or may be required by Aghfdniversity's accreditors, to th
institution's operations and business model, incingd the possibility that our institutions will beaquired to relocate their California-based
operations and employees to HLC's north central r@g, our historical financial and business resulteay not necessarily be representative
of future results.

The denial of initial accreditation by WASC has axbely affected Ashford University's academic rapjah and may negatively impact
its ability to enroll and retain students. Moreqwes Ashford University has withdrawn its requestreview of the WASC decision, in order
the institution to demonstrate that it has satisfidly addressed the conclusions of the

32




WASC visiting team report and has come into conmgiéawith the WASC Standards of Accreditation (as pathe institution's reapplication
process), the institution has launched various in@iatives. HLC may also require significant chasgo Ashford University's operations and
business model as part of its placement of théuisin on Notice. Additionally, if Ashford Univeity is not accredited by WASC in June 2C

it will be required to initiate the move its corpavations to HLC's 19-state north central regiomadiately after the anticipated June 2013
WASC decision in order to comply with HLC's juristional requirements, which require that the in$itiin have a substantial presence in the
north central region. This could result in manageaégstraction, business disruption and have a nahi@dverse effect on our financial
condition, cash flows and results of operationsdkdingly, although we continue to see a demangdstsecondary education and Title IV
funds continue to be available to current and pFope students, our historical results and treimd$uding enroliments, admissions advisory
and marketing expenses and instructional costsarndces, may not be indicative of our future rssul

The Department is conducting a program review of idersity of the Rockies, which may result in thepayment of Title IV funds and may
lead to fines, penalties, or other sanctions, anahthge to the institution's reputation in the indugt

The Department periodically reviews institutionstigégpating in Title IV programs for compliance Wiapplicable standards and
regulations. On July 25, 2012, the Department ratiniversity of the Rockies that it has schedw@adn-site program review. This review
occurred from August 20, 2012 through August 24,20 he review is intended to assess the instiilgiadministration of Title IV programs
and initially will cover the 2010-2011 and 2011-20dward years, but may be expanded if deemed apat®py the Department. Pursuant to
standard Department procedures, the Universith@Rockies will be provided the Department's ihBieEogram Review Report and will then
have a period of time within which to respond. Baling consideration of the response, the FSA wiadde a Final Program Review
Determination (“FPRD”) letter. If the FPRD wereitzlude significant findings of non-compliance, Maisity of the Rockies could be
required, subject to administrative review proceguto pay a fine, return Title IV funds previoustgeived, or be subjected to other
administrative sanctions. While we cannot curreptigdict the final outcome of the Department reyiany such final adverse finding could
damage the institution's reputation in the induatrgl negatively impact enroliment, revenues, firsreondition, cash flows and results of
operations.

Action by the U.S. Congress to revise the laws gowg Title IV programs or to reduce funding for thse programs could negatively impz
our business.

The U.S. Congress must periodically reauthorizeHigder Education Act of 1965, as amended (the HdigEducation Act”), and
annually determine the funding level for each Titfeprogram. In 2008, the Higher Education Act waauthorized through September 30,
2014 by the Higher Education Opportunity Act. Th&UCongress may propose and pass revisions taigiher Education Act between
reauthorizations, subject to approval by the PesgidThe U.S. Congress also determines the furidireds for Title IV programs annually
through the budget and appropriations process.a&tipn by the U.S. Congress that significantly muTitle IV program funding or the
eligibility of our institutions or students to p@ipate in Title IV programs would have a mateddierse effect on enrollments, revenues,
financial condition, cash flows and results of @iems.

For example, as the federal Pell Grant progranmésaf the largest nodefense discretionary spending programs in theé&dedget, it i
a potential target for reduction as the U.S. Cosgaeldresses unprecedented budget deficits. Szdusi8tafford loans are also a potential te
for reduction. Under the Pell Grant program, thep&rément makes grants to undergraduate studentslarhonstrate financial need; likewise,
subsidized Stafford loans are federally guaranteads based on financial need. Interest does motie®n subsidized Stafford loans while a
student is in school at least half time, or duimgy future grace or deferment periods; the fedgmabrnment pays the interest on such loans
during these times. If in the future funding iswedd for the Pell Grant program (such as a redudtidhe maximum award amount), if fewer
students or programs are deemed eligible for thiedant Program or if loan interest subsidies elminated for Stafford loans (e.qg., eligibil
for such loans has been eliminated for graduattestis effective July 1, 2012), all of which measurave been proposed in recent
Congressional budget negotiations, our institutioght become less affordable for certain studentaiainstitutions, which could negatively
impact enrollments, revenue, financial conditicasit flows and results of operations.

Additionally, there has been increased focus byul® Congress on the role that proprietary edanatiinstitutions play in higher
education. In particular, the Health, Educationhdrsand Pensions Committee of the U.S. Senate (fFHEbmmittee”) has issued several
reports and held a series of hearings regardingritygrietary education sector and Title IV programsluding a March 2011 hearing
specifically about us and Ashford University ewiitI‘Bridgepoint Education, Inc.: A Case Study imPoofit Education and Oversight.” In
connection with these hearings, the HELP Commite@ested a broad range of detailed informatiomfrarious proprietary institutions,
including Ashford University and University of tiockies; we and our institutions cooperated witdsthrequests. Most recently, on July 29,
2012, the majority staff of the HELP Committee m3& report entitled “For Profit Higher Educatidie Failure to Safeguard the Federal
Investment and Ensure
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Student Success,” which contains the staff's figsliftom the committee's two-year investigationhaf proprietary education sector. The repor
is critical of the sector generally and of us andiastitutions specifically, expressing conceragaunding the amount of Title IV and other
federal funds received, the amount of money spembarketing and recruiting, student retention agf@ult rates, staffing levels, learning
outcomes and accreditation, among other items.

We cannot predict what legislation, if any, will amate from the HELP Committee hearings, the prosEssauthorizing the Higher
Education Act, or other Congressional deliberati@nsvhat impact any such legislation might havetanproprietary education sector and our
business in particular. Congressional action caigd require us to modify our practices in ways twauld increase our administrative costs
reduce our profit margin, which could have a mateaadverse effect on enrolliments, revenues, firmdmrcindition, cash flows and results of
operations.

If the Higher Learning Commission loses recognitidsy the Department, our institutions could lose thability to participate in Title IV
programs.

If the Department ceased to recognize HLC for aagon, Ashford University and the University of Backies would not be eligible to
participate in Title IV programs unless the Depamtincontinued to certify the eligibility of the titaitions to participate in the Title IV
programs. The Department may continue to certifinatitution for a period not later than 18 mondfier the date such recognition ceased.
ineligibility of our institutions to participate imitle IV programs would have a material adverdeafon enrollments, revenues, financial
condition, cash flows and results of operations.

Our institutions could lose eligibility to particigte in Title IV programs or face other sanctionsttiey derive more than 90% of their
respective revenues from these programs.

Under the Higher Education Act, a proprietary inston loses eligibility to participate in Title Igrograms if the institution derives more
than 90% of its revenues (calculated in accordanttethe Higher Education Act) from Title IV progres for two consecutive fiscal years. T
rule is commonly referred to as the “90/10 ruleriyAnstitution that violates the 90/10 rule for teonsecutive fiscal years becomes ineligible
to participate in Title IV programs for at leastotfiscal years. In addition, an institution whoaterexceeds 90% for any single year will be
placed on provisional certification and may be sabjo other enforcement measures. In the yeasdehdcember 31, 2012 , 2011 and 2010,
Ashford University derived 86.4% , 86.8% and 85.08spectively, and the University of the Rockiesivkd 87.3% , 85.0% and 85.9% ,
respectively, of their respective revenues (catedlén accordance with applicable Department rdguig) from Title 1V funds.

Recent changes in federal law that increased IMtigrant and loan limits, and any additional inaesiin the future, may result in an
increase in the revenues we receive from Title idgpams, which could make it more difficult for dostitutions to satisfy the 90/10 rule.

Revenue derived from government tuition assistdoiceilitary personnel, including veterans, is coesed not to be federal student aid
for purposes of the 90/10 rule calculation, andediagly helps our institutions satisfy the 90/Ler As of December 31, 201 approximatel’
22.5% of our institutions' students were affiliateith the military, some of whom are eligible ta@eéve tuition assistance from the governmen
which they may use to pursue postsecondary dedfebsre were a reduction in funding in governmeiition assistance for military
personnel, including veterans, if revenue derivechfsuch funding were otherwise to decrease saifly, or if there were changes in the
treatment of such funding for purposes of the 901@ calculation, it could be significantly mor#fidult for our institutions to satisfy the
90/10 rule, which could result in our institutidinsing eligibility to participate in Title IV progims.

Congress also could propose and adopt legislat@namends the 90/10 rule in ways that make it difieult for our institutions to
satisfy the 90/10 rule. For example, in late 2ahé&,“Ensuring Quality Education for Veterans Aatids introduced, which proposes to treat
government tuition assistance for military persdnimeluding veterans, as federal student aid foppses of calculations under the 90/10 rule.
Similarly, in January 2012, Sen. Richard Durbimaduced the “Protecting Our Students and Taxpa#et;3 which proposes to have a
proprietary institution lose eligibility to partate in Title IV programs if the institution der&venore than 85% its revenues (calculated in
accordance with applicable Department regulatifnosh federal funds (including Title IV programs,\@@nment tuition assistance for military
personnel, including veterans, and other sourcésdafral funds) for one fiscal year; the bill woaldo make it harder for institutions to use
institutional loans (i.e., loans they make themsglio students) to help satisfy the 90/10 rule.ithaltblly, in February 2012, Sen. Tom Carper
introduced the “Military Veterans Education andteotion Act,” which proposes to treat governmeitido assistance for military personnel,
including veterans, as federal student aid for psg of calculations under the 90/10 rule. If onmore of these or similar bills were to be
enacted and signed into law, it could be signifisamore difficult for our institutions to satistye 90/10 rule (or, potentially, 85/15 rule),
which could result in our institutions losing ebdity to participate in Title IV programs.
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Our institutions could lose eligibility to particigte in Title IV programs or face other sanctionstliey pay incentive compensation to pers:
or entities involved in certain recruiting, admigsis or financial aid awarding activities.

The Higher Education Act prohibits an institutionrh making any commission, bonus or other incernpiawgment based directly or
indirectly on securing enrollments or financial &adany persons or entities involved in studentuiiog or admissions activities, or in making
decisions about the award of student financiaktesce. For more information, see “Regulation-Dipant Regulation of Title IV Programs-
Incentive compensation” in Part I, Item 1 of théport. The criteria for compliance with the Deparirt's rules prohibiting incentive
compensation are not clear in all circumstances tlh@ Department does not review or approve congtiemsplans prior to their
implementation.

In Finding 1 of the OIG's final audit report reldt® its compliance audit of Ashford Universityet®IG asserted that Ashford University,
during the 2006007 award year, designed a compensation plardfaisgions counselors that provided incentive payseased on success
securing enrollments and did not establish thagtlaa and practices qualified for certain regulatesife harbors. To the extent Ashford
University cannot establish that its salary adjesita for admissions counselors in the 2006-2007dwear qualified for the regulatory safe
harbors, the OIG recommended that the FSA takeogpite action to impose a fine on the universityodimit, suspend or terminate the
institution's eligibility for Title IV programs. Fanore information regarding the OIG's final augjport, see “Regulation-Department
Regulation of Title IV Programs-Compliance reviewsdits and reports” in Part |, Item 1 of this repo

On October 10, 2012, we received a letter fromte Department of Justice, Civil Division, Commiatd.itigation Branch (“Justice
Department”), informing us that the Justice Deparihwas investigating the compensation of our asias personnel. In December 2012 an
January 2013, we were notified that the Justiceategent had declined to intervene in sepagatdéamcomplaints unsealed on December 26,
2012 and January 2, 2013. Tdpgi tamcomplaints allege, among other things, that ouitint®ons violated the Federal False Claims Act by
falsely certifying to the Department that, Ashfafdiversity and University of the Rockies, in theseaf thequi tamunsealed in 2012, and
Ashford University, in the case of tlggi tamunsealed in 2013, were in compliance with variagutations regarding the payment of incentive
compensation to enrollment personnel in conneatiibim the institutions' participation in studentdimcial aid programs. We are currently
evaluating the complaints and intend to vigorowsfend against the allegations set forth in thepamts.

If one of our institutions were to be determinedh&ve violated the incentive compensation rulegitld be subject to monetary liabilities
or to administrative action to impose a fine olitat, suspend or terminate its eligibility to paipate in Title IV programs, which could have a
material adverse effect on enrollment, revenueapitial condition, cash flows and results of openst

Changes in compensation practices for admissionarmtselors and other covered employees may negativepact our business and growth
prospects

Effective July 1, 2011, the Department eliminat@dsafe harbors which described compensation arma@gis not violating the incentive
compensation rule, including the payment and adijest of salaries and bonuses under certain conditieor more information regarding the
elimination of the safe harbors, see “Regulatiop&rement Regulation of Title IV Programs-Incento@mpensation” in Part |, Iltem 1 of this
report. Our institutions modified some of their quensation practices as a result of the eliminaticthe safe harbors. These changes could
affect the ability of our institutions to comperesatimissions counselors and other covered emplay@esanner that appropriately reflects
their relative merit, which in turn could (1) re@duemployee effectiveness and our ability to attasct retain staff with the desired talent and
motivation to succeed and (2) impair our abilitystestain and grow our business, either of whicliccbave a material adverse effect on
enrollments, revenues, financial condition, casw$ and results of operations.

Our institutions may lose eligibility to participatin Title IV programs if too many students defawh their loans.

For each federal fiscal year, the Department catesla rate of student defaults for each educaiiestiution which is known as a
“cohort default rate.” An institution may lose @&8gibility to participate in the Direct Loan an@lPprograms if, for each of the three most
recent federal fiscal years for which informatisraivailable, 25% or more of its students who becsubgect to a repayment obligation in that
federal fiscal year defaulted on such obligatiorti®yend of the following federal fiscal year. biddion, an institution may lose its eligibility
participate in the Direct Loan Program if its cahdefault rate exceeds 40% in the most recent &discal year for which default rates have
been calculated by the Department. Ashford Unitgssiwo-year cohort default rates for the 201@M20nd 2008 federal fiscal years were
10.2%, 15.3%, and 13.3%, respectively. The two-gehort default rates for the University of the Ries for the 2010, 2009, and 2008 federa
fiscal years were 4.0%, 3.3%, and 2.5%, respegtivel institution with a cohort default rate thafuals or exceeds 25% in any one of the thre
most recent fiscal years for which rates have ligmred by the Department may be placed on proasiartification by the Department.
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The August 2008 reauthorization of the Higher EdiocaAct included significant revisions to the régunents concerning cohort default
rates. Under the revised law, the period for whsitldents' defaults on their loans are includetiéncalculation of an institution's cohort defaull
rate was extended by one additional year, whi@xjgected to increase the cohort default rates st institutions. That change was effective
with the calculation of institutions' cohort defeudtes for the federal fiscal year ending Septer86e2009. The Department will not impose
sanctions based on rates calculated under thismetivodology until three consecutive years of rhgage been calculated, which is expected t
occur in 2014. Until that time, the Department wiintinue to calculate rates under the old calmranethod and impose sanctions, if
necessary, based on those rates. The reviseddavinateases the threshold for ending an institigiparticipation in the relevant Title IV
programs from 25% to 30%, effective for final thiesar cohort default rates published on or afterabl2 federal fiscal year. The revised law
changes the threshold for placement on provisioesification to 30% for two of the three most neciscal years for which the Department
has published official three-year cohort defaukésaAshford University's and University of the Ries' three-year cohort default rates for the
2009 cohort were 19.8% and 3.3%, respectively.

Loss of eligibility to participate in Title IV pragms would have a material adverse effect on angsit, revenues, financial condition, ¢
flows and results of operations.

Our institutions may lose eligibility to participatin Title IV programs or face other sanctions ifi¢ Department determines they have
substantially misrepresented the nature of educatibprograms, financial charges or graduate empldyjkty.

The Higher Education Act prohibits an institutioarticipating in Title IV programs from engagingsnbstantial misrepresentation of the
nature of its educational programs, financial ckargr graduate employability. Under the Departreeantes, a “misrepresentatiois’any false
erroneous or misleading statement an institutioe, @f its representatives, or any ineligible ingtitn, organization, or person with whom the
institution has an agreement to provide educatipr@jrams, or marketing, advertising, recruitingadmissions services makes directly to a
student or prospective student or any member optidic, or to an accrediting agency, to a statnay or the Department. The Department's
rules define a “substantial misrepresentation’rgsraisrepresentation on which the person to whonai made could reasonably be expectec
to rely, or has reasonably relied, to that persdetament. Considering the broad definition oflfstantial misrepresentatiorit’is possible tha
despite our training efforts and compliance prograour institutions' employees or service provideey make statements that could be
construed as substantial misrepresentations. B#partment determines that one of our institutioas engaged in substantial
misrepresentation, the Department may attemptvokeethe institution's program participation agreamimpose limitations on the
institution's participation in Title IV programseny applications from the institution for approweéinew programs or locations or other matters
or initiate proceedings to fine the institutionlionit, suspend, or terminate its eligibility to paipate in Title IV programs. The loss of
eligibility to participate in Title IV programs wddihave a material adverse effect on enrollmengmaes, financial condition, cash flows and
results of operations.

The institution could also be exposed to increaisdof additional private actions under the fed&ase Claims Act. Thqui tam
complaint that was unsealed on December 26, 20&@es, among other things, that Ashford Univeraitg University of the Rockies have
failed to make required disclosures readily avédab students, have misled students as to thectrsieof attending the schools, the quality anc
reputation of their academic programs, and thdimlacement rates. For more information regardlagrs and lawsuits, see the risk factor
below entitled “We face litigation and legal proceedings that couddre a material adverse effect on enrollmentsfiial condition, cash
flows and results of operatiol” and “Legal Proceedings” in Part |, Item 3 of théport.

Our institutions may lose eligibility to participatin Title IV programs or face other sanctions ey fail to correctly calculate and return
Title IV program funds timely for students who witlhhaw before completing their educational program.

An institution participating in Title IV programsumst correctly calculate the amount of unearnea& Til program funds that have been
disbursed to students who withdraw from their etiooal programs before completion and must retbosé unearned funds in a timely
manner, generally within 45 days of the date theestdetermines that the student has withdrawnnkare information, see “Regulation-
Department Regulation of Title IV Programs-RetufTitle IV funds for students who withdravifi Part I, Item 1 of this report. Failure to m:
timely returns of Title IV program funds for 5% wore of students sampled in the institution's ahoompliance audit in either of its two me
recently completed fiscal years can result in afitition's having to post a letter of credit inamount equal to 25% of its prior year returns of
Title IV program funds. If unearned funds are natgerly calculated and returned in a timely manaarinstitution is also subject to monetary
liabilities or an action to impose a fine or to linsuspend or terminate its participation in TiNeprograms.

In Finding 3 of the OIG's final audit report pentiaig to its compliance audit of Ashford Universitiie OIG asserted that Ashford
University, during the 2006-2007 award year, ditlinall instances return Title IV funds timely fstudents who withdrew or went on a leave
of absence from school. Accordingly, the OIG recanded that the FSA (1) require Ashford
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University to develop and implement certain remlegliidicies and procedures and (2) take appropégeation to impose a fine on the university
or to limit, suspend or terminate the institutiogligibility for Title IV programs. For more inforation about the OIG's final audit report, see
“Regulation-Department Regulation of Title IV Pragrs-Compliance reviews, audits and reports” in Rdtiem 1 of this report.

Our institutions may lose eligibility to participatin Title IV programs or face other sanctions ii¢y are not legally authorized to operate in
the states in which they are physically located.

To participate in Title IV programs, an institutiomust be legally authorized by the relevant edocatigency of the state in which it is
physically located. See “Regulation-Department Reggan of Title IV Programs-State authorization”Rart I, Item 1 of this report. Loss of
state authorization by one of our institutionshia state in which it is physically located, or thiure of the state authorization to meet the
requirements under the new regulations within itime f{periods provided by the regulations, would ieate our ability to provide educational
services through such institution, as well as nsaleh institution ineligible to participate in Title¢ programs, which could have a material
adverse effect on enrollments, revenues, finarciatlition, cash flows and results of operations.

Ashford University is physically located in the @&taf lowa. The lowa College Student Aid Commisgfs@SAC”) has advised Ashford
University that the institution currently is exenf@m any requirement to register with the Statéoofa to offer postsecondary degree progi
in lowa by virtue of its accreditation by the Highaearning Commission. Ashford University has betated on Notice by HLC. However,
because an institution must be approved or licenseaal basis other than accreditation in instanteghich it is not establishduy nameas an
educational institution by a state, and it is utaiarhow the Department would interpret this rdelbwa, Ashford University applied for
authorization with ICSAC independent of its Highe&arning Commission accreditation in the event thabuld be required by the
Department; such registration would also be necgsE&/ASC becomes the institution's primary acéted In November 2011, ICSAC
determined Ashford University met all requiremetoteffer postsecondary education in lowa and apgidiie institution's registration in lowa
for a four-year period ending November 2015; howeivelight of the findings and recommendationstadmed in the OIG's final audit report,
ICSAC stated that it would immediately reconsider institution's registration for possible revooatif the Department ruled to limit, suspend
or terminate the institution's participation inl&itV programs. For more information about the Glal audit report, see “Regulation-
Department Regulation of Title IV Programs-Comptiameviews, audits and reports” in Part I, Itenf this report.

On September 22, 2012, ICSAC requested that Ashiardersity provide the Commission with certaindimhation and documentation
related to, among other matters, the denial of &ghtniversity's application for WASC accreditatiohe University's compliance with HLC
criteria and policies, a teach-out plan in the étleat Ashford University is unsuccessful in obtagha WASC accreditation and is sanctioned
by HLC, and information relating to admissions eoygles, receipt of financial aid, availability ofdés, credit balance authorizations, and
academic and financial support and advisementas\b students. The Commission requested thabAsgkiversity provide the requested
information by November 12, 2012 and make an irs@epresentation during the Commission's meetinja@rember 16, 2012. Ashford
University made the presentation and the Commidsé&mnnot requested any additional information.

University of the Rockies is located in the Stat€olorado and is authorized by the Colorado Corsimison Higher Education. Such
authorization may be lost or withdrawn if the Unrisigy of the Rockies fails to comply with requiremte under Colorado statutes and rules for
continued authorization.

Our institutions may be required to modify or elimate certain programs if they do not lead to gaihiamployment in a recognized
occupation, as determined by the Department.

Under the Higher Education Act, proprietary schaoks eligible to participate in Title IV programslyp to the extent that their educatio
programs lead to gainful employment in a recognizexlipation, with the limited exception of qualifiprograms leading to a bachelor's de:
in liberal arts. In June 2011, the Department palied final regulations to establish minimal debasuges for determining whether certain
postsecondary educational programs lead to ga@miyglloyment in recognized occupations, and the t¢iomdi under which such programs are
eligible for Title IV funding. The regulations weseheduled to take effect on July 1, 2012. For mdi@mation regarding these debt measure
and related restrictions on Title IV eligibilityes “Regulation-Department Regulation of Title No§rams-Gainful employment” in Part |,
Item 1 of this report.

On June 30, 2012, the United States District Clourthe District of Columbia nullified most of tlgainful employment regulations and
returned those regulations to the Department fidhéu action. On July 6, 2012, the Department idsareelectronic announcement
acknowledging that the Court had vacated the deaisores, that institutions would not be requirecbtmply with related regulations regard
gainful employment reporting requirements and agldiew gainful employment educational programs, taatlinstitutions would be required
to comply with requirements to disclose certaiminfation
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about gainful employment educational programs liriclear how the Department will interpret theisiea and its scope. In addition, the
Court's decision is subject to post trial motiogshe parties and to appeal by the Department anlttide modified or reversed as a result of
the motions or on appeal. The Department could fiattker action to address the Court's concernardigg the regulations and obtain appre
to enforce the regulations, or the Department cattieinpt to issue new gainful employment regulatioie cannot predict what actions the
Department will take in response to the Court'ssies, when the Department would take those actibaw long those actions would take, or
whether those actions will result in reinstatechenw regulations, or in new interpretations of erigregulations. If the regulations are
reinstated in full or revised, we might need to ifyodr eliminate some of the educational programgua institutions, or to provide warnings
current and prospective students, which could megjsitimpact enroliments, revenue, financial coiudif cash flows and results of operations.

The failure of our institutions to demonstrate fimeial responsibility may result in a loss of eligiiby to participate in Title IV programs or
require the posting of a letter of credit in ordés maintain eligibility to participate in Title IVprograms.

To participate in Title IV programs, an eligiblestitution must, among other things, satisfy speaiieasures of financial responsibility
prescribed by the Department or post a letter ediitin favor of the Department and possibly acagpéer conditions to the institution's
participation in Title IV programs. For more infoation regarding the Department's financial resgulityi requirements, see “Regulation-
Department Regulation of Title IV Programs-Finahoésponsibility” in Part I, Item 1 of this repotf.our institutions are found not to have
satisfied the Department's financial responsibiiguirements, they could be limited in our acdessr lose, Title IV program funding, which
could have a material adverse effect on enrollntengnues, financial condition, cash flows and ltssef operations.

The failure of our institutions to demonstrate adnistrative capability may result in a loss of elmlity to participate in Title IV programs.

Department regulations specify extensive criteyiavhich an institution must establish that it hias tequisite administrative capability to
participate in Title IV programs. For more inforroat regarding the Department's administrative caipabtandards, see “Regulation-
Department Regulation of Title IV Programs-Admirasive capability” in Part I, Item 1 of this repolt we are found not to have satisfied the
Department's administrative capability requiremgwts could be limited in our access to, or loséeTV program funding, which could have a
material adverse effect on enrollment, revenueapitial condition, cash flows and results of openst

Our institutions must periodically seek recertifiian to participate in Title IV programs and maynicertain circumstances, be subject to
review by the Department prior to seeking recediftion.

An institution must periodically seek recertificatifrom the Department to continue to participat&itle IV programs and may, in cert
circumstances, be subject to review by the Departieor to seeking recertification. The currendygsional certification for Ashford
University expired on June 30, 2011; however, Diepant regulations state that if an institution sitera materially complete application for
recertification at least 90 days prior to the eafin of its existing certification, then the itgtion's existing certification will be extended an
month-to-month basis following the expiration oétinstitution's period of participation until thedeof the month in which the Department
issues a decision on the application for recedifom. Ashford University submitted its electromigplication prior to the reapplication deadline
of March 31, 2011. The current certification foe thiniversity of the Rockies is scheduled to expimeJune 30, 2016.

The Department may also review our institutionsitoaed certification to participate in Title IVggrams if we undergo a change of
control. In addition, the Department may take erapoy action to suspend an institution's certifarativithout advance notice if it determines
the institution is violating Title IV requiremensésd determines that immediate action is neceseamgetvent misuse of Title IV funds. The
Department also may take adverse action againgtitleelV eligibility of a provisionally certifiednstitution under procedures that provide less
due process than afforded to other institutionthdfDepartment did not renew or if it withdrew d@nstitutions' certifications to participate in
Title IV programs, their students would no longerable to receive Title 1V funds, which would havenaterial adverse effect on enroliment,
revenues, financial condition, cash flows and rtssofl operations.

Governmental proceedings or other claims and lavisuasserting regulatory noncompliance could resuitmonetary liabilities or penalties,
injunctions, or loss of Title IV programs for studés at our institutions.

Because we operate in a highly regulated industeyand our institutions are subject to compliaregéews and claims of noncompliar
and lawsuits by government agencies, regulatorp@gs and third parties, including claims broughthird parties on behalf of the federal
government under the federal False Claims Achdfresults of these reviews or proceedings arevardale to us or if we are unable to defenc
successfully against such lawsuits or claims, wg bearequired to pay money damages or be subjdictes, limitations, loss of Title IV
funding, injunctions or other penalties. Even
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if we adequately address issues raised by an agewigw or successfully defend a lawsuit or claive,may have to divert significant financial
and management resources from our ongoing busipesations to address issues raised by those rewieto defend against those lawsuits o
claims. Claims and lawsuits brought against us deagage our reputation or adversely affect our spoide, even if such claims and lawsuits

are eventually determined to be without merit.

As discussed in the risk factors above entitl&blft institutions could lose eligibility to participe in Title IV programs or face other
sanctions if they pay incentive compensation teqes or entities involved in certain recruiting,naigsions or financial aid awarding activities
" and “ Our institutions may lose eligibility to participatn Title IV programs or face other sanctionshié Department determines they have
substantially misrepresented the nature of eduoatiprograms, financial charges or graduate emplality ,” we have been named in twai
tamcomplaints that allege we and our institutions atetl the Federal False Claims Act. Defending aréddiealse Claims Act lawsuit can be
costly and divert management's time and attentimm four business, regardless of whether the claismherit. The adverse resolution of sur
lawsuit could lead to monetary liability, includitiggble damages and attorneys' fees, and otheti@asovhich could have a material adverse
effect on our business, financial condition, cdelw$ and results of operations.

For more information regarding the incentive congagion rule, see “Regulation-Department Regulatiofitle IV Programs-Incentive
compensation” in Part I, Item 1 of this report. lRaore information regarding claims and lawsuitg, te risk factor below entitledWe face
litigation and legal proceedings that could haveaterial adverse effect on enroliments, financ@idition, cash flows and results of
operations’ and “Legal Proceedings” in Part |, Item 3 of théport.

If we fail to maintain adequate systems and proa@s$o detect and prevent fraudulent activity in dant enroliment and financial aid, ou
business could be adversely impacted.

We are susceptible to an increased risk of fraudwaetivity by outside parties with respect to smidenrollment and student financial
programs. While we believe past incidents of frdeduactivity have been relatively isolated, wemairbe certain that our systems and
processes will always be adequate in the facecoéasingly sophisticated and ever-changing frabérses. The potential for outside parties tc
perpetrate fraud in connection with the award asdutsement of Title IV program funds, includingaasesult of identity theft, may be
heightened due to our nature as an online educatmrider. We must maintain systems and processielentify and prevent fraudulent
applications for enrollment and financial aid.

The Department's regulations require institutidreg participate in Title IV programs to refer t@ t®1G credible information indicating
that any applicant, employee, third-party serviameagent of the institution that acts in a capattigt involves administration of the Title IV
programs has been engaged in any fraud or otlkgalliconduct involving Title IV programs. If thestgms and processes that we have
established to detect and prevent fraud are inadegthe Department may find that we do not saitsffadministrative capability”
requirements. This could result in our being limdite our access to, or our losing, Title IV progriimding, which would adversely affect
enrollment, revenues, financial condition, caslwiand results of operations. In addition, ourifngbns' ability to participate in Title IV
programs is conditioned on their maintaining acita¢idn by an accrediting agency that is recognizgthe Secretary of Education. Any
significant failure to adequately detect fraudulectivity related to student enroliment and finaheiid could cause them to fail to meet their
accrediting agencies' standards. Furthermore, uhdedigher Education Act, accrediting agencies ¢valuate institutions that offer distance
learning programs, as our institutions do, mustiiregsuch institutions to have processes througiiwthe institution establishes that a studen
who registers for a distance education progrardsame student who participates in and receieshtdor the program. Failure to meet
applicable accrediting agencies' standards cougldtran the loss of accreditation at the discretddsuch accrediting agencies, which could
result in a loss of our institutions' eligibility participate in Title IV programs and adverselfgetf our business, financial condition, cash flows
and results of operations.

Our institutions cannot offer new programs, expaitldeir physical operations into certain states orquére additional schools if such actions
are not approved in a timely fashion by the applita regulatory agencies, and Title IV funds disbeisto students enrolled in any such
programs, states or acquired schools may have todpaid if prior approval is not obtainec

Our plans may include our institutions offering neslucational programs, some of which may requigelegory approval. In addition, v
or our institutions may increase physical operatimnadditional states or seek to acquire additieclaools. If we or our institutions are unable
to obtain the necessary approvals for such newranag, operations or acquisitions from the DepartniéhC or any applicable state educat
agency or other accrediting agency, or if we oripstitutions are unable to obtain such approvals fimely manner, the ability to consumm
such actions and provide Title IV funds to any etiéel students would be impaired, which could haxeaterial adverse effect on our plans. If
we or our institutions were to determine erroneptisht any such action did not need approval oetabrequired approvals, our institutions
could be liable for repayment of the Title IV pragr funds provided to students in that program dhaitlocation.
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If requlators do not approve or if they delay thepproval of transactions involving a change of dool of our company, our ability tc
participate in Title IV programs may be impaire

If we or either of our institutions undergoes arg@of control under the standards of applicaldtestducation agencies, HLC or the
Department, we must seek the approval of eachmagthatory agency. For more information, see “Rafjoh-Department Regulation of Title
IV Programs-Change in ownership resulting in a g¢leaof control” in Part |, Item 1 of this report.failure by us or one of our institutions to
reestablish its state authorization, HLC accreiditadr Department certification, as applicableldaing a change of control could result in a
suspension or loss of operating authority or thtalo participate in Title IV programs, which wid have a material adverse effect on
enrollments, revenues, financial condition, caskvfl and results of operations.

Our failure to comply with regulations of variougates could preclude us from recruiting or enroliinstudents in those states or result in
such students being ineligible for Title IV finanal aid.

Various states impose regulatory requirements ogatbnal institutions operating within their boaniés. Several states have sought to
assert jurisdiction over online educational insiitas that have no physical location or other pnesdn the state but that offer educational
services to students who reside in the state ¢matiheertise to or recruit prospective studenthedtate. State regulatory requirements for o
education are inconsistent between states ancoareall developed in many jurisdictions. As sudtede requirements are subject to change
and in some instances are unclear or are leftetdlifcretion of state employees or agents. Ourgthgrbusiness and the constantly changing
regulatory environment require us to regularly eate our state regulatory compliance activitiesvdfare found not to be in compliance and a
state seeks to restrict one or more of our busiaetbgties within that state, we may not be abledcruit students from that state and may hav
to cease recruiting or enrolling students in thates See “Regulation-Department Regulation ofeTiM Programs-State authorization”Part |,
Item 1 of this report. Our failure to comply withetse requirements in one or more states couldtiesalir inability to provide Title IV funds t
students in those states.

Our regulatory environment and our reputation magemmegatively influenced by the actions of other tsecondary institutions.

In recent years, Congressional, federal, stateaancediting agency investigations and civil litigathave been commenced against
several postsecondary educational institutionsse evestigations and lawsuits have alleged, anotimgr things, deceptive trade practices an
noncompliance with Department regulations. Theksgations have attracted adverse media coveraghamdbeen the subject of federal and
state legislative hearings. Although the mediaul&gry and legislative focus has been primariltlom allegations made against these specific
companies, broader allegations against the ovgoalisecondary sector may negatively impact puldicgptions of postsecondary educational
institutions, including Ashford University and thiiversity of the Rockies. Such allegations cowsult in increased scrutiny and regulation
by the Department, Congress, accrediting bodiase stgislatures or other governmental authoriieall postsecondary institutions, including
ours.

Risks Related to Our Business

Our financial performance depends on our ability tintinue to develop awareness among, to recruitlao retain students; adverse
publicity may negatively impact demand for our iftstions' programs.

Building awareness among potential students of dshyniversity and University of the Rockies and irograms they offer is critical
their ability to attract prospective studentsslalso critical to our success that these prospestudents are converted to enrolled students in
cost-effective manner and that these enrolled stsdemain active in our institutions' programsm®aof the factors that could prevent the
successful recruiting and retention of studenth@ir programs include:

» the emergence of more and better compet

» factors related to our marketing efforts, inéhgdthe costs of Internet advertising and brbaded branding campaig
» performance problems with our online syste

e our institutions' failure to maintain accreditatiand eligibility for Title IV program:

» student dissatisfaction with our institutions' see¢ and program

» adecrease in the perceived or actual econoemiefiis that students derive from our institutiggregrams or programs provided by
private sector postsecondary education companissrghy;

* adverse publicity regarding us or online or privegetor postsecondary education gene
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» price reductions by competitors that we are unmgllor unable to match; a

« adecline in the acceptance of online educatiagdacation provided by private sector postseconddugation companie

We face litigation and legal proceedings that couldve a material adverse effect on enrollmentsgiicial condition, cash flows and results
of operations.

We and our institutions are subject to lawsuitsestigations and claims covering a wide range dfersa We are the subject of
complaints alleging violations of various laws,lirding but not limited to federal securities laisluding a securities class action, the federa
False Claims Act and state employment laws, as agelhvestigations by state attorneys general liidDaia, lowa, New York and North
Carolina. Derivative shareholder complaints hage &leen asserted on our behalf against certaiarafusrent and former officers and direct
alleging breaches of fiduciary duties, waste opooate assets and unjust enrichment. We could sigaificant defense costs related to these
or other matters and, in the event of adverse owsp monetary losses or restrictions on our busicesld result, any of which could have a
material adverse effect on enrollments, finanodaddition, cash flows and results of operations.

For more information regarding current materiabllggroceedings involving us and our institutiomgluding investigations by state
attorneys general in California, lowa, New York awarth Carolina, see “Legal Proceedings” in Paltelm 3 of this report.

We have identified a material weakness in our intat control over financial reporting which could,finot remediated, result in materi
misstatements in our financial statements.

We have concluded that there is a material weakindagernal control over financial reporting, as @id not maintain effective internal
controls over the accounting for accounts recea/ia®pecifically, we determined 1) that the prodesgstimating the allowance for doubtful
accounts in 2012 was not designed to appropriatelyrporate all relevant qualitative factors andht accounts receivable aging was not
correct. Although we have performed testing todegtk the accuracy of the corrected aging and ceresidhe appropriate qualitative factors,
management has determined that our disclosureatsrind procedures and internal control over firmeporting were not effective as of
December 31, 2012.

Under standards established by the Public Compaepunting Oversight Board, a material weaknessdisfieiency, or combination of
deficiencies, in internal control over financiapogting, such that there is a reasonable possiltilat a material misstatement of our annual or
interim financial statements will not be preventedietected and corrected on a timely basis. See‘dém 9A. Controls and Procedures.” The
existence of this issue could adversely affecbusreputation or investor perceptions of us. Weeehaegun taking steps and plan to take
additional measures to remediate the underlyingesof the material weakness, primarily throughingkmprovements in the accounting
processes, including additional oversight and meyand performing additional analytical procedul®® expect to incur additional costs
remediating this material weakness. The actionswieaare taking are subject to ongoing senior mamagt review, as well as audit committee
oversight.

Although we plan to complete this remediation pescas quickly as possible, we cannot at this tistienate how long it will take, and
our measures may not prove to be successful indietigg this material weakness. If our remedial sugas are insufficient to address the
material weakness, or if additional material wealses or significant deficiencies in our internaitcol over financial reporting are discovered
or occur in the future, our consolidated finanstaltements may contain material misstatements axbwid be required to restate our finan
results. In addition, if we are unable to succdisfemediate this material weakness and if weusnrable to produce accurate and timely
financial statements, our stock price may be adWefected and we may be unable to maintain c@mpé with applicable stock exchange
listing requirements.

Our growth may place a strain on our resources.

We have experienced significant growth over thefias years. Such historical growth, as well ag anther growth that we may
experience, may place a significant strain on esources. Such growth has increased demands anamaigement information and reporting
systems, data analytics, and financial managententtals. If we are unable to maintain appropriaterinal controls, we may experience
operating inefficiencies that could increase owstgcAdditionally, if we and our institutions fad hire and retain appropriate levels of
personnel in critical areas, we could experiencesiased student complaints, delays in completiitigarbusiness projects, system down-time
for both internal and studefacing applications, and potential regulatory nanpbance, any of which could materially and advirséfect oul
business and prospects.
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A failure of our information systems to properlya@t, process and report relevant data may reducemanagemer’s effectiveness,
interfere with our regulatory compliance and increa our operating expenses.

We are heavily dependent on the integrity of ouadsaanagement systems. If these systems do natieffly collect, store, process and
report relevant data for the operation of our bes$s) whether due to equipment malfunction or caimdt, software deficiencies, or human
error, our ability to effectively plan, forecastdaexecute our business plan and comply with agmkcaws and regulations will be impaired,
perhaps materially. Any such impairment could maligrand adversely affect our financial conditimash flows and results of operations.

Our institutions rely on a third party vendor foiifiancial aid processing and are responsible for aagrors, delays or instances of regulatory
noncompliance which may be made by this vendor.

Our institutions have engaged Xerox Business SesyicLC (“XBS"), formerly called Affiliated ComputeServices, Inc., to provide call
center and transactional processing services &r ¢cimline financial aid student populations, irdithg services related to disbursement
eligibility review and Title IV fund returns. Althayh our institutions monitor the work done by XB §uality assurance and compliance with
Department regulations, our institutions are ulteharesponsible for any errors, delays or instarafaregulatory noncompliance which may be
made by XBS, some of which could potentially affé eligibility of our institutions to participate Title IV programs. Additionally, if XBS
ceases to operate or is unwilling or unable to waith our institutions, or if the engagement witBX is otherwise terminated, our institutions
would be required either to handle financial aidgassing services using their own resources angage another third party vendor, which
transition could be economically disadvantageotesent a distraction to management and applicaldméss units, and increase the risk of
errors and regulatory noncompliance during thesitemm period, any of which could negatively impact business.

Our institutions rely on a third-party vendor to pride the online learning platform for students andlated support and hosting.

We have a license agreement with Pearson eColle@®l{ege”) pursuant to which we agreed to licefieen eCollege an online learning
platform for students at our institutions. The d€gé platform provides an online learning manageragstem which provides for the storage,
management and delivery of course content. Thifgpta also includes collaborative spaces for sttdemmunication and participation with
other students and faculty as well as grade aedddince management for faculty and assessmentili@gmto assist us in maintaining quali
Our institutions rely on eCollege for administratisupport and hosting of the applicable systeneCtllege ceases to operate or is or is
unwilling or unable to work with our institutionsr if the license agreement with eCollege and eelagreements were otherwise to be
terminated, the online learning platform for studeat our institutions and related administrativpport and hosting could be interrupted or
become unavailable, any of which could have a ristend adverse effect on our business.

We are subject to laws and regulations as a resilour collection and use of personal informatioand any violations of such laws or
regulations, or any breach, theft or loss of suaffermation, could adversely affect us.

Possession and use of personal information in perations subjects us to risks and costs that dwarich our business. We collect, use
and retain large amounts of personal informatigaréing our applicants, students, faculty, staff sreir families. We also collect and
maintain personal information about our employeehé ordinary course of our business. Our sendaesbe accessed globally through the
Internet. Therefore, we may be subject to the appbin of national privacy laws in countries ouéstle United States from which applicants
and students access our services. Such privacydamd impose conditions that limit the way we nmeréand provide our services. Our
computer networks and the networks of certain ofu@ndors that hold and manage confidential infdromaon our behalf may be vulnerable
unauthorized access, employee theft or misuse, gtanpackers, computer viruses and other sectmigats. Confidential information may a
inadvertently become available to third parties whe integrate systems or migrate data to our sefelowing an acquisition of a school or
in connection with periodic hardware or softwargngules. Due to the sensitive nature of the persofaimation stored on our servers, our
networks may be targeted by hackers seeking tsadhés data. A user who circumvents security meastould misappropriate sensitive
information or cause interruptions or malfunctiomeur operations. Although we use security andriass controls to limit access and use of
personal information, a third party may be ableitoumvent those security and business controlg;iwtould result in a breach of student or
employee privacy. In addition, errors in the steragse or transmission of personal information @oesult in a breach of privacy for current or
prospective students or employees. Possessionsanaff ppersonal information in our operations aldgjects us to legislative and regulatory
burdens that could require notification of datadotees and could restrict our use of personal irdition, and a violation of any laws or
regulations relating to the collection or use afsp@al information could result in the impositioifines against us or lawsuits brought against
us. As a result, we may be required to expend fiégnit resources to protect against the threabede security breaches or to alleviate prob
caused by these breaches. A major breach, thefssof personal information regarding our
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institutions' students and their families or oumpéoyees that is held by us or our vendors, or &tian of laws or regulations relating to the
same, could have a material adverse effect onepurtation, result in lawsuits and could resultrtder regulation and oversight by federal
state authorities and increased costs of compliance

System disruptions and vulnerability from securitigks to our technology infrastructure could damaglee reputation of our institutions ani
negatively impact our business.

The performance and reliability of our technologfrastructure (including the software and relatedting and maintenance services for
our online learning platform, student informatigrstem, and lead management system) is criticalitaeputation and the ability to attract and
retain students. Any system error or failure, sudden and significant increase in bandwidth usagdd result in the unavailability of syste
to us or our institutions' students and negatiuglyact our business and reputation. Our computsvar&s may also be vulnerable to
unauthorized access, computer hackers, computesedr denial of service attacks and other seqoitiglems. Although we continually
monitor the security of our technology infrastruetand take proactive measures to prevent potehtizts, we cannot assure you that these
efforts will protect our computer networks agaialthreats of security breaches, which could daerthg reputation of our institutions and
negatively impact our business and prospects.

Our expenses may cause us to incur operating losses& do not realize our expected revenues.

Our spending is based, in significant part, onesiimates of future revenue and is largely fixetheshort term. As a result, we may be
unable to adjust our spending in a timely manneuifrevenue falls short of our expectations. Adewgly, any significant shortfall in revenues
in relation to our expectations would have an imiaiedand material adverse effect on our profitgbiln addition, we anticipate increasing
operating expenses to expand program offeringsketiag initiatives and administrative organizatiémy such expansion could cause matt
losses to the extent we do not generate additi@vainues sufficient to cover those expenses.

Strong competition in the postsecondary educatioarket, especially in the online education markegutd decrease our market shar
increase our cost of recruiting students and putvdowvard pressure on our tuition rates.

Postsecondary education is highly competitive. Waete with traditional public and private two- dndr-year colleges as well as with
other postsecondary schools. Traditional collegesumiversities may offer programs similar to thoffered by our institutions at lower tuition
levels as a result of government subsidies, govemmnd foundation grants, tax-deductible contidmg and other financial sources not
available to for-profit postsecondary institutioirsaddition, our institutions face continued sorytfrom their accreditors, and some of our
competitors, including both traditional collegeslamiversities, have substantially greater brawdgaition and financial and other resources
than we have, which may enable them to compete gfteetively for potential students. We also expediace increased competition as a
result of new entrants to the online education miaikcluding traditional colleges and universitilkat had not previously offered online
education programs.

We may not be able to compete successfully againseént or future competitors and may face comipetjpressures that could adversely
affect our business. We may be required to reduceuition or increase marketing spending (duectraty of quality leads or otherwise) in
order to retain or to attract students or to purs@ market opportunities. We may also face in@éa®mpetition in maintaining and
developing new marketing relationships with corpiorss, particularly as corporations become morediie as to which online universities
they will encourage their employees to attend aachfwhich they will hire prospective employees.

We may not be able to retain our key personnel aeland retain the personnel we need to sustain ardw our business.

Our success depends largely on the skills, effortsmotivations of our executive officers, who gatig have significant experience with
our company and within the education industry. Buthe nature of our business, we face significamipetition in attracting and retaining
personnel who possess the skill sets we seekditi@ad key personnel may leave us and may subsgigusompete against us. We do not ¢
life insurance on our key personnel for our ben&tite loss of the services of any of our key pemstror our failure to attract and retain other
qualified and experienced personnel on acceptabhest could impair our ability to sustain and grauv business. In addition, because we
operate in a highly competitive industry, our hiriof qualified executives or other personnel mayseaus or such persons to be subject to
lawsuits alleging misappropriation of trade segnetproper solicitation of employees or other claim
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If we are unable to hire and to continue to developw and existing employees responsible for studectuitment, the effectiveness of o
student recruiting efforts would be adversely affed.

We intend to (i) hire, develop and train a sigrafit number of additional employees responsibletiadent recruitment and (ii) retain and
continue to develop and train our current studeatuitment personnel. Our ability to develop andmaén a strong student recruiting function
may be affected by a number of factors, includingability to integrate and motivate our admissiooganselors, our ability to effectively train
our admissions counselors, the length of timekiésahose new counselors to become productivelategy restrictions on the method of
compensating admissions counselors and the compétithiring and retaining them.

Enrollment and revenues could decrease if the gawaent tuition assistance offered to military persuwel is reduced or eliminated,
scholarships which we offer to military personneteareduced or eliminated or if our relationships thi military bases deteriorate

As of December 31, 201,2approximately 22.5% of our institutions' studentse affiliated with the military, some of whoneagligible tc
receive tuition assistance from the governmentctvitiey may use to pursue postsecondary degreeBdiget Control Act of 2011 and the
Statutory Pay-As-You-Go Act of 2010 each providetfe possibility of automatic across-the-boardumins in federal spending (also known
as “sequestration”) as a budgetary enforcement 8smjuestration began on March 1, 2013 and it cauldhin in effect over an extended
period. On March 2, 2013, the U.S. Navy announbatitlition assistance would be suspended for meallments for U.S. Marines. On
March 8, 2013, the U.S. Army announced a suspensdituition assistance for new enroliments by LABny service members. Additional
suspensions may be implemented by other branchée &f.S. military. If tuition assistance suspensiare expanded or maintained over a
protracted period, or if governmental tuition atsise programs to active duty members of the mjligse otherwise reduced or eliminated, or
if our relationship with any military base detedt#s, enroliment could suffer, which could haveaanal adverse effect on our financial
condition, cash flows and results of operationsilR&ons in tuition assistance could also negatieffect our compliance with the 90/10 rule.
See the risk factor above entitledQtrr institutions could lose eligibility to particigpe in Title IV programs or face other sanctionthiéy derive
more than 90% of their respective revenues froreelgograms” Additionally, we provide scholarships to studemtho are affiliated with the
military. If we reduce or eliminate our scholarshipnrollment by military personnel may sufferabifdition, if we increase our scholarships,
our per student revenue from military affiliatedgmnnel will decline.

Enrollment at our institutions declined 5.6% in 2@1 A decline in the overall growth of enrollment ipostsecondary institutions, or in tr
number of students seeking degrees online or in aare disciplines, could cause us to experienceidHer decline in enrollment at our
schools.

We have experienced overall growth in institutiogatollments and revenues since we acquired Aslidaidersity in 2005. However,
while we have continued to achieve growth in reenyear-over-year, enroliment at our institutioaslished to 81,810 at December 31, 2012
as compared to 86,642 at December 31, 2011. Thetlyrate of our revenues has declined in recenbgeiand may continue to decline in the
future. In order to maintain the current growtkeraf our revenues and increase enroliment at a@tituitions, our institutions will need to attr:

a larger percentage of students in existing maiketsexpand their markets by creating new acadprograms. In addition, if job growth in t
fields related to their core disciplines is weatkem expected, fewer students may seek the typasgoées that our institutions offer.

Our success depends in part on our institutions'ilgtly to update and expand the content of existipgpgrams and to develop new programs
and specializations on a timely basis and in a eeffective manner.

The updates and expansions of existing programshendevelopment of new programs and specializatioay not be accepted by
existing or prospective students or employers.dfde not adequately respond to changes in margeireenents, our business will be adver:
affected. Even if our institutions are able to depeacceptable new programs, they may not be alilgroduce these new programs as quickly
as students require or as quickly as our compstitdroduce competing programs. To offer a new agad program, our institutions may be
required to obtain appropriate federal, state adealiting agency approvals, which may be condébar delayed in a manner that could
significantly affect our plans. In addition, to ekgible for federal student financial aid prograrmsiew academic program may need to be
approved by the Department.

Establishing new academic programs or modifyingtxj programs requires investments in managemmehtapital expenditures,
additional marketing expenses and reallocationtloéroresources. We and our institutions may hawgdd experience with the programs in
new disciplines and may need to modify existingesys and strategy or enter into arrangements hiter @ducational institutions to provide
new programs effectively and profitably. If ourtitigtions are unable to increase enrollment in peggrams, offer new programs in a cost-
effective manner or are otherwise unable to
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manage effectively the operations of newly establisacademic programs, our revenues, financialitondcash flows and results of
operations could be adversely affected.

Ouir failure to keep pace with changing market neectsuld harm our institutions' ability to attract stdents.

Our success depends to a large extent on the gviliss of employers to hire, promote or increas@alyeof our institutions' graduates.
Increasingly, employers demand that their new eygae possess appropriate technical and analykitial and also appropriate interpersonal
skills, such as communication and teamwork. Thi#ls san evolve rapidly in a changing economic #&chnological environment.
Accordingly, it is important that our institutioreucational programs evolve in response to thoseamic and technological changes.

The expansion of existing academic programs andekelopment of new programs may not be accepteuitrgnt or prospective
students or by the employers of our institutiomatgates. Even if our institutions develop accdptabw programs, they may not be able to
begin offering those new programs in a timely fashdr as quickly as our competitors offer similemgrams. If we are unable to adequately
respond to changes in market requirements duegtdat®ry or financial constraints, unusually raggdhnological changes or other factors, the
rates at which our institutions' graduates obtabsjin their fields of study could suffer, the @hito attract and retain students could be
impaired and our business could be adversely &iflect

We may be unable to protect our proprietary riglstsfficiently and we may encounter disputes from &rto time relating to our use of the
intellectual property of third parties.

We rely on a combination of copyrights, trademasksyice marks, trade secrets, domain names ae@ragnts with third parties to
protect our proprietary rights. We have trademantt service mark registrations and pending appbaoatin the United States and select foreig
jurisdictions. We also own the domain name rigbtsaur institutions, as well as other words andaghs important to our busine
Additionally, we have applied for patent protectfon certain technology developed by us. We camasstire you that these measures will be
adequate to protect our proprietary rights, thahawee secured, or will be able to secure, apprtgppeotections for all of our proprietary rights
in the United States or select foreign jurisdicsiam that third parties will not infringe upon aolate our proprietary rights. Despite our efforts
to protect these rights, unauthorized third pamiey attempt to duplicate or copy the proprietapegts of our technology, curricula, and
online resource material, among others. Our managésmattention may be diverted by these atteraptswe may need to use funds in
litigation to protect our proprietary rights agaiagy infringement or violation.

We may also encounter disputes from time to timer oights and obligations concerning intellectuaperty, and we may not prevail in
these disputes. In certain instances, we may nat bhtained sufficient rights in the content ofoaise. Third parties may raise a claim agains
us alleging an infringement or violation of theelectual property of that third party. Some thaatty intellectual property rights may be
extremely broad, and it may not be possible falousonduct our operations in such a way as to athmide intellectual property rights. Any
such intellectual property claim could subjectaisastly litigation and impose a significant straimour financial resources and management
personnel regardless of whether such claim hag.n@rr insurance may not cover potential claimthef type adequately or at all, and we may
be required to pay monetary damages, which maygoéisant, or our institutions may be requiredatiter the content of their classes.

We may incur liability for the unauthorized duplideon or distribution of class materials posted oné for class discussions.

In some instances our institutions' faculty memioerstudents may post various articles or othedtparty content on class discussion
boards. We may incur liability for the unauthorizgplication or distribution of this material podtenline for class discussions. Third parties
may raise claims against us for the unauthorizguication of this material. Any such claims coultbgct us to costly litigation and could
impose a significant strain on our financial res@srand management personnel regardless of whhkéhelaims have merit. Our general
liability insurance may not cover potential clainfghis type adequately or at all, and we may logiired to alter the content of our courses or
pay monetary damages.

Government regulations relating to the Internet clolincrease our cost of doing business, affect @lility to grow or otherwise have a
material adverse effect on our business.

The increasing popularity and use of the Intermelt @her online services has led and may leadet@tloption of new laws and regulat
practices in the United States or in foreign cadestand to new interpretations of existing laws segllations. These new laws and
interpretations may relate to issues such as oplivecy, copyrights, trademarks and service mastes taxes, fair business practices and the
requirement that online education institutions fyab do business as foreign corporations or berised in one or more jurisdictions where
they have no physical location or other presenesv Mws, regulations or interpretations relatedding business over the Internet could
increase our costs and materially and adversedcténroliments.
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Failure to comply with the terms of our Credit Ageenent with Comerica Bank could impair our rights the assets we pledged as collateral
under this agreement.

Through April 12, 2012, we maintained a $50 milli@volving line of credit with Comerica Bank (“Coniea”) pursuant to a Credit
Agreement, Revolving Credit Note and Security Agneat (collectively, the “Prior Loan Documents”). @pril 13, 2012, we entered into a
$50 million revolving line of credit (“New Facility pursuant to an Amended and Restated RevolvirgliCAgreement (“Revolving Credit
Agreement”) with the lenders signatory thereto @odnerica, as administrative agent for the lendens. Revolving Credit Agreement
amended, restated and superseded the Prior Loami2mts. At our option, we may increase the sizh@MNew Facility up to $100 million (in
certain minimum increments), subject to the termt @nditions of the Revolving Credit Agreementdiitnally, we may request swing-line
advances under the New Facility up to $3 millionha aggregate.

To secure our obligations under the Credit Agredr(emd related documents), we granted Comericestgiiority security interest in
substantially all of our assets, including our y@alperty. If an event of default occurs or if waerwise fail to comply with any of the negative
or affirmative covenants of the Credit Agreememid(gelated documents), including the failure ofieitof our institutions to maintain Title IV
eligibility, Comerica may declare all of the obligms and indebtedness under the Credit Agreenagut (elated documents) due and payable.

For more information about the Credit Agreement aatated documents, see Note 11, “ Credit Faslif’ to our annual consolidated
financial statements, which are included elsewlretbis report. In such a scenario, we may loserigint, title and interest in the property that
secures such obligations and indebtedness.

Our failure to obtain additional capital in the futre could adversely affect our ability to grow.

We believe that cash flow from operations will likequate to fund our current operating plans forféheseeable future. However, we
may need additional financing in order to finance plans, particularly if we pursue any acquisiiomhe amount, timing and terms of such
additional financing will vary principally dependjron the timing and size of new program offerirtgs, timing and size of acquisitions we n
seek to consummate and the amount of cash flows énar operations. To the extent that we requiretaacl financing in the future, such
financing may not be available on terms accepttables or at all and, consequently, we may not lbe @bfully implement our plans.

A protracted economic slowdown and rising unemplagmb could harm our busines:

We believe that many students pursue postsecomrdaigation to be more competitive in the job markietwever, a protracted economic
slowdown could increase unemployment and dimiraghgrospects generally. Diminished job prospectktaightened financial worries could
affect the willingness of students to incur loampay for postsecondary education and to pursuesgamndary education in general. As are
enrollment could suffer.

In addition, many of our institutions' studentsroar Title IV loans to pay for tuition, fees and ettexpenses. A protracted economic
slowdown could negatively impact their ability &pay those loans which would negatively impactipstitutions' cohort default rates. Our
institutions' students also are frequently abledow Title IV loans in excess of their tuitionh& excess is received by such students as a
stipend. However, if a student withdraws, we mesinn any unearned Title IV funds including stipen8l protracted economic slowdown
could negatively impact such students' abilitydpay those stipends. As a result, the amount & INtfunds we would have to return without
reimbursement from students could increase, andesuits could suffer.

If we are not able to integrate acquired institutis, our business could be harme

From time to time, we may pursue acquisitions beofinstitutions or businesses. Integrating acguigerations into our business
involves significant risks and uncertainties, irthg:

e inability to maintain uniform standards, contrgdslicies and procedure
« distraction of management's attention from normaitess operations during the integration pro

« inability to obtain, or delay in obtaining, appal of the acquisition from the necessary regujadgencies, or the impaosition of
operating restrictions or a letter of credit requient on us or on the acquired school by any afethegulatory agencies;

e expenses associated with the integration effortd

* unidentified issues not discovered in our due dilice process, including legal contingen:
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An increase in interest rates could adversely affear institutions' ability to attract and retaintsidents.

Interest rates have reached relatively low lewel®cent years, creating a favorable borrowingremvwent for students. However, if
Congress increases interest rates on Title IV loani private loan interest rates rise, our igions' students would have to pay higher inte
rates on their loans. Any future increase in irgerates will result in a corresponding increasedncational costs to existing and prospective
students. Higher interest rates could also cortibm higher default rates with respect to studeamayment of their education loans. Higher
default rates may in turn adversely impact ouritgons' eligibility to participate in some or dlitle IV programs, which could have a material
adverse effect on enrollment, revenues, financiati¢ion, cash flows and results of operations.

We face risk in connection with institutional loaprograms implemented at our academic institutioffsstudents participating in such
programs fail to repay their loans timely, our buss will be negatively impacte

Both Ashford University and University of the Roe&ihave institutional loan programs for their oalgtudent population. At
December 31, 2012 , there was $15.1 million, netistanding in institutional loans. Under these paogs, our institutions loan money directly
to eligible and qualifying students. If studentstiggpating in these programs fail to repay theauns timely, it could have a negative impact on
our financial condition, cash flows and result®pérations.

We may not earn enough revenue from Constellatidiuze, Waypoint Outcomes and our other technolodie®ffset the costs of
innovating, developing, deploying and marketing teetechnologies.

In recent periods, we have devoted increasing ats@mfiresources to innovating, developing and ntargenew technologies such as
Constellation, Thuze, Waypoint Outcomes, and thbile@pplication technology for our institutionfwe are unable to earn revenue suffic
to offset the costs of innovating, developing aratketing such technologies, our financial conditicash flows and results of operations coul
be negatively impacted.

Our failure to comply with environmental laws anagulations governing our activities could result fimancial penalties and other costs.

We use hazardous materials at our ground campusegemerate small quantities of waste, such asaikeghtifreeze, paint, car batteries
and laboratory materials. Additionally, we purctahseal property nearby our Ashford University campuClinton, lowa, for purposes of
future campus expansion and student housing atwinchave identified minor environmental issues.alfesubject to a variety of
environmental laws and regulations governing, amathgr things, the use, storage and disposal af aod hazardous substances and waste
and the clean-up of contamination at our facilibe®ff-site locations to which we send or havet sesste for disposal. If we do not maintain
compliance with any of these laws and regulationsre responsible for a spill or release of hamasdnaterials, we could incur significant
costs for clean-up, damages and fines or penalties.

Our corporate headquarters are located in a highush fire danger area and near major earthquake falihes.

Our corporate headquarters are located in San D@&gjdornia in a high brush fire danger area aedrrmajor earthquake fault lines. We
could be materially and adversely affected in thené of a brush fire or major earthquake, eithewbich could significantly disrupt our
business.

We have a limited operating history. Accordinglyyrohistorical and recent financial and business nelés may not necessarily be
representative of what such results will be in theure.

We have a limited operating history on which yon eaaluate our business strategy, our financialli®and trends in our business. As a
result, our historical results and trends, inclgdimd debt expense and our institutions' enrollsnantl cohort default rates, may not be
indicative of future results.

Risk Related to Our Common Stock
The price of our common stock has fluctuated sigoéntly and you could lose all or part of your ingment.

Volatility in the market price of our common stotlay prevent you from being able to sell your shates above the price you paid for
your shares. The market price of our common steckfluctuated significantly in the past (in 201@r oommon stock traded at a low of $8
per share and at a high of $27.26 per share),hard ts no assurance it will not continue to flateusignificantly for a variety of different
reasons, including, without limitation:

« developments regarding the accreditation ofamademic institutions, particularly Ashford Univieggswhich has been placed on
Notice;
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e our quarterly or annual earnings or those of otloenpanies in our industi
» public reaction to our press releases, corporatgragnications and SEC filing

» changes in earnings estimates or recommenddiipressearch analysts who track our common stotkeostocks of other companies
in our industry;

* seasonal variations in our student enrollr
* new laws or regulations or new interpretationsa®fd or regulations applicable to our industry cgibess

* negative publicity, including government heasrand other public lawmaker or regulator criticisegarding our industry or
business;

» changes in enrolimel

» changes in accounting standards, policies, guidantpretations or principle

» litigation involving our company or investigations audits by regulators into the operations of @mpany or our competito
» sales of common stock by our directors, executffieass and significant stockholders; ¢

« changes in general conditions in the UnitedeStand global economies or financial markets, gholythose resulting from war,
incidents of terrorism or responses to such events.

In addition, in recent years, the stock marketdweerienced extreme price and volume fluctuatidhss volatility has had a significant
impact on the market price of securities issuedhlypy companies, including companies in our indugiiyanges may occur without regard to
the operating performance of these companies. Tibe pf our common stock could fluctuate based ujpstors that have little or nothing to
with our company.

Sales of outstanding shares of our stock into thanket in the future could cause the market price @iir stock to drop significantly, even
our business is doing well.

If our stockholders sell, or indicate an intenttorsell, substantial amounts of our common stodképublic market, the trading price of
our common stock could decline. At December 3122084.1 million shares of our common stock wertstaunding.

In July 2011, we filed a registration statemenfonm S-3 with the SEC to register the resale o 3dillion shares of our common stock
held by our majority stockholder, Warburg Pincus&e Equity VIII, L.P. (“Warburg Pincus”). Undene registration statement, which the
SEC has declared effective, Warburg Pincus, angkemitted transferees or other successors-ingstemay offer the shares from time to time
through public or private transactions at prevagilnarket prices, at prices related to prevailingk®iaprices or at privately negotiated prices. I
these shares are sold, or if it is perceived tiay tvill be sold in the public market, the tradjrice of our stock could decline.

In addition, as of December 31, 2012 , there wetar6llion shares underlying outstanding optiond, fillion shares underlying
restricted stock units and 0.1 million shares ulyitey outstanding warrants. All shares subjectutstanding options and warrants are eligible
for sale in the public market to the extent permitby the provisions of various option and waragreements and Rule 144 under the
Securities Act. If these additional shares are,smldf it is perceived that they will be sold imet public market, the trading price of our stock
could decline. Under Rule 144, shares held by rifilmtes for more than six months may generallysioéd without restriction, other than a
current public information requirement, and maysbkl freely without any restrictions after one yezinares held by affiliates may also be solc
under Rule 144, subject to applicable restrictiomduding volume and manner of sale limitations.

If securities or industry analysts change their mmendations regarding our stock adversely or ifr@mperating results do not meet the
expectations, our stock price could decline.

The trading market for our common stock is influeth®@y the research and reports that industry argexs analysts publish about us or
our business. If one or more of these analystseceagerage of our company or fail to publish report us regularly, we could lose visibility in
the financial markets, which in turn could causesiock price or trading volume to decline. Moregveone or more of the analysts who ca
our company downgrade our stock or if our operatesylts do not meet their expectations, our spwide could decline.
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Our principal stockholder has significant influencever matters requiring stockholder approval andcass to our management.

As of December 31, 2012 , Warburg Pincus benelic@iined 63.9% of our outstanding common stock.gkdingly, Warburg Pincus
may exercise significant influence over the elettd our directors, amendments to our certificdtecorporation and bylaws and other acti
requiring the vote or consent of our stockholdersluding mergers, going private transactions atheoextraordinary transactions. The
ownership position of Warburg Pincus may have ffeceof delaying, deterring or preventing a chanfieontrol or a change in the
composition of our board of directors.

In February 2009, we entered into a nominatingegent with Warburg Pincus. Under the nominatingagrent, as long as Warburg
Pincus beneficially owns at least 15% of the ouiditag shares of common stock, we will, subjectuofiduciary obligations, nominate and
recommend to our stockholders that two individasignated by Warburg Pincus be elected to ourdbafadirectors. Additionally, if Warbut
Pincus beneficially owns less than 15% but more &% of the outstanding shares of common stockwilesubject to our fiduciary
obligations, nominate and recommend to our stoalérslthat one individual designated by Warburg #&rwe elected to our board of direct
Two directors affiliated with Warburg Pincus, PeltriT. Hackett and Adarsh Sarma, currently servewrboard of directors.

We currently do not intend to pay dividends on aaommon stock and, consequently, your only opportyrid achieve a return on your
investment is if the price of our common stock apprates.

We do not expect to pay dividends on shares otommon stock in the foreseeable future and we éhteruse our cash position to grow
our business. Consequently, your only opportumitsidhieve a positive return on your investmentsimill be if the market price of our
common stock appreciates.

Your percentage ownership in us may be diluted btufe issuances of capital stock, which could reg@ugour influence over matters on
which stockholders vote.

Subject to NYSE rules, our board of directors tmasauthority, without action or vote of our stocldess, to issue all or any part of our
authorized but unissued shares of capital stocke&tember 31, 2012, 300.0 million shares of comstook were authorized for issuance
under our certificate of incorporation, 54.1 mitlishares of which were outstanding. At Decembeg812 , 20.0 million shares of preferred
stock were authorized for issuance under our @gaté of incorporation, no shares of which werestauiding. Issuances of common stock or
voting preferred stock would reduce your influenwer matters on which our stockholders vote anthéncase of issuances of preferred stock
likely would result in your interest in us beingbgect to the prior rights of holders of that preéet stock.

Provisions in our certificate of incorporation antlylaws and Delaware law may discourage, delay avant a change of control of ot
company or changes in our management and, therefarey depress the trading price of our stock.

Our certificate of incorporation and bylaws contaiovisions that could depress the trading pricewfstock by acting to discourage,
delay or prevent a change of control of our companghanges in our management that the stockhotdersr company may deem
advantageous. These provisions:

« authorize the issuance of “blank check” preféstock that our board of directors could issumtoease the number of outstanding
shares to discourage a takeover attempt;

» provide for a classified board of directors (thctesses
e provide that stockholders may only remove direcforcause

» provide that any vacancy on our board of dires;tmmcluding a vacancy resulting from an increiasthe size of the board, may only
be filled by the affirmative vote of a majority ofir directors then in office, even if less tharuamm:;

» provide that a special meeting of stockholders orady be called by our board of directors or by ohief executive office

* provide that action by written consent of the staiilers may be taken only if the board of direcfost approves such action, exci
that if Warburg Pincus holds at least 50% of oustanding capital stock on a fully diluted basifiemever the vote of stockholder:
required at a meeting for any corporate actionntleeting and vote of stockholders may be dispendthd and the action taken
without such meeting and vote, if a written conssisigned by the holders of outstanding stockgawiot less than the minimum
number of votes that would be necessary to autharizake such action at the meeting of stockhsld@ovided that,
notwithstanding the
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foregoing, we will hold an annual meeting of stooklers in accordance with NYSE rules, for so loagar shares are listed on the
NYSE, and as otherwise required by the bylaws;

» provide that the board of directors is expresshhanized to make, alter or repeal our bylaws;

» establish advance notice requirements for notioins for elections to our board of directors arfooposing matters that can be acte
upon by stockholders at stockholder meetings.

Additionally, we are subject to Section 203 of Belaware General Corporation Law, which generatbhjbits a Delaware corporation
from engaging in any of a broad range of businesshinations with any “interested” stockholder fgoexiod of three years following the date
on which the stockholder became an “interesteclidtolder.

Item 1B. Unresolved Staff Comments.
None.
Item 2. Properties.

We own over 160 acres of property in Clinton, loea,which various academic, athletic, administetivousing and student services
buildings are situated, comprising 475,000 squee¢ éf space. The properties we own in lowa ard trecampus operations.

We also lease property in California, Colorado,dp®Wennsylvania and Washington D.C. for campusabip@is, corporate functions,
enrollment services and student support servicelvBis a table summarizing our leased properties:

Total

Number of Square Lease

Buildings Location Footage Expiration Primary Use
6 San Diego, CA 705,00( 2013-2020 Enrollment services, student support services angocate functions
2 Denver, CO 260,00( 2021-2023  Enrollment services, student support services angocate functions
3 Colorado Springs, CO 34,00( 2015 Campus operations
2 Clinton, 1A 37,00( 2014 Campus operations, enrollment services and stulgqort services
1 Philadelphia, PA 3,00(¢ 2015 Corporate functions
1 Washington, D.C. 2,00( 2013 Corporate functions

We have pledged as collateral to Comerica Banlptbperties we own in lowa as security for the penfance of our obligations under
the loan documents we signed in connection with$&@@ million revolving line of credit with Comeridank. For more information regarding
this line of credit, see Note 11, “ Credit Fa@@k ,”to our annual consolidated financial statementschvare included elsewhere in this rep

Our facilities are utilized consistent with managen's expectations and we believe such facilitiessaitable and adequate for current
requirements, and that additional space can bénglstan commercially reasonable terms to meet éutequirements.

Item 3. Legal Proceedings.

From time to time, we are a party to various lawgsuilaims and other legal proceedings that aniske ordinary course of our business.
Below is a list of material legal proceedings taathwe or our subsidiaries is a party:

lowa Attorney General Civil Investigation of AshfdrUniversity

In February 2011, Ashford University received frtime Attorney General of the State of lowa (“lowdokhey General”) a Civil
Investigative Demand and Notice of Intent to Prac€€ID") relating to the lowa Attorney Generaltsvestigation of whether certain of the
university's business practices comply with lowastoner laws. Pursuant to the CID, the lowa Attor@eyeral has requested documents anc
detailed information for the time period JanuargQ08 to present. Ashford University is cooperatirith the investigation and cannot predict
the eventual scope, duration or outcome of thesitigation at this time.

New York Attorney General Investigation of Bridgejpd Education, Inc.

In May 2011,we received from the Attorney Genefahe State of New York (“NY Attorney General”) ailfpoena relating to the NY
Attorney General's investigation of whether we andacademic institutions have complied with certdew York state consumer protection,
securities and finance laws. Pursuant to the Sutgdbe NY Attorney General has
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requested from us and our academic institutionsithents and detailed information for the time peitatch 17, 2005 to present. We are
cooperating with the investigation and cannot preiie eventual scope, duration or outcome ofrkiestigation at this time.

North Carolina Attorney General Investigation of A$ord University

In September 2011, Ashford University received fithe Attorney General of the State of North CamlffNC Attorney General”) an
Investigative Demand relating to the NC Attorneyn&ml's investigation of whether the universityisibess practices complied with North
Carolina consumer protection law. Pursuant to tivedtigative Demand, the NC Attorney General hgaested from Ashford University
documents and detailed information for the timaquedanuary 1, 2008 to present. Ashford Univerisityooperating with the investigation and
cannot predict the eventual scope, duration oramécof the investigation at this time.

California Attorney General Investigation of For-Rifit Educational Institutions

In January 2013, we received from the Attorney Galn® the State of California (“CA Attorney GenBjan Investigative Subpoena
relating to the CA Attorney General's investigatafrior-profit educational institutions. Pursuaotthe Investigative Subpoena, the CA
Attorney General has requested documents and el¢iafiormation for the time period March 1, 2009tesent. We are evaluating the
Investigative Subpoena and intend to comply withAlttorney General's request. We cannot predicetieatual scope, duration or outcome of
the investigation at this time.

Securities Class Actiol

On July 13, 2012, a securities class action complaas filed in the U.S. District Court for the Sloern District of California by Donald
K. Franke naming us, Andrew Clark, Daniel Devind dane McAuliffe as defendants for allegedly makalge and materially misleading
statements regarding our business and financialtsespecifically the concealment of accreditawablems at Ashford University. The
complaint asserts a putative class period stemifnimy May 3, 2011 to July 6, 2012. A substantiallpitar complaint was also filed in the
same court by Luke Sacharczyk on July 17, 2012 mgegimilar allegations against us, Andrew Clark Bxaahiel Devine. The Sacharczyk
complaint asserts a putative class period stemifnimy May 3, 2011 to July 12, 2012. Finally, on JAB, 2012, another purported securities
class action complaint was filed in the same cbyrDavid Stein against the same defendants basedthp same general set of allegations
class period. The complaints allege violations @ft®ns 10(b) and 20(a) of the Securities Exchakxgef 1934 and Rule 10b-5 promulgated
thereunder and seek unspecified monetary religfreést, and attorneys’ fees.

On October 22, 2012, the Sacharczyk and Steinractieere consolidated with the Franke action andCingrt appointed the City of
Atlanta General Employees Pension Fund and the SeasnLocal 677 Health Services & Insurance Pldea plaintiffs. A consolidated
complaint was filed on December 21, 2012. We intendgorously defend against the consolidatecbactind filed a motion to dismiss on
February 19, 2013.

Shareholder Derivative Actiol

On July 24, 2012, a shareholder derivative complaas filed in California Superior Court by Alonkéartinez. In the complaint, the
plaintiff asserts a derivative claim on our belzghinst certain of our current and former officansl directors. The complaint is entitled
Martinez v. Clark, et g, and generally alleges that the individual defensidreached their fiduciary duties of candor, gfzdith and loyalty,
wasted corporate assets and were unjustly enridirelcomplaint seeks unspecified monetary religf dingorgement on our behalf, as well as
other equitable relief and attorneys' fees. On&uaper 28, 2012, a substantially similar sharehaléeivative complaint was filed in California
Superior Court by David Adolpharoche. In the complaint, the plaintiff assertiesivative claim on our behalf against certaintefturrent an
former officers and directors. The complaint isitted Adolph-Laroche v. Clark, et al, and generallieges that the individual defendants
breached their fiduciary duties of candor, goothfaind loyalty, wasted corporate assets and wdustlynenriched.

On October 11, 2012, the Adolph-Laroche action eassolidated with the Clark action and the cas®ig entitledin re Bridgepoint,
Inc. Shareholder Derivative Actic. A consolidated complaint was filed on December2ld 2. The defendants filed a motion to stay teec
while the underlying securities class action isdgieg. If granted, the motion to stay the case wquil/ent further proceedings. A hearing on
the motion to stay is scheduled for April 5, 2013.
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Guzman v. Bridgepoint Education, Inc.

In January 2011, Betty Guzman filed a class ad#dersuit against Bridgepoint Education, Inc., Asldftiniversity and University of the
Rockies in the U.S. District Court for the SouthBistrict of California. The complaint is entitl&luzman v. Bridgepoint Education, Inc., et al
and alleges that the defendants engaged in mis&queion and other unlawful behavior in their gffdo recruit and retain students. The
complaint asserts a putative class period of Mar@@005 through the present. In March 2011, therttddints filed a motion to dismiss the
complaint, which was granted by the Court with ey amend in October 2011.

In January 2012, the plaintiff filed a first amedd®mmplaint asserting similar claims and the salagsqeriod, and the defendants filed
another motion to dismiss. In May 2012, the Couahted the University of the Rockies' motion tondiiss and granted in part and denied in
part the motion to dismiss filed by Bridgepoint Edtion, Inc. and Ashford University. The Court atganted the plaintiff leave to file a sect
amended complaint. In August 2012, the plaintifdia second amended complaint asserting simaémsland the same class period. The
second amended complaint seeks unspecified moned#et; disgorgement of all profits, various otleguitable relief, and attorneys' fees. The
defendants filed a motion to strike portions of seeond amended complaint, which was granted ingpar denied in part. The lawsuit is
proceeding to discovery.

We believe the lawsuit is without merit and intéadrigorously defend against it.

Qui Tam Complaints

In December 2012, we received notice that the Department of Justice had declined to intervergdgni tamcomplaint filed in the U.¢
District Court for the Southern District of Califoa by Ryan Ferguson and Mark T. Pacheco undefé¢deral False Claims Act on March 10,
2011 and unsealed on December 26, 2012. The casétledUnited States of America, ex rel., Ryan FergusahMark T. Pacheco v.
Bridgepoint Education, Inc., Ashford University addiversity of the Rockie. Thequi tamcomplaint alleges, among other things, that since
March 10, 2005, we have caused our institutionfdtsl University and University of the Rockies violate the Federal False Claims Act by
falsely certifying to the U.S. Department of Educatthat the institutions were in compliance witirious regulations governing the Title IV
programs, including those that require complianith federal rules regarding the payment of incemttompensation to enroliment personnel,
student disclosures, and misrepresentation in atiomewith the institutions' participation in thél& IV programs.

In January 2013, we received notice that the Ugpabtment of Justice had declined to interveneqgnidamcomplaint filed in the U.S.
District Court for the Southern District of Califua by James Carter and Roger Lengyel under thergeBalse Claims Act on July 2, 2010 i
unsealed on January 2, 2013. The case is entitdtdd States of America, ex rel., James CarterRader Lengyel v. Bridgepoint Education,
Inc. and Ashford Universit:The qui tamcomplaint alleges, among other things, that sineedkl 2005, we and Ashford University have
violated the Federal False Claims Act by falselifyéng to the U.S. Department of Education thathford University was in compliance with
federal rules regarding the payment of incentiv@pensation to enroliment personnel in connectidh tie institution's participation in Title
IV programs.

Each of the complaints seek significant damageaslties and other relief. We are currently evahgthe complaints and intend to
vigorously defend against the allegations set fortekach complaint.

Employee Class Action

On October 24, 2012, a class action complaint vied in California Superior Court by former empley®larla Montano naming us and
Ashford University as defendants. The case islediMarla Montano v. Bridgepoint Education and Ashftrdiversity. The complaint asserts
a putative class consisting of former employees whre terminated in January 2012 and July 2012rasudt of a mass layoff, relocation or
termination and alleges that the defendants fadesbmply with the notice and payment provisionshef California WARN Act. A
substantially similar complaint, entitlé€ilts v. Bridgepoint Education and Ashford Univéysiwas also filed in the same court on the same
by Austin Dilts making similar allegations and atisg) the same putative class. The complaints baek pay, the cost of benefits, penalties
and interest on behalf of the putative class memlzerwell as other equitable relief and attornkes.

We and Ashford University are currently evaluatihgse actions and intend to vigorously defend agaiirem. On January 25, 2013, we
filed motions to compel binding arbitration withetlsourt, which are currently pending.

Item 4. Not Applicable.
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PART Il

Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases
of Equity Securities.

Market Information

Our common stock is listed on the NYSE under thelsyl “BPI.” The following table sets forth, for each full quealy period in 2012 ar
2011, the high and low sale prices of our commonksas reported on the NYSE.

High ($) Low ($)

2012

First Quarter 27.2¢ 20.31
Second Quarter 25.5¢€ 17.8
Third Quarter 22.1¢ 8.11
Fourth Quarter 11.4¢ 8.51
2011

First Quarter 20.5( 15.8:
Second Quarter 27.2% 15.7(
Third Quarter 30.62 17.0C
Fourth Quarter 24.21 16.01

Holders of Record

As of March 8, 2013, the closing sales price af@ammon stock on the NYSE was $9.98 per shardtereé were 16 holders of record
of our common stock, including the Depository Tr@simpany, which holds shares on behalf of an imdetete number of beneficial owners.

Dividend Policy

We have not yet declared a cash dividend and damtatipate paying a cash dividend in the foreslkechiture. Any future determination
to pay cash dividends will be at the discretiomwof board of directors and will depend upon ouafiicial condition, operating results, capital
requirements, any contractual restrictions and sticér factors as our board of directors may degpnapriate.

In connection with our $50 million revolving credigreement with the lenders signatory thereto andeTica Bank, as administrative
agent for the lenders, we are not permitted to nadkeend payments, stock redemptions, permittegiisitions and other specified cash
expenditures exceeding an aggregate of $300.0omitluring the term of the agreement. For more mé&ion regarding this line of credit, see
Note 11, “ Credit Facilities ,” to our annual consoliéd financial statements, which are included elsre/in this report.

Recent Sales of Unregistered Securities

None.
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Purchases of Equity Securities

For information regarding our recent stock repuseharograms authorized by our board of direct@s,Note 16 , “Stock Repurchase
Program,” to our annual consolidated financialestagnts, which are included elsewhere in this re@tter than as set forth in the table and
discussed in footnote 1 below, we repurchased movaan stock during the fourth quarter of 2012.

Total Number of Shares Approximate Dollar Value
Purchased as Part of of Shares that May Be
Total Number of Shares  Average Price Paid per Publicly Announced Plans Purchased Under the
Period Purchased (1) Share or Programs Plans or Programs (2)
October 1, 2012 through October 31, 20: — — — —

November 1, 2012 through November

2012 — — — —
December 1, 2012 through December 31
2012 56,96¢ $10.57 — —

(1) In December 2012, we repurchased shares afaramon stock from certain senior executives su#fitin value to cover additional state taxes orettexcise of options
by such executives in September 2012. The addittaras were the result of a retroactive tax insegenposed upon the approval of Proposition 3thbybters of the state of
California in November 2012. The repurchase wasaygul by our board of directors following its appaband recommendation by the compensation comerttel the audit
committee. The shares were repurchased at a e ® the closing price of our common stock anlftew York Stock Exchange on the day the repurchvaseapproved by our
board of directors. No shares were sold into theketan connection with the share repurchase.

(2) On May 1, 2012, we announced that on AprilZm, 2, our board of directors authorized the repasetof up to an additional $75.0 million of ourstanding shares of
common stock over the following 12 months. The repase program was authorized with the intentiocrediting additional value for stockholders. Unitherrepurchase progra
we are authorized to purchase shares from timen®ih the open market, through block trades oemtise. No shares have been repurchased to dage tinigl program.
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Performance Graph

The following graph compares the cumulative togalim provided to stockholders on Bridgepoint Ediocalnc.'s common stock relative
to the cumulative total returns of the Russell 30@iex, and a customized peer group of four postedary education companies that includes
American Public Education, Inc., Capella Educattmmpany, Grand Canyon Education, Inc. and Straglec&tion, Inc. An investment of
$100 (with reinvestment of all dividends) is assdrteehave been made in our common stock, in thegreep, and in the index, on April 15,
2009 (the date our stock began trading on the NY&ikt) the investment's relative performance isk&dehrough December 31, 2012 .

COMPARISON OF 44 MONTH CUMULATIVE TOTAL RETURN"
Among Bridgepoint Education Inc., the Russell 3000 Index, and a Peer Group

§250 -
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—&— Bridgepoint Education Inc. —4—-Russell 3000 ---Zr--- Peer Group

*  This performance graph shall not be deemeddfilier purposes of Section 18 of the Exchange Acincorporated by reference into any
filing of Bridgepoint Education, Inc. under the 8dties Act, or the Exchange Act, except as shalekpressly set forth by specific
reference in such filing.
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Item 6. Selected Consolidated Financial Data.

The following selected consolidated financial attteo data should be read in conjunction with Paftém 7, “Management's Discussion
and Analysis of Financial Condition and Result©gpkrations,’and our audited consolidated financial statemevitgch are included elsewhe
in this report. The consolidated statement of inealata, consolidated balance sheet data, and admieol other data set forth below as of and
for the years ended December 31, 2012, 2011, 22009 , and 2008 , have been derived from outeaidonsolidated financial statements.
Historical results are not necessarily indicati¥¢he results to be expected for future periods;ribk factors set forth in Part I, Iltem 1A, “Risk

Factors,” of this report also discuss material utageties that could cause the data reflected belotito be indicative of our future financial
condition or results of operations. We declared¢ash dividends during the periods presented.

Year Ended December 31,

2012 2011 2010 2009 2008
(In thousands, except per share data)
Consolidated Statement of Income Data:
Revenue 968,17 $ 933,34¢ $ 713,23. $ 454,32: 218,29(
Operating income(1)(5) 195,46« 273,74 216,42: 81,73( 33,42(
Net income(5) 123,42: 172,76¢ 127,58( 47,10¢ 26,43:
Accretion of preferred dividends(2) — — — (645) (2,006
Net income available to common stockholders(5) 123,42: 172,76 127,58( 46,46( 24,42¢
Earnings per common share(3)(5):
Basic 23 % 33C % 231 % 0.8t 0.3¢
Diluted 2.21 3.0z 2.1 0.74 0.1¢
As of December 31,
2012 2011 2010 2009 2008
(In thousands)
Consolidated Balance Sheet Data:
Cash, cash equivalents and investments 514,67( $ 407,200 $ 299,12¢ $ 170,55( 56,48
Total assets(5) 750,78 613,63¢ 471,22! 295,23: 129,24¢
Total indebtedness (including short-term indebtedhe — — — 63E 684
Redeemable convertible preferred stock — — — — 27,06:
Total stockholders' equity(5) 491,57( 353,64¢ 238,24: 134,60¢ 6,10¢
Year Ended December 31,
2012 2011 2010 2009 2008
(In thousands, except enrollment data)
Consolidated Other Data:
Cash flows provided by (used in):
Operating activities 143,18¢ $ 220,80¢ $ 189,94¢ $ 131,72 70,74¢
Investing activities (23,009 (208,049) (94,477 (70,030 (16,55()
Financing activities 1,86¢ (67,359 (32,52) 7,38 (5,06¢€)
Period-end enrollment (unaudited)(4):
Online 80,79: 85,527 77,03 53,04¢ 30,92:
Campus-based 1,01¢ 1,11¢ 85¢ 64C 637
Total 81,81( 86,64 77,89: 53,68¢ 31,55¢

(1) In 2008, we recorded stock-based compensatipense of $1.6 million related to the modificatafra stock award held by a member of
our board of directors. In 2009, we recorded (ipapense of $11.1 million related to the settlenoérat stockholder claim (of which
$10.6 million was non-cash) and (ii) we recordetba-cash expense of $30.4 million related to theelkecation of exit options which

occurred in connection with our initial public ofiieg.
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(2)

(3)

(4)

()

The holders of Series A Convertible Prefeis¢ack earned preferred dividends, accreting atdteeof 8% per year, compounding
annually.

All basic and diluted earnings per share imfation for all periods presented has been adjusteeflect the 1-for-4.5 reverse stock split.
On March 31, 2009, our board of directors appravédfor-4.5 reverse stock split of our common stqele value $0.01 per share, which
was effective as of that date. As a result of theerse stock split, every 4.5 shares of our comstack were combined into one share of
common stock and any fractional shares createtidyaverse stock split were rounded down to theaseahole share. We did not
reduce the number of shares it is authorized teeiss change the par value of the common stockré@berse stock split affected all
shares of our common stock, as well as optionsaardants to purchase shares of our common stoakwére outstanding immediately
prior to the effective date of the reverse stodk.9pommon stock, additional paid-in capital, ietd earnings (accumulated deficit) and
share and per share data for prior periods have fetactively restated to reflect the reverselsgplit as if it had occurred at the
beginning of the earliest period presented.

We define enroliments as the number of active sttsden the last day of the financial reporting périPrior to July 1, 2011, a student»
considered active if the student had attendedss eléthin the prior 30 days unless the studentgraduated or had provided us with
notice of withdrawal. Effective July 1, 2011, adkat is considered active if the student has a¢tgrdclass within the prior 15 days or is
on an institutionally-approved break not to excébdlays, unless the student has graduated or baisl@d us with notice of withdrawal.

We identified an out of period adjustmentifad debt expense related to the aging of our atsesaceivable, which should have been
recognized during the year ended December 31, 20&2valuated the cumulative impact of this onmppieriods under the guidance in
ASC 250-10 relating to SEC Staff Accounting BuleiSAB”) No. 99, “Materiality.” We also evaluatdtie impact of correcting this and
concluded, based on the guidance within ASC 256elHing to SAB No. 108,Considering the Effects of Prior Year Misstatemevier
Quantifying Misstatements in Current Year Finan&tdtements,” to revise our previously issued fof@rstatements to reflect the impact
of this correction. Through this revision, we iresed and corrected bad debt expense by a tot@l2hdlllion (pre-tax) in the fiscal year
ended December 31, 2012. For additional informasee Note 2, “Summary of Significant Accountindi€es - Revision of Previously
Issued Financial Statements” in Part I, Item 8Juded elsewhere in this report.
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Item 7. Management's Discussion and Analysis of Famcial Condition and Results of Operations.

The following discussion should be read in conjiomctvith our annual consolidated financial statertsenvhich are included elsewhere
this report. In addition to historical informatiothis discussion includes forwatdeking information that involves risks and assuon whick
could cause actual results to differ materiallyrfrananagement's expectations. See Part |, ltem R&k“Factors,” and “Special Note
Regarding Forwar-Looking Statements” at the beginning of this repor

Overview

We are a provider of postsecondary education sesviour academic institutions, Ashford Universitg &niversity of the Rockies, offer
associate's, bachelor's, master's and doctoratgrsgonline as well as at their traditional campuseated in Clinton, lowa and Colorado
Springs, Colorado. As of December 31, 2012 , ostititions offered approximately 1,470 coursesd8@ree programs and 18pecializations
We are also focused on developing innovative nehrtelogies to improve the way students learn, ssctine mobile learning platforms for ¢
institutions, Constellation, Thuze and Waypoint €émes. For more information on our business, sesiti#ss-Overview” in Part I, Item 1 of
this report.

Revision of Previously Issued Financial Stateme!

We identified an out of period adjustment for bathtdexpense related to the aging of our accountsvable, which should have been
recognized during the year ended December 31, 20&2evaluated the cumulative impact of this onmppieriods and concluded to revise our
previously issued financial statements to reflaetimpact of this correction. Through this revisiom increased and corrected bad debt exj
by a total of $7.2 million (pre-tax) in the fisggar ended December 31, 2012. The amounts in Itehihds report are reflective of this
revision. For additional information, see Note Sutmmary of Significant Accounting Policies - Rewisiof Previously Issued Financial
Statements” in Part Il, Item 8, included elsewharthis report.

Key operating dat:

In evaluating our operating performance, our mameege focuses in large part on (i) revenue, (ii)rafing income and (iii) period-end
enrollment at our academic institutions (online aathpus-based). The following table, which you $thoead in conjunction with our annual
consolidated financial statements, contained elsesvim this report, presents our key operating ftatthe years ended December 31, 2012 ,
2011 and 2010 (in thousands, except for enrollrdatd):

Year Ended December 31,

2012 2011 2010

Consolidated Statement of Income Data:
Revenue $ 968,17. $ 933,34¢ $ 713,23
Operating Income 195,46« 273,74 216,42:
Consolidated Other Data:
Period-end enrollment (unaudited)(1)

Online 80,79: 85,527 77,03:

Campus-based 1,01¢ 1,11¢ 85¢
Total 81,81( 86,64: 77,89:

(1) We define enrollments as the number of active stigden the last day of the financial reporting périPrior to July 1, 2011, a student
considered active if the student had attendedss eléthin the prior 30 days unless the studentgraduated or had provided us with
notice of withdrawal. Effective July 1, 2011, ads#at is considered active if the student has agterdclass within the prior 15 days or is
on an institutionally-approved break not to excéBalays, unless the student has graduated or beisled us with notice of withdrawal.
The change in methodology did not have a matariphict on the number of active students.

Key enroliment trend:

Since our acquisition of Ashford University in Mar2005, we have experienced overall growth in éments, revenue and operating
income. However, in 2012 , enroliment at our ingitns declined to 81,810 at December 31, 2012awpared to 86,642 at December 31,
2011 , representing a decrease of 5.68e believe that our dynamic structure would allesmo expand our student base, while maintairtie
same high quality education for the students aimstitutions.
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The following table presents new student enrollmdot each quarter in 2012 , with comparisons éosilime periods in 2011:

Q1 Q2 Q3 Q4 Total
Current period 24.27¢ 19,30( 20,50( 9,26( 73,33t
Prior year period 27,55( 19,05( 22,00( 13,50( 82,10(
Percentage change (11.9% 1.2% (6.% (31.H9% (20.9%

In recent quarters, we have generally experienaiethine in new student enroliments. We believeimary driver for the recent decline
is due to lower productivity levels of our admissacounselors and student inquiry coordinators, r@sult of our various operational changes
and business initiatives. We believe that the niemtent enrollment has been impacted by the stugleality and preparedness initiatives we
added during the two most recent quarters. Lasttybelieve that the negative media scrutiny offieate sector postsecondary education
industry in general has had a negative impact ener@ollments.

Trends and uncertainties regarding revenue and coning operations

The denial of initial accreditation by WASC, as ddsed in “Regulation-Accreditation” in Part I, ftel of this report and “Risk Factors”
in Part I, Item 1A of this report, has adverselfgetied Ashford University's academic reputation aray negatively impact its ability to enroll
and retain students. For Ashford University to destate that it has satisfactorily addressed timelosions of the WASC visiting team report
and has come into compliance with the WASC Starglafd\ccreditation, as part of the institution'application process, the institution has
made significant changes to its operations andhessiinitiatives. HLC may also require changesgbférd University's operations and
business model as part of the HLC Board of Trus{ed&C Board”) decision to place the university biotice on February 21, 2013.
Additionally, Ashford University's efforts to compWwith HLC's jurisdictional requirements, which e that the institution have a substantial
presence in the north central region, could réaulincertain costs and potential business disrap#acordingly, although we continue to see &
demand for postsecondary education and Title \d$uzontinue to be available to current and prospestudents, our historical results and
trends, including enrollments, admissions advisorg marketing expenses and instructional costsarices, may not be indicative of our
future results.

Additionally, we expect increases in marketing sastated to the branding campaign and the hirfrgear admissions counselors, which
may result in a decrease in our operating incon®9i8 as compared to 2012 .

Liquidity and capital resources and anticipated dtg expenditures

We financed our operating activities and capitgenditures during 2012 and 2011 primarily througbhcprovided by operating
activities. At December 31, 2012 , we had cash) egmiivalents and investments totaling $514.7 amlknd no long-term debt. Based on our
current level of operations, we believe that owwhcBiows from operating activities, our existinghand cash equivalents and other sources o
liquidity will provide adequate funds for ongoingerations, planned capital expenditures and workamtal requirements for at least the next
12 months. For the year ending December 31, 20&3¥xpect capital expenditures to be approximat2@®million.

We also repurchased stock under our authorizedt séprirchase programs. For more information abimeksepurchases, see “Factors
Affecting Comparability - Stock repurchase programelow.

Key Financial Metrics
Revenue

Revenue consists principally of tuition, technoldggs and other miscellaneous fees and is showwf seholarships and refunds. Factors
affecting our revenue include: (i) the number ofdeints who enroll and who remain enrolled in ownrses; (ii) our degree and program mix;
(iii) changes in our tuition rates; and (iv) the@amt of the scholarships that we offer.

Enrollments

We define enroliments as the number of active stisden the last day of the financial reporting périPrior to July 1, 2011, a student
considered active if the student had attendedss eléthin the prior 30 days unless the studentgraduated or had provided us with notice of
withdrawal. Effective July 1, 2011, a student issidered active if the student has attended a wldabks the prior 15 days or is on an
institutionally-approved break not to exceed 45sjayless the student has graduated or has prougledth notice of withdrawal.
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Enrollments are a function of the number of cortigwstudents at the beginning of each period amdargollments during the period,
which are offset by students who either graduateaslithdrew during the period. Our online courses tgpically five or six weeks in length a
have weekly start dates through the year, wittetteeption of a two-week break during the holidagiqekin late December and early January.
Our campus-based courses have one start per tétmtywe to five terms per year.

Costs and expenses

Effective in the fourth quarter of 2012, we madaruoles in the presentation of our operating expeasgsave reclassified prior periods
to conform to that new presentation. Managemerrdened that these changes would better reflectsing practices and would provide more
meaningful information as well as increased transpay to our operations. We believe that the rediaation better represents the operational
changes and the business initiatives that have inggemented. These reclassifications had no effeqireviously reported total operating
expenses or retained earnings. The following isscdption of the nature of the costs includedaoheof our current expense categories.

Instructional costs and servicdastructional costs and services consist primarilgosts related to the administration and delivargur
institutions' educational programs. This expensegmy includes compensation for campus-basedtiaandd administrative personnel, costs
associated with online faculty, curriculum and mawgram development costs, financial aid processusgs, technology license costs, bad
expense and costs associated with other supparpgithat provide service directly to the studelmstructional costs and services also include
an allocation of information technology, facilitpddepreciation costs.

Admissions advisory and marketigimissions advisory and marketing expenses inchadepensation of personnel engaged in
marketing and recruitment, as well as costs as®atigith purchasing leads and producing marketiagenmls. Our admissions advisory and
marketing expenses are generally affected by teeaf@mdvertising media and leads, the efficienicguy marketing and recruiting efforts,
salaries and benefits for our enroliment persoandlexpenditures on advertising initiatives for reewd existing academic programs.
Advertising costs, consisting primarily of markefileads, are expensed as incurred or the firstfimadvertising takes place, depending on
the type of advertising activity. Admissions advisand marketing costs also include an allocatibimformation technology, facility and
depreciation costs.

General and administrativéseneral and administrative expenses include conagiensof employees engaged in corporate managemen
finance, human resources, compliance and othepcatgfunctions. General and administrative expeats® include professional services
fees, travel and entertainment expenses and azatila of information technology, facility and depiation costs.

Factors Affecting Comparability

We believe the following factors have had, or carekpected to have, a significant effect on thepamability of recent or future results
of operations:

Stock repurchase prograr

During 2010 and 2011, our board of directors presip authorized the repurchase of up to $135.0anilbf our outstanding shares of
common stock. Under those authorized stock repsecheograms, we repurchased 7.3 million sharesvaighted average price of $18.62 per
share for a total cost of $135.0 million.

On April 30, 2012, our board of directors authodizee repurchase of up to $75.0 million of our tanding shares of common stock ovel
the following 12 months. The repurchase program avdkorized by our board of directors with the imiken of creating additional value for
stockholders. Under the repurchase program, wautherized to purchase shares from time to tinteéropen market, through block trades ot
otherwise.

During 2012 , we repurchased 0.1 million sharesusfcommon stock from certain senior executivesafoost of $0.6 million. This
repurchase was approved by our board of direcidrs.shares were repurchased at a price equal tasiag price of our common stock on
New York Stock Exchange on the day the repurchaseapproved by our board of directors. No sharee s@d into the market in connecti
with this share repurchase.

Settlement of legal disput

In February 2011, we received a copy of a compldad as a class action lawsuit naming us, Ashfdnilversity, LLC, and certain
employees as defendants. The complaint was fil¢ldersuperior Court of the State of California an®iego and was entitled Stevens v.
Bridgepoint Education, Inc. The complaint generallgged that the plaintiffs and similarly situaemployees were improperly denied certain
wage and hour protections under California law.
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In April 2011, we received a copy of a complaihedias a class action lawsuit naming us and AsHfmmigtersity, LLC, as defendants.
The complaint was filed in the Superior Court af State of California in San Diego, and was emtitMoore v. Ashford University, LLC. The
complaint generally alleged that the plaintiff achilarly situated employees were improperly derdedain wage and hour protections under
California law.

In May 2011, we received a copy of a complaintfites a class action lawsuit naming us as a deféntla@ complaint was filed in the
Superior Court of the State of California in Saed® on May 6, 2011, and was entitled Sanchez dgBpoint Education, Inc. The complaint
generally alleged that the plaintiff and similasijuated employees were improperly denied certaigerand hour protections under California
law.

In October 2011, the above named cases were cdagadi because they involved common questions bafatlaw, with Stevens v.
Bridgepoint Education, Inc. designated as the tees.

In April 2012, we entered into a settlement agre@meéth the plaintiffs of the above named casesdtitle the claims on a class-wide
basis. Under the terms of the settlement agreemenagreed to pay an amount to settle the plashtifaims, plus any related payroll taxes. We
accrued a $10.8 million expense in connection tithsettlement agreement during the twelve monitddea December 31, 2012 . On August
24, 2012, the Court granted final approval of tleesg action settlement and entered a final judgnmestcordance with the terms of the
settlement agreement. This settlement was paigriartto December 31, 2012.

Seasonality

Our operations are generally subject to seasosadis. As our growth rate declines, we expect sehfloctuations in results of operatic
to become more apparent as a result of changés ievel of student enroliment. While we enrolidgtats throughout the year, our fourth
quarter revenue generally is lower than other gusudue to the holiday break in December. We gépengperience a seasonal increase in
enrollments in August and September of each yeanwhost other colleges and universities begin falisemesters.

Critical Accounting Policies and Use of Estimates

Critical accounting policies are those policieg tirmamanagement's view, are most important inpthitrayal of our financial condition a
results of operations. The footnotes to the codatdid financial statements also include disclostisgnificant accounting policies. The
methods, estimates and judgments that we use Igiag@ur accounting policies have a significanpewt on the results that we report in our
financial statements. These critical accountingcpes require us to make difficult and subjectivdgments, often as a result of the need to
make estimates regarding matters that are inhgrendertain.

The discussion of our financial condition and resof operations is based upon our consolidatexhfifal statements, which have been
prepared in accordance with accounting principkrgegally accepted in the United States of Ameiite preparation of these financial
statements requires us to make estimates and judgrtat affect the reported amounts of assetslitias, revenues, costs and expenses. On
an ongoing basis, we evaluate our estimates andnggi®ons. These estimates are based on histoxpatience and on various other
assumptions that we believe are reasonable undeirtumstances. The results of our analysis ftverbesis for making assumptions about th
carrying values of assets and liabilities thatravereadily apparent from other sources. Actualltesnay differ from these estimates under
different assumptions or conditions, and the imp&stuch differences may be material to our codsiéid financial statements.

Revenue recognitiol

The majority of our revenue comes from tuition mewe and is shown net of scholarships and refuraitiom revenue is recognized on a
straight-line basis over the applicable periodnstiuction, with the exception of an online studkefitst course, per degree level, at Ashford
University. Effective in the fourth quarter of 2Qkh online student's first course per degree latvAshford University falls under a threeek
conditional admission period in which the revermidéferred until the student matriculates intodbierse.

Our institutions' online students generally enimkh program that encompasses a series of fivikwexek courses that are taken
consecutively over the length of the program. With exception of those students under conditiodatdission, online students are billed on a
payment period basis on the first day of a class.istitutions' traditional campus-based student®ll in a program that encompasses a seric
of nine-week or 16-week courses. These studentsiléed at the beginning of each term.

Deferred revenue and student deposits represeagsned tuition and fees as well as student paynieetecess of charges. We record ar
account receivable and corresponding deferred tevéar the amount of tuition and fees for enrolled
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courses when a student is billed for a paymenbdeRayments that are received either directly filoenstudent or from the student's source of
funding that exceed amounts billed are recordestiadent deposits. At the end of each accountinggethe deferred revenue and student
deposits and related account receivable balaneagduced to present amounts attributable to themucourse.

If a student withdraws from a program prior to agrtdates, the student is entitled to a refundmdrion of tuition, depending on the di
the student last attended a class. For those s8ideder conditional admission, the student isofigated for payment until after their
conditional admission period has lapsed, so tteem®irequired refund. For all subsequent courgas, dnline student drops a class and the
student's last date of attendance was in thevfiesk of class, the student receives a full refurthe tuition for that class. If an online student
drops a class and the last date of attendancenvihe second week of the class, the student rexaivefund of 50% of the tuition for that cle
If an online student drops a class and the stugllast date of attendance was after the second @febk class, the student is not entitled to a
refund. We monitor student attendance in onlinesesithrough activity in the online program assedavith that course. After two weeks
have passed without attendance in a class by ukerst, the student is presumed to have droppechiinse as of the last date of attendance
the student's tuition is automatically refundedhis extent the student is entitled to a refund thasethe refund policy above. We estimate
expected refunds based on historical refund ratdgecord a provision to reduce revenue for thewarhthat is expected to be refunded.
Refunds issued by us for services that have bemndad in a prior period have not historically beeaterial. Future changes in the rate of
student withdrawals may result in a change to egoleefunds and would be accounted for prospegtagla change in estimate.

We also recognized revenue from technology fegsafgaone-time start up fees charged to each néimesstudent, other than military,
scholarship students or certain corporate reiminuese students. Technology fee revenue is recogmatattly over the average expected
enrollment of a student. The average expected lerent of the student is estimated each quarterdoagen historical student duration of
attendance and qualitative factors as deemed reegegshford University has determined that, effextlanuary 1, 2013, the institution will
eliminate the one-time technology fee it currewmtiyarges students and replace it with a per colnaege.

Allowance for doubtful account:

Accounts receivable are stated at the amount mamagieexpects to collect from outstanding balandés maintain an allowance for
doubtful accounts for estimated losses resultingpfstudents' inability to pay us for services penfed. The allowance for doubtful accounts is
estimated by management based on (i) an assesefrirdividual accounts over a specific aging, eimeint status and amount (and all other
balances on a pooled basis based on historic&otimh experience), (ii) consideration of the natof the receivable accounts and (iii) poter
changes in the economic environment. Certain veesatequire management judgment and include inheraertainties such as the likelihood
of future student attendance and students' abdityualify for Title IV eligibility. Variations inthese factors from our historical experience may
impact future estimates of the collectability o€aants receivable and may cause actual losse®dueté-offs of uncollectible accounts to
differ from past estimates. The provision for battd is recorded within the instructional costs sewvices line in the consolidated statements
of income.

Impairments of lon¢lived assets

We assess potential impairment to our long-livesetsswhen there is evidence that events or chang@gsumstances indicate that the
carrying amount of an asset may not be recover&hletors we consider important which could caus® @éssess potential impairment include
significant changes in the manner of our use obttwired assets or the strategy for our overalinass and significant negative industry or
economic trends. An impairment loss is recordednthe carrying amount of the long-lived asset israooverable and exceeds its fair value.
The carrying amount of a long-lived asset is nobwerable if it exceeds the sum of the undiscoungeth flows expected to result from the use
and eventual disposition of the asset. Any requimgghirment loss is measured as the amount by whelearrying amount of a long-lived
asset exceeds its fair value and is recorded @dution in the carrying value of the related aasetan expense to operating results.

We use various assumptions in determining undisesbicash flows expected to result from the useemedtual disposition of the asset,
including assumptions regarding revenue growthsraiperating costs, certain capital additions, mssldiscount rates, disposition or terminal
value and other economic factors. These varialelggire management judgment and include inhererdrtainties such as continuing
acceptance of our institutions' education offeringprospective students, our ability to manageatpey costs and the impact of changes ir
economy on our business. A variation in the assiomptused could lead to a different conclusion réigg the realizability of an asset and,
thus, could have a significant effect on our cosidns regarding whether an asset is impaired amdrifiount of impairment loss recorded in
consolidated financial statements.
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Income taxes

We utilize the liability method of accounting farcome taxes. Significant judgments are requirateiermining the consolidated
provision for income taxes. During the ordinary ig&iof business, there are many transactions dowlat@ons for which the ultimate tax
settlement is uncertain. As a result, we recogtaxdiabilities based on estimates of whether aolditl taxes and interest will be due. These ta
liabilities are recognized when, despite our beleft our tax return positions are supportablepeleeve that it is more likely than not that th
positions may not be fully sustained upon revievidyauthorities. We believe that our accrualgdarliabilities are adequate for all open at
years based on our assessment of many factorslinglpast experience and interpretations of tax s assessment relies on estimates
assumptions and may involve a series of complegmehts about future events. To the extent thafitla¢tax outcome of these matters differs
from our expectations, such differences will impacbme tax expense in the period in which suckrdeination is made.

We evaluate and account for uncertain tax positisiisg a two-step approach. Recognition (step ooejrs when we conclude that a tax
position, based solely on its technical meritsn@re-likely-than-not to be sustained upon examimatMeasurement (step two) determines the
amount of benefit that is greater than 50% likelypé realized upon ultimate settlement with a tgduathority that has full knowledge of all
relevant information. Derecognition of a tax pasitthat was previously recognized would occur wiwversubsequently determine that a tax
position no longer meets the more-likely-than-moeshold of being sustained.

We are required to file income tax returns in thetéd States and in various state income tax jigtieehs. The preparation of these
income tax returns requires us to interpret thdiegipe tax laws and regulations in effect in sjuaiisdictions, which could affect the amoun
tax paid by us. The income tax returns, however sabject to audits by the various federal anae stating authorities. As part of these revie
the taxing authorities may disagree with our tagifians. The ultimate resolution of these tax pos# is often uncertain until the audit is
complete and any disagreements are resolved. Wiefdhne record an amount for our estimate of thetehcl tax liability, including interest
and penalties, for any uncertain tax positionsrakeexpected to be taken in an income tax reitm review and update the accrual for
uncertain tax positions as more definitive inforimatbecomes available from taxing authorities, clatipn of tax audits and expiration of
statutes of limitations. We record interest andafiies related to income tax matters in incomeetgpense.

In addition to estimates inherent in the recognitdd current taxes payable, we estimate the likelththat we will be able to recover our
deferred tax assets each reporting period. Reilizaf our deferred tax assets is dependent upiomeftiaxable income. To the extent we
believe it is more-likely-than-not that some pantior all of our net deferred tax assets will notéalized, we establish a valuation allowance
recorded against deferred tax assets. Significalgment is required in determining any valuatidovaehnce recorded against deferred tax
assets. In assessing the need for a valuation afiosy we consider all available evidence inclugiagt operating results, estimates of future
taxable income and the feasibility of ongoing téanping strategies. We recognize windfall tax baésefssociated with the exercise of stock
options directly to stockholders' equity only wirealized. A windfall tax benefit occurs when théuat tax benefit realized by us upon an
employee's disposition of a share-based award dgdbe deferred tax asset, if any, associatedtivitfaward that we had recorded. When
assessing whether a tax benefit relating to shasedcompensation has been realized, we followathlaw ordering method, under which
current year share-based compensation deductieressaumed to be utilized before net operatingdasyforwards and other tax attributes.

Stocl-based compensation

We grant options to purchase our common stock esttiicted stock units to eligible persons underamuity incentive plans. The bene
provided under these plans are share-based payarahtre recorded in our consolidated statemeintofne based upon their fair values.

Stock-based compensation cost is measured usirgydhédate fair value of the award and is expensed the vesting period. The fair
value of restricted stock units is the stock pdoethe date of grant multiplied by the number afsiawarded. We estimate the fair value of
stock options awards on the grant date using taekBEcholes option pricing model. Determining thie ¥alue of stock options at the grant
date under this model requires judgment, includisigmating our volatility, employee stock optioreesise behaviors and forfeiture rates. The
assumptions used in calculating the fair value@glsoptions represent our best estimates, buetbsmates involve inherent uncertainties
the application of management judgment.

The risk-free interest rate is based on the U.8adJury yield of those maturities that are consistéth the expected term of the stock
option in effect on the grant date of the award/id¥nd rates are based upon historical dividemtiseand expected future dividends. As we
have never declared or paid any cash dividendslanwbt presently plan to pay cash dividends irfoheseeable future, a zero dividend rate is
assumed in our calculation. We have determinedwkatow have
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enough historical option exercise information toabée to accurately compute an expected term feragsan assumption in the Black-Scholes
option pricing model. As such, our computation xyi@cted term was calculated using our own histbdata.

We do not have enough historical data on the \ibjatif our stock to be able to accurately estimatelatility to use as an assumption in
the Black-Scholes option pricing model. As such sapplement our own stock volatility data with bistal volatility data of comparable
public companies, which we refer to as guidelinmpanies, in order to calculate a volatility estienfatr the number of years commensurate
with our expected term assumption. In evaluatirgadbmparability of the guideline companies, we agrsfactors such as industry, stage of
life cycle, size and financial leverage. Optionsaeted under our equity incentive plans have ancésesprice that equals or exceeds the clc
price of our common stock on the date of grant.

The amount of stock-based compensation expenseawsgmize during a period is based on the porticgh@Bwards that are ultimately
expected to vest. We estimate option forfeiturabatime of grant and revise those estimateshiseguent periods if actual forfeitures differ
from those estimates. The effect of a 10% changstimates to any of the individual inputs to tHadB-Scholes option pricing model would
not have a material impact to our consolidatedrfoia statements.
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Results of Operations

The following table sets forth our consolidatedestzents of income data as a percentage of reven@ach of the periods indicated:

Year Ended December 31,

2012 2011 2010
Revenue 100.(% 100.(% 100.(%
Costs and expenses:
Instructional cost and services 37.4% 32.6% 30.6%
Admissions advisory and marketing 35.(% 31.%% 32.5%
General and administrative 7.2% 6.2% 6.6%
Total costs and expenses 79.71% 70.71% 69.7%
Operating income 20.2% 29.2% 30.2%
Other income, net 0.2% 0.2% 0.2%
Income before income taxes 20.6% 29.6% 30.5%
Income tax expense 7.9% 11.1% 12.€%
Net income 12.7% 18.5% 17.%%

Year Ended December 31, 2012 , Compared to Yearddidecember 31, 2011

RevenueOur revenue for 2012 was $968.2 million , an insecaf $34.8 million , or 3.7% , as compared to $338illion for 2011 .
Student enrollment at our academic institutionsfeéBecember 31, 2012 , was 81,810, a decreas8824 or 5.6% , compared to 86,642 as o
December 31, 2011The increase in revenue was primarily due ta3#etuition increase effective April 1, 2012. Théitn increase account
for approximately 86.3% of the revenue increasevben periods. The increase in revenue was parbéfliet by an increase in institutional
scholarships of $22.8 million in the aggregate leetwperiods. We earned technology fees of $60l&mfbr 2012, representing 6.3% of tot
revenue during the period, compared to technolegg bf $71.3 million for 2011 , representing 7.6%otal revenue during that period. The
decline in technology fees between periods is pilgndue to the decline in new student enrollmdrgsveen periods. Revenue generated fron
Constellation in 2012 was $22.4 million, or 2.3%r@fenue, compared to $17.3 million, or 1.8% ofrawe in 2011 .

Instructional costs and servicedur instructional costs and services for 2012 vi#@2.5 million , an increase of $58.7 million , or
19.3% , as compared to $303.9 million for 2011 isTihcrease was primarily due to additional costsumdertook to support the student
enrollment. Specific increases between periodsideincreases in direct compensation of $20.6anil{ivhich include the areas of academic
management, financial aid support and studentsesyibad debt expense of $15.2 million, informmatechnology costs of $9.3 million,
facilities costs of $7.3 million, instructor feek%6.9 million, and support services of $1.9 miflidfhese increases are offset by decreases in
financial aid processing fees of $6.8 million. hastional costs and services increased, as a gagepf revenue, to 37.4% for 2012 , as
compared to 32.6% for 2011 . The increase of 4.8% ercentage of revenue included relative ineseasdirect compensation of 1.8%, bad
debt expense of 1.3%, information technology cobt 9%, facilities costs of 0.7%, instructor fed$.5% and support services of 0.1%, of
by relative decreases in financial aid processimg&%. As a percentage of revenue, bad debt egpeas 7.6% for 2012 , compared to 6.3%
for 2011 . The increase in bad debt expense ascamage of revenue is due to internal processisigeis involving existing students and the
timeliness of their financial aid packaging foritheew academic years.

Admissions advisory and marketif@ur admissions advisory and marketing expense2(fb2 were $339.2 million , an increase of $41.€
million , or 14.0% , as compared to $297.6 millfon2011 . The increase was primarily due to thetxmcurred for expanded marketing and
branding efforts, as well as costs incurred to pase additional leads. Specific factors contritgitmthe overall increase between periods wet
increases in the branding of Ashford Universityd6.6 million, selling compensation of $13.8 miflidacilities costs of $5.7 million,
advertising costs of $3.1 million and support segsiof $1.8 million. Our admissions advisory andketng expenses, as a percentage of
revenue, increased to 35.0% for 2012 from 31.9926€drl . The increase of 3.1% as a percentage ehtevwas mainly driven by the relative
increase in branding efforts of 1.7%, selling congadion of 0.9% and facilities of 0.5%.

General and administrativ®ur general and administrative expenses for 202 %€1.0 million , an increase of $12.9 milliorr, o
22.1% , as compared to $58.1 million for 2011 . Toeease was primarily due to the $10.8 milliogdkeexpense in 2012, as well as increases
in administrative labor of $4.1 million, professariees of $1.5 million and facilities costs of @million. This was primarily offset by
decreases due to a higher support service costatfin of $3.8 million, and other

65




administrative costs of $1.2 million. Our genenadladministrative expenses, as a percentage afiweyécreased to 7.3% for 2012 from 6.2%
for 2011 . The 1.1% increase as a percentage ehtevwas primarily due to the increase in the legpénse of 1.1%, administrative labor of
0.3% and professional fees of 0.1%. These increasss primarily offset by decreases due to suppamtice costs allocation of 0.3% and othe
administrative costs of 0.2%.

Other income, neDur other income, net, for 2012 was $3.4 milli@m increase of $0.6 million as compared to $2.8onifor 2011 , as
a result of increase d interest income from inarddsvels of cash, cash equivalents and investments

Income tax expenskcome tax expense for 2012 was $75.4 million eerélase of $28.3 million from $103.8 million forl20, at
effective tax rates of 37.9% and 37.5% for 2012 20iti1, respectively. The increase in our effective e between periods was primarily
to an expanded presence in the state of Colorado.

Net incomeOur net income for 2012 was $123.4 million , a dase of $49.3 million , as compared to net incofi®l@2.8 million for
2011 , due to the factors discussed above.

Year Ended December 31, 2011 , Compared to Yearddridecember 31, 2010

RevenueOur revenue for 2011 was $933.3 million , an inseeaf $220.1 million , or 30.9% , as compared th35Z million for 2010 .
Our revenue growth was primarily attributed to déimment growth. Student enrollment at our academstifutions as of December 31, 2011 ,
was 86,642 , an increase of 8,750, or 11.2% , emetpto 77,892 as of December 31, 2010 . Enrollgeowth is driven by various factors
including prospective students' acceptance of duca&tional offerings, the quality of lead genenatidforts, the number of admissions
counselors and our ability to retain existing stitdeln addition to the increase in student enretitmthe revenue increase was also positively
impacted by the 5% tuition increase effective AfriR011. The tuition increase accounted for apprately 16.7% of the revenue increase
between periods. We earned technology fees of $#illidn for 2011 , representing 7.6% of total raue during the period, compared to
technology fees of $50.5 million for 2010, represen?7.1% of total revenue during that period. Téehnology fee was increased from $99
$1,290 for degree-seeking online students at Adhflmiversity starting on or after August 3, 2010isTfee increase accounted for $12.1
million, or 5.5%, of the revenue increase betweemogls. Additionally, revenue generated from Cdietien in 2011 was $17.3 million, or
1.8% of revenue, compared to $4.8 million, or 00®™fevenue in 2010 .

Instructional costs and serviceBur instructional costs and services for 2011 v#&@3.9 million , an increase of $85.3 million , or
39.0% , as compared to $218.6 million for 2010isTihcrease was primarily due to additional costsessary to support the increased studen
enrollment. Specific increase s between periodeweect compensation of $24.5 million (which irdduthe areas of academic management,
financial aid support and student services), bad erpense of $18.9 million, instructor fees of $lrillion, information technology costs of
$7.3 million, facilities costs of $5.8 million, fmcial aid processing fees of $4.8 million and suppervices of $4.8 million. Instructional costs
and services increased, as a percentage of reviend@,6% for 2011 , as compared to 30.6% for 200@e increase of 2.0% as a percentage c
revenue included relative increases in direct carspggon of 0.8%, information technology costs @®6.and bad debt expense of 0.7%. The
increase in direct compensation as a percentageyefhue was primarily a result of the regulatorgraies in the area of incentive compense
that became effective July 1, 2011. The increasmihdebt expense as a percentage of revenue wds deak general economic condition:
well as the timeliness of financial aid processang internal collections efforts. We continue thamce our processes internally as well as wit
our business partners to improve this metric.

Admissions advisory and marketir@ur admissions advisory and marketing expenseaddt were $297.6 million , an increase of $65.7
million , or 28.3% , as compared to $232.0 millfon2010 . The increase was primarily due to thengh of our admissions counselor
workforce, as well as costs incurred for additidealds. We expanded our admissions counselor waektoy 510 employees, or 31.5%, during
the year. The factors contributing to the overatréase between periods were increases in setimgensation of $29.6 million, advertising
costs of $21.0 million, information technology coef $6.6 million, facilities costs of $4.9 milliand support services of $4.4 million. Our
admissions advisory and marketing expenses, ascargage of revenue, decreased to 31.9% for 2@ $2.5% for 2010 . The decrease of
0.6% as a percentage of revenue was mainly driyeghéodecrease in selling compensation as a pagemaf revenue of 0.6%.

General and administrativ®ur general and administrative expenses for 20T& $&8.1 million , an increase of $11.9 milliorr, o
25.7% , as compared to $46.3 million for 2010 . Toeease was primarily due to increase s in adstrative labor of $8.2 million, other
administrative costs of $6.0 million, professiofeds of $2.9 million, facilities costs of $2.2 riolh, and information technology costs of $2.0
million. This was primarily offset by a decreaseeda a higher support service costs allocation9a2 $nillion. Our general and administrative
expenses, as a percentage of revenue, decread@dddor 2011 from 6.6% for 2010 . The 0.4% deemsa percentage of revenue was
primarily due to the decrease in support servictscallocation of 0.2%.
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Other income, neOur other income, net, for 2011 was $2.8 milli@m increase of $1.4 million as compared to $1.4onifor 2010 , as
a result of increased interest income from incrédeeels of cash, cash equivalents and investments.

Income tax expensktcome tax expense for 2011 was $103.8 millioninarease of $13.6 million from $90.2 million fo@20 , at
effective tax rates of 37.5% and 41.4% for 2011 200 , respectively. The decrease in our effe¢tixgate in 2011 as compared to 2010 wa:
primarily due to a lower state tax rate resultimpf California and other state tax law changescéffe January 2011.

Net incomeOur net income for 2011 was $172.8 million , arréase of $45.2 million , as compared to net incofre27.6 million for
2010, due to the factors discussed above.

Liquidity and Capital Resources
Liquidity

We financed our operating activities and capitgenditures during the years ended December 31, 20d 2011, primarily through cas
provided by operating activities. Our cash and eaglivalents were $256.0 million at December 31,220and $133.9 million at December 31,
2011 . In addition, at December 31, 2012 and 2044 had total investments of $258.7 million and &37million , respectively.

We manage our excess cash pursuant to the quietitaid qualitative operational guidelines of oaslt investment policy. Our cash
investment policy, which is managed by our chieéficial officer, has the following primary obje@s: preserving principal, meeting our
liquidity needs, minimizing market and credit riskad providing after-tax returns. Under the poficytiidelines, we invest our excess cash
exclusively in high-quality, U.S. dollar-denomindtgnancial instruments. For a discussion of thesuees we use to mitigate the exposure of
our cash investments to market risk, credit risl immterest rate risk, see Part Il, Item 7A, “Qutative and Qualitative Disclosures About
Market Risk.”

Available borrowing facilities

Through April 12, 2012, we maintained a $50 milli@volving line of credit with Comerica Bank (“Coniea”) pursuant to a Credit
Agreement, Revolving Credit Note and Security Agneat (collectively, the “Prior Loan Documents”). dlbr the Prior Loan Documents,
Comerica agreed to make loans to us and issuesletteredit on our behalf, subject to the relatths and conditions. Amounts subject to
letters of credit issued under the Prior Loan Doents were treated as limitations on available wairrgs under the line of credit.

On April 13, 2012, we entered into a $50 millionokring line of credit (“New Facility”)pursuant to an Amended and Restated Reva
Credit Agreement (“Revolving Credit Agreement”) wthe lenders signatory thereto and Comerica, asrastrative agent for the lenders. The
Revolving Credit Agreement amended, restated apdrseded the Prior Loan Documents. At our optianjwvay increase the size of the New
Facility up to $100 million (in certain minimum irements), subject to the terms and conditions®Ravolving Credit Agreement.
Additionally, we may request swing-line advancedamthe New Facility up to $3 million in the aggate

Under the Revolving Credit Agreement and the domimexecuted in connection therewith (collectivéig “New Facility Loan
Documents”)the lenders have agreed to make loans to us amel lssers of credit on our behalf, subject totdhrens and conditions of the N
Facility Loan Documents. The New Facility has artef three years and matures on April 13, 201%®rbdt and fees accruing under the New
Facility are payable quarterly in arrears and ppakis payable at maturity. We may terminate tlevNFacility upon five days notice, without
premium or penalty, other than customary breakaegs.f

The New Facility Loan Documents contain other congtry affirmative, negative and financial mainterenovenants, representations
warranties, events of default, and remedies upcgvant of default, including the acceleration dbtdend the right to foreclose on the collatera
securing the New Facility. As security for the permiance of our obligations under the New Facilipah Documents, we granted the lenders :
first priority security interest in substantiall}f af our assets, including our real property.

As of December 31, 2012 , we used the availahilitsier the revolving credit facility to issue let@f credit aggregating $5.1 million .
We were in compliance with all financial covenaintshe Loan Documents and had no borrowings outiétgnunder the revolving credit
facility as of December 31, 2012 .

For more information about the Loan Documents,dete 11 , “ Credit Facilities ,” to our annual cofidated financial statements,
which are included elsewhere in this report.
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Stock repurchase progran

In 2010, our board of directors authorized the refpase of up to $60.0 million of our outstandingnoaon stock. In 2011, the board of
directors authorized up to an additional $75.0iomllof our outstanding common stock, for a totab85.0 million . Since the inception of the
repurchase programs, we have repurchased 7.3 mslfiares at a weighted average price of $18.68hae for a total cost of $135.0 million ,
substantially completing both programs. During 204& repurchased 4.2 million shares at a weightedsge price of $21.84 per share for a
total cost of $92.8 million . As a result of thel20repurchases, diluted earnings per common shareased $0.11, or 3.8%, as a result of the
fewer shares outstanding.

On April 30, 2012, our board of directors authodizee repurchase of up to $75.0 million of our tanding shares of common stock ovel
the following 12 months. The repurchase program awdkorized by our board of directors with the imiken of creating additional value for
stockholders. Under the repurchase program, wautherized to purchase shares from time to tintaéropen market, through block trades ot
otherwise.

During 2012 , we repurchased 0.1 million sharesusfcommon stock from certain senior executivesafoost of $0.6 million. This
repurchase was approved by our board of direcidrs.shares were repurchased at a price equal tasieg price of our common stock on
New York Stock Exchange on the day the repurchaseapproved by our board of directors. No sharee s@d into the market in connecti
with this share repurchase.

Title IV funding

Our institutions derive the substantial majorityttedir respective revenues from various federalesttifinancial assistance programs
under Title IV of the Higher Education Act of 196 amended. In the years ended December 31, 2012 ,and 2010 , Ashford University
derived 86.4% , 86.8% and 85.0% , respectively,thadJniversity of the Rockies derived 87.3% , 86.8nd 85.9% , respectively, of their
respective revenues (calculated on a cash baatxordance with applicable statutory provisions Regartment regulations) from Title IV
funds. Our institutions are subject to significeegulatory scrutiny on the basis of numerous statsdhat the institutions must satisfy in order
to participate in Title IV programs. For more infoation regarding Title IV programs and the regolatihereof, see “Regulation” in Part I,
Item 1 of this report. The balance of revenuesveerby our institutions is from government tuiti@ssistance programs for military personnel,
including veterans, cash pay and corporate reinginoesit, private loans and internal loan programesnfare information regarding these
student financing options, see “Business-Studemdrging” in Part |, Item 1 of this report.

If we were ineligible to receive Title IV fundingur liquidity would be significantly impacted. Thiening of disbursements under Title
programs is based on federal regulations and dlityatb successfully and timely arrange financidd for our institutions' students. Title IV
funds are generally provided in multiple disbursetadefore we earn a significant portion of tuitaord fees and incur related expenses over
the period of instruction. Students must applyrfew loans and grants each academic year. Thesedatigether with the timing of our
institutions' students beginning their programfgetfour operating cash flow.

Financial responsibility

For the fiscal year ended December 31, 2011 , Astiord University and University of the Rockiedatdated a composite score of 3.0,
in each case satisfying the composite score remeiné of the Department's financial responsibilggtt which institutions must satisfy in order
to participate in Title IV programs.

Based on our calculations, we expect the compssiees for Ashford University and University of tReckies both to remain at 3.0 for
the year ended December 31, 2012 . However, tlsishigct to determination by the Department oncecitives and reviews our audited
financial statements for the year ended Decembge2@112 . For more information, see “Regulation-Orépant Regulation of Title IV
Programs-Financial responsibility” in Part |, Itdnof this report.

Internal loan program

We have implemented programs at both of our irtgtitg in which the institution provides direct I@aio students. For University of the
Rockies, the total number of students who receikiede loans during 2012 , 2011 and 2010 , wasZ®7and 179, respectively. The total
amount of financing provided during 2012 , 2011 26d0 , was $2.7 million, $3.1 million and $2.6 lioih, respectively.

Ashford University implemented such a program id2the total number of students who received thees during 2012 and 20%das
590 and 445, respectively. The total amount ofrfailag provided during 2012 and 2011 was $6.9 mmlbod $5.8 million, respectively.
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Operating activities

Net cash provided by operating activities was $248illion , $220.8 million and $189.9 million fo022 , 2011 and 2010 , respectively.
The decrease of $77.6 million in 2012 was primargiated to the decrease of $49.3 million in nebme between periods, as well as to an
increase in the growth of accounts receivable 6t&mnillion and a decrease in the growth of defkreyenue and student deposits of $22.3
million between periods. We expect to continuedaayate cash from our operating activities forftieseeable future.

Investing activities

Net cash used in investing activities was $23.0ianil, $208.0 million and $94.5 million for 2012011 and 201Qrespectively. Our ca:
used in investing activities is primarily relatedthe purchases of property and equipment andHe&sénprovements and net purchases of
investments. Capital expenditures were $25.3 milli$34.5 million and $26.6 million for 2012 , 20a4d 2010 , respectively. For the year
ending December 31, 2013 , we expect capital eXperd to be approximately $25.0 million.

During 2012 , we purchased $179.4 million of inweshts and there were sales and maturities of $188i6n . This is compared to
purchases of $337.1 million and maturities of $067illion in 2011 , and purchases of $111.7 millad maturities of $45.0 million in 2010 .
The decrease in 2012 of our net purchases of imergs compared to the 2011 was due primarily tdawer interest rates available in the
market.

Financing activities

Net cash provided by financing activities was $tiBion for 2012 , compared to net cash used iarfiting activities of $67.4 million and
$32.5 million for 2011 and 2010 , respectively. IDgr2012 , net cash provided by financing actigitgimarily reflects the cash provided by
option exercises, net of any tax withholdings edaib net issuance of stock options, as well asdbh provided by the tax benefit of the optior
exercises. During 2011 , net cash used in finanaatiyities was primarily related to our repurchasapproximately 4.2 million shares of
common stock at a weighted average cost of $21e84hmre, for a total of $92.8 million . The caskaiin the repurchase of common stock in
2011 was partially offset by $24.0 million of cgstovided by stock option exercises and the tax fitsinem those exercises.

We may utilize commercial financing and lines oddit for the purpose of expansion of our onlineitess infrastructure and to expand
and improve our ground campuses in Clinton, lowa, @olorado Springs, Colorado. Based on our cutestat of operations, we believe that
our cash flow from operations, existing cash arshaquivalents and other sources of liquidity pithvide adequate funds for ongoing
operations, planned capital expenditures and wgr&apital requirements for at least the next 12 thn

Significant Cash and Contractual Obligation
The following table sets forth, as of DecemberZ112 , certain significant cash and contractuabalibns that will affect our future

liquidity.

Payments Due by Period

Total 2013 2014 2015 2016 2017 Thereafter

(In thousands)
Operating lease obligations $ 26557 $ 35498 $ 3696 $ 37,22t $ 38208 $ 3829 $ 79,39
Other contractual obligations 27,35¢ 13,30: 10,701 2,82 528 — —
Uncertain tax positions 9,34t — 9,34¢ — — — —
Total $ 302,27¢ $ 48,797 $ 57,01« $ 40,05¢ $ 38,728 $ 38,29t $ 79,39

Off-Balance Sheet Arrangements

As part of our normal business operations, we egaired to provide surety bonds in certain statesreswe do business. In May 2009,
entered into a surety bond facility with an insw&eompany to provide such bonds when requirecfAxcember 31, 2012 , our total
available surety bond facility was $12.0 milliordathe surety had issued bonds totaling $8.6 mikiorour behalf under such facility.
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Segment Information

We operate in one reportable segment as a singtmatdnal delivery operation using a core infrastinge that serves the curriculum and
educational delivery needs of both our campus-basdddnline students regardless of geography. @ef operating decision maker, our CEO
and President, manages our operations as a winnleyaexpense or operating income information &wated by our chief operating decision
maker on any component level.

Recent Accounting Pronouncements

None.

ltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk.
Market and credit risk

Pursuant to our cash investment policy, we attdmptitigate the exposure of our cash and investsienmarket and credit risk by
(i) diversifying concentration risk to ensure that are not overly concentrated in a limited nundfdmancial institutions, (ii) monitoring and
managing the risks associated with the nationakibgrand credit markets, (iii) investing in U.S.lldo-denominated assets and instruments
only, (iv) diversifying account structures so tigg maintain a decentralized account portfolio wittmerous stable, highly-rated and liquid
financial institutions and (v) ensuring that oweastment procedures maintain a defined and spexifipe such that we will not invest in
higher-risk investment accounts, including finahsiaaps or derivative and corporate equities. Aditwly, under the guidelines of the policy,
we invest our excess cash exclusively in high-gydll.S. dollar-denominated financial instruments.

Despite the investment risk mitigation strategiesamploy, we may incur investment losses as atreuhusual and unpredictable
market developments and we may experience redngedtiment earnings if the yields on investmentsmdekto be low risk remain low or
decline further in this time of economic uncertgirih addition, unusual and unpredictable markeettjpments may also create liquidity
challenges for certain of the assets in our investmportfolio.

We have no derivative financial instruments or\dgive commodity instruments.
Interest rate risk

To the extent we borrow funds under our lines eflirwith Comerica, we would be subject to fluctoms$ in interest rates. See Part I,
Item 7, “Management's Discussion and Analysis afRcial Condition and Results of Operations-Ligyidind Capital Resources.” As of
December 31, 2012 , we had no borrowings undelirtbeof credit with Comerica.

Our future investment income may fall short of estpions due to changes in interest rates. At DbeerBl, 2012 , a 10% increase or
decrease in interest rates would not have a mbbeniact on our future earnings, fair value or clistvs related to interest earned from cash,
cash equivalents or investments.
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Report of Independent Registered Public Accountindrirm
To the Board of Directors and Stockholders of Bejggint Education, Inc.:

In our opinion, the accompanying consolidated badasheets and the related consolidated statemfeintsome, of comprehensive income, of
stockholders' equity and of cash flows presenlyfain all material respects, the financial positiof Bridgepoint Education Inc. and its
subsidiaries at December 31, 2012 and 2011, anck$dts of their operations and their cash flowrsglach of the three years in the period
ended December 31, 2012 in conformity with accawgnfirinciples generally accepted in the Unitedestalf America. Management and we
previously concluded that the Company maintainéecéfe internal control over financial reporting @ December 31, 2012. However,
management has subsequently determined that aiahateakness in internal control over financialaging related to the design of internal
controls over the estimation of the allowance foulotful accounts existed as of that date. Accolginganagement's report has been restated
and our present opinion on internal control oveaficial reporting, as presented herein, is diffefrem that expressed in our previous report. |
n our opinion, the Company did not maintain, innaditerial respects, effective internal control dirgancial reporting as of December 31, 2(
based on criteria establishedimernal Control - Integrated Framewoiksued by the Committee of Sponsoring Organizatidrise Treadway
Commission (COSO) because a material weaknesseimal control over financial reporting relatedtie design of the internal control over
the estimation of the allowance for doubtful acdsutescribed in management's report existed dsmofiate. A material weakness is a
deficiency, or a combination of deficiencies, iteimal control over financial reporting, such ttiegre is a reasonable possibility that a materie
misstatement of the annual or interim financialesteents will not be prevented or detected on altifpasis. The material weakness referred tc
above is described in the Management's Reporttennlal Control over Financial Reporting appearinder Item 9A. We considered this
material weakness in determining the nature, timémgl extent of audit tests applied in our audihef2012 consolidated financial statements
and our opinion regarding the effectiveness ofGbenpany's internal control over financial reportd@es not affect our opinion on those
consolidated financial statements. The Companylsagement is responsible for these financial statésnéor maintaining effective internal
control over financial reporting and for its assesst of the effectiveness of internal control dfileancial reporting included in management's
report referred to above. Our responsibility ixpress opinions on these financial statement®oariie Company's internal control over
financial reporting based on our integrated audlite.conducted our audits in accordance with thedstials of the Public Company Accounting
Oversight Board (United States). Those standamisine that we plan and perform the audits to obta&rsonable assurance about whether the
financial statements are free of material misstatgrand whether effective internal control overfinial reporting was maintained in all
material respects. Our audits of the financialestents included examining, on a test basis, evasuapporting the amounts and disclosures ir
the financial statements, assessing the accouptingiples used and significant estimates made dyagement, and evaluating the overall
financial statement presentation. Our audit ofrimeécontrol over financial reporting included dbtag an understanding of internal control
over financial reporting, assessing the risk thatagerial weakness exists, and testing and evafy#tie design and operating effectiveness of
internal control based on the assessed risk. Qditsaaiso included performing such other procedasewe considered necessary in the
circumstances. We believe that our audits provideaaonable basis for our opinions.

A company's internal control over financial repogtis a process designed to provide reasonableasasuregarding the reliability of financial
reporting and the preparation of financial statet:iéor external purposes in accordance with gelyesatepted accounting principles. A
company's internal control over financial reportingludes those policies and procedures that (fapeto the maintenance of records that, in
reasonable detail, accurately and fairly refleettitansactions and dispositions of the assetsofdmpany; (ii) provide reasonable assurance
that transactions are recorded as necessary tatgeaparation of financial statements in accor@anith generally accepted accounting
principles, and that receipts and expenditureh®ttbmpany are being made only in accordance witibaizations of management and
directors of the company; and (iii) provide readnaassurance regarding prevention or timely detectf unauthorized acquisition, use, or
disposition of the company's assets that could hawaterial effect on the financial statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or @¢tmisstatements. Also, projections of any
evaluation of effectiveness to future periods atgexct to the risk that controls may become inadégjbecause of changes in conditions, or
the degree of compliance with the policies or pdoces may deteriorate. We do not express an oporiamy other form of assurance on
management's statement referring to their corre@gtion plan.

/sl PricewaterhouseCoopers LLP

Los Angeles, California

March 12, 2013, except for effects of the revigi@scribed in Note 2 to the consolidated finanditesnents and the matters described in the
penultimate paragraph of Management's Report @mriat Control over Financial Reporting as to witteh date is May 17, 2013.

72




BRIDGEPOINT EDUCATION, INC.

Notes to Annual Consolidated Financial StatementsCpntinued)

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

As of December 31,

2012 2011
ASSETS
Current assets:
Cash and cash equivalents $ 255,96 $ 133,92:
Restricted cash — 25
Investments 136,96 153,77¢
Accounts receivable, net 67,927 62,15¢
Deferred income taxes 10,93¢ 5,42¢
Prepaid expenses and other current assets 19,81( 17,19¢
Total current assets 491,60! 372,50¢
Property and equipment, net 95,96¢ 89,66"
Investments 121,73t 119,50°
Student loans receivable, net 15,14: 9,25¢
Goodwill and intangibles, net 10,73¢ 7,037
Deferred income taxes 13,26¢ 11,20(
Other long-term assets 2,33( 4,461
Total assets $ 750,78 $ 613,63¢
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payable $ 4,58¢ $ 8,961
Accrued liabilities 44,64( 40,20¢
Deferred revenue and student deposits 175,05° 185,44¢
Total current liabilities 224,28! 234,61.
Rent liability 25,17 16,59t
Other long-term liabilities 9,75¢ 8,781
Total liabilities 259,21 259,98t
Commitments and contingencies (see Note 20)
Stockholders' equity:
Preferred stock, $0.01 par value:
20,000 shares authorized; zero shares issued #stdmding at both December 31, 2012, and
December 31, 2011 — —
Common stock, $0.01 par value:
300,000 shares authorized; 61,406 issued and 54@8tanding at December 31, 2012; 58,981 is:
and 51,731 outstanding at December 31, 2011 614 59C
Additional paid-in capital 151,70¢ 137,44
Retained earnings 474,59¢ 351,17°
Accumulated other comprehensive gain (loss) 222 (595
Treasury stock, 7,307 shares at cost at Decemb&032, and 7,250 shares at cost at December 31, (135,57 (134,97)
Total stockholders' equity 491,57( 353,64
Total liabilities and stockholders' equity $ 750,78 $ 613,63t

The accompanying notes are an integral part obtheasolidated financial statements.
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Revenue
Costs and expenses:
Instructional costs and services
Admissions advisory and marketing
General and administrative
Total costs and expenses
Operating income
Other income, net
Income before income taxes
Income tax expense
Net income
Earnings per common share:
Basic
Diluted

BRIDGEPOINT EDUCATION, INC.
Consolidated Statements of Income

(In thousands, except per share amounts)

Weighted average number of common shares outsigudied in computing earnings per

common share:
Basic
Diluted

Year Ended December 31,

2012 2011 2010
968,17: $ 933,34¢ % 713,23¢
362,52 303,86( 218,59
339,20¢ 297,61¢ 231,95¢
70,97¢ 58,12: 46,25¢
772,70° 659,60: 496,81.
195,46:¢ 273,74 216,42:
3,37( 2,76¢ 1,35¢
198,83: 276,51t 217,77¢
75,41 103,75: 90,19¢
123,42 $ 172,76: $ 127,58(
23t $ 33C $ 2.37
2.21 3.0z 2.1<
52,947 52,29 53,72¢
55,94¢ 57,13¢ 59,63

The accompanying notes are an integral part ottheasolidated financial statements.
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BRIDGEPOINT EDUCATION, INC.
Consolidated Statements of Comprehensive Income
(In thousands)

Year Ended December 31,

2012 2011 2010
Net income $ 123,42: $ 172,76 $ 127,58(
Other comprehensive gain (loss), net of tax:
Unrealized gains (losses) on investments 817 (595) —
Comprehensive income $ 124,23¢  $ 172,16¢ $ 127,58(

The accompanying notes are an integral part ottheasolidated financial statements.
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Consolidated Statements of Stockholders' Equity
(In thousands)

Balance at December 31, 2009
Stock-based compensation
Exercise of stock options

Excess tax benefit of option exercises

Stock issued under employee stock
purchase plan

Exercise of warrants
Repurchase of common stock

Net Income

Balance at December 31, 2010

Stock-based compensation
Exercise of stock options

Excess tax benefit of option exercises

Stock issued under employee stock
purchase plan

Exercise of warrants
Repurchase of common stock

Net income

Unrealized losses on investments, net
tax

Balance at December 31, 2011

Stock-based compensation

Exercise of stock options

Tax withholdings related to net issuanc
of stock options

Excess tax benefit of option exercises

Stock issued under employee stock
purchase plan

Stock issued under restricted stock plan

Exercise of warrants

Tax withholdings related to net issuance

of warrants
Repurchase of common stock

Net income

Unrealized gains on investments, net o
tax

Balance at December 31, 2012

Common Stock Additional Accumulated Other
Paid-in Retained Comprehensive Treasury
Shares Par Value Capital Earnings Gain/(Loss) Stock Total
54,26¢ $ 54 $ 83,23t $ 50,83¢ $ —  $ — % 134,60
— — 7,93¢ — — — 7,93¢
1,181 11 1,02¢ — — — 1,04(
— — 6,96¢ — — — 6,96¢
77 1 1,10¢ — — — 1,10
2717 3 1,19C — — — 1,19:
- _ _ — — (42,199 (42,19))
— — — 127,58( — — 127,58(
55,80: 55¢ 101,46: 178,41: — (42,199 238,24:
— — 10,59¢ — — — 10,59t
3,07¢ 31 4,85¢ — — — 4,88¢
— — 19,09¢ — — — 19,09¢
67 1 1,32¢ — — — 1,33(
43 — 10€ — — — 10€
— — — — — (92,779 (92,77%)
— — — 172,76 — — 172,76
_ _ _ — (595) — (59%)
58,98: 59(C 137,44 351,17 (595) (134,97) 353,64
— — 13,72¢ — — — 13,72¢
2,21z 22 2,23t — — — 2,255
— — (10,419 — — — (10,419
— — 8,14¢ — — — 8,14¢
9¢ 1 1,33¢ — — — 1,34(
32 — (313 — — — (313
81 1 48¢ — — — 49(C
— — (944 — — — (944
— — — — — (602) (602)
— — — 123,42: — — 123,42:
— — — — 817 — 817
61,40¢ $ 614 $ 151,70¢ $ 47459t 3% 22z $ (135,57) $ 491,571

The accompanying notes are an integral part ottheasolidated financial statements.
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BRIDGEPOINT EDUCATION, INC.
Consolidated Statements of Cash Flows
(In thousands)

Cash flows from operating activities
Net income

Adjustments to reconcile net income to net caskigeal by operating activities:

Provision for bad debts
Depreciation and amortization
Amortization of premium/discount
Deferred income taxes
Stock-based compensation
Excess tax benefit of option exercises
Loss on disposal of fixed assets
Changes in operating assets and liabilities:
Accounts receivable
Prepaid expenses and other current assets
Student loans receivable
Other long-term assets
Accounts payable and accrued liabilities
Deferred revenue and student deposits
Other liabilities
Uncertain tax position
Net cash provided by operating activities
Cash flows from investing activities
Capital expenditures
Purchases of investments
Restricted cash
Capitalized curriculum development costs
Sales and maturities of investments
Net cash used in investing activities
Cash flows from financing activities
Proceeds from exercise of stock options
Tax withholdings related to net issuance of stqafoms
Excess tax benefit of option exercises
Proceeds from the issuance of stock under emplstpe& purchase plan
Proceeds from the exercise of warrants
Tax withholdings related to net issuance of wasant
Issuance of restricted stock
Payments on leases payable
Repurchase of common stock
Net cash provided by (used in) financing activities
Net increase (decrease) in cash and cash equivalent
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Supplemental disclosure of cash flow information
Cash paid for interest
Cash paid for income taxes

Supplemental disclosure of non-cash transactions:
Purchase of equipment included in accounts payaideaccrued liabilities

Year Ended December 31,

2012 2011 2010
$ 123.42;  $ 172,76:  $ 127,58
73,60t 58,51 39,63
17,42 12,74: 8,56¢
6,80¢ 3,96¢ 662
(9,977) 6,60¢ (5,366)
13,72¢ 10,59t 7,93¢
(10,05¢) (19,09¢) (6,966)
1,15¢ 13 73
(81,577 (60,817 (54,107
(1,056) (2,109 (2,665)
(3,779 (7,947 (2,442)
2,131 252 (1,962
12,10 27,50¢ 18,53(
(10,389 11,87 51,82
8,77: 5,88z 4,03¢
784 57 4,61z
143,18t 220,80¢ 189,94
(25,29¢) (34,49;) (26,56%)
(179,38) (337,089 (111,690)
25 — —
(5,267) (3,52)) (1,219
186,91 167,04 45,00(
(23,009 (208,04%) (94,47%)
2,257 4,88¢ 1,04(
(10,41%) — —
10,05¢ 19,09¢ 6,96¢
1,34( 1,33( 1,107
49¢ 10€ 1,19:
(944) — —
(319 — —
— — (634)
(602) (92,779 (42,199
1,86¢ (67,35) (32,527
122,04 (54,59 62,95¢
133,92: 188,51 125,56:
$ 255,96! $ 133,92: $ 188,51
$ 3¢ $ 56 $ 57
$ 65,07t $ 76,73 $ 88,88:
$ 50 $ 2,48¢  $ 1,707



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

Notes to Annual Consolidated Financial Statements

1. Nature of Business

Bridgepoint Education, Inc. (together with its sidieries, the “Company”)ncorporated in 1999, is a provider of postsecopéaiucatior
services. Its wholly-owned subsidiaries, Ashfordugnsity and the University of the Rockies, areioeglly accredited academic institutions
that offer associate's, bachelor's, master's actbad programs online, as well as at their tradiél campuses located in Clinton, lowa, and
Colorado Springs, Colorado.

2. Summary of Significant Accounting Policies
Principles of Consolidatior

The consolidated financial statements include to®ants of Bridgepoint Education, Inc. and its vijt@wned subsidiaries. Intercomps
transactions have been eliminated in consolidation.

Use of Estimates

The preparation of the consolidated financial stegets in conformity with accounting principles geally accepted in the United State:
America (“GAAP”) requires management to make estéma@and assumptions that affect the reported armdaumthe consolidated financial
statements. Actual results could differ from thesémates.

Revision of Previously Issued Financial Stateme!

The Company identified an out of period adjustnfenbad debt expense related to the aging of theg2my's accounts receivable,
which should have been recognized during the yeded December 31, 2012. The Company evaluateduthelative impact of this on prior
periods under the guidance in ASC 250-10 relatin§EC Staff Accounting Bulletin (“SAB”) No. 99, “Meriality.” The Company also
evaluated the impact of correcting this throughadjustment to its financial statements and condulased on the guidance within ASC 250-
10 relating to SAB No. 108, “Considering the Effeof Prior Year Misstatements when Quantifying Négsments in Current Year Financial
Statements,” to revise its previously issued fimangtatements to reflect the impact of this caicet Through this revision, the Company has
increased and corrected bad debt expense by af&@l2 million (pre-tax) in the fiscal year endedcember 31, 2012. Prior periods will be
revised as filed in connection with the filing betCompany's Form 10-Q's in 2013.

The table below presents the impact of this remisio the Company's consolidated balance sheetdathDecember 31, 2012, the
consolidated statement of income data and congetidaash flow data for the year ended Decembe2@112. There was no impact to the total
cash flows from operating activities due to thasien. The following table is presented in thousarekcept per share data:
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Notes to Annual Consolidated Financial StatementsCpntinued)

As Reported As Revised
As of December 31, 2012

Consolidated balance sheet data:

Accounts receivable, net $ 75,177 % 67,92’
Deferred income taxes $ 8,22¢ $ 10,93¢
Total current assets $ 496,14 $ 491,60!
Total assets $ 755,32¢ $ 750,78
Retained earnings $ 479,14 $ 474,59t
Total stockholders’ equity $ 496,11: $ 491,57(
Total liabilities and stockholders’ equity $ 755,32¢ % 750,78
Year ended December 31, 2012

Consolidated statement of income data:
Instructional costs and services $ 355,27, % 362,52!
Total costs and expenses $ 765,45 % 772,707
Operating income $ 202,71 % 195,46«
Income before income taxes $ 206,08: $ 198,83«
Income tax expense $ 78,12: % 75,41
Net income $ 127,96: $ 123,42:
Earnings per share:

Basic $ 24z $ 2.3¢

Diluted $ 22¢ % 2.21
Consolidated statement of cash flow data:
Net income $ 127,96: $ 123,42:
Provision for bad debts $ 66,44¢ $ 73,69¢
Deferred income taxes $ (7,269 % (9,977)

Cash and Cash Equivalents

Cash and cash equivalents is comprised of caslbtared short-term highly liquid investments that eadily convertible into known
amounts of cash. The Company considers all higglyd investments with maturities of three month$ess at the time of purchase to be cast
equivalents.

Restricted Casl

The Company had $25,000 in restricted cash as oémber 31, 2011 , related to a certificate of depdsdged to the state of
Washington for state licensure requirements. Téugiirement was lifted in the current year and a3axfember 31, 2012 , the company had nc
restricted cash.

Investments

As of December 31, 2012 , the Company held shati@mg-term investments which consisted of demastds) corporate notes and
bonds and certificates of deposit. The Companysstments are denominated in U.S. dollars, investigi@ade and readily marketable. The
Company considers as current assets those investmbith will mature or are likely to be sold irs¢ethan one year.

The Company has classified its investments asreatveglable-for-sale or held-to-maturity. Availakier-sale securities are carried at fair
value as determined by quoted market prices, witikealized gains and losses, net of tax, reported as
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Notes to Annual Consolidated Financial StatementsCpntinued)

separate component of comprehensive income ankhstiolers’ equity. Held-to-maturity securities asgried at amortized cost. Amortization
of premiums, accretion of discounts, interest aaized gains and losses are included in otheniecmet.

The Company regularly monitors and evaluates thkzable value of its investments. If events ardwistances indicate that a decline
in the value of these assets has occurred antas-titan-temporary, the Company would record agehts other income, net in the
consolidated statement of income.

Fair Value Measurements

The Company uses the thréer fair value hierarchy which prioritizes the utp used in measuring fair value. These tiers dellevel 1
defined as observable inputs such as quoted gricegive markets; Level 2, defined as inputs othan quoted prices in active markets that
are either observable directly or indirectly, thybumarket corroboration, for substantially the falim of the financial instrument; and Level 3,
defined as unobservable inputs in which little ommarket data exists, therefore requiring an emtityevelop its own assumptions. The
Company's Level 2 investments are valued usindlyeadailable pricing sources which utilize marlkdtservable inputs, including the current
interest rate for similar types of instruments. iDgrthe years ended December 31, 2012 and 20&te there no transfers in or out of any fair
value level of measurement.

Accounts Receivable and Allowance for Doubtful Acous

Accounts receivable consists of student accouetsivable, which represent amounts due for tuitiechnology fees and other fees from
currently enrolled and former students. Studenitegsly fund their education through grants antlans under various Title IV programs,
tuition assistance from military and corporate emgpls or personal funds.

Accounts receivable are stated at the amount mamagfeexpects to collect from outstanding balan€esaccounts receivable, an
allowance for doubtful accounts is estimated by ag@ment based on (i) an assessment of individealuats and student loans receivable
a specific aging and amount (and all other balances pooled basis based on historical collectiggegence), (ii) consideration of the nature
of the receivable accounts and (iii) potential desin the economic environment. The provisiorbfat debts is recorded within the
instructional costs and services line in the cadatéd statements of income.

Student Loans Receivable and Loan Loss Rese

Student loans receivable consist of loans to gedliftudents and have a repayment period of 1&yean the date of graduation or
withdrawal from the Company's institutions. Theeneist rate charged on student loans is a fixedbfaggher 4.5% or 0.0% depending upon the
repayment plan selected. If the student selectsatieeof 0.0% , the student must pay $50 per monttihe loan while enrolled in school and
during the six month grace period (after graduatiowithdrawal) before the repayment period begins the student loans that have below
market interest rates, the Company imputes int@&igay the rate that would be used in a markes#etion with similar terms. Interest income
on student loans is recognized using the effedtitarest method and is recorded within other incamtbe consolidated statements of income.
Revenue recognized related to students loans wastienial during the years ended December 31, 2@021 and 2010 .

Student loans receivable are stated at the amoan&dgement expects to collect from outstanding lsatarirhe Company determines
whether a loan would be impaired if it is probatblat the Company will be unable to collect all amswdue in accordance with the contractua
terms of the individual loan agreement. This ageess is based on an analysis of several factotgdimg current economic conditions and
industry trends, as well as the specific risk cbemastics of the portfolio including loan perfornee. For impaired loans, the Company would
establish a specific loan loss reserve for theedifice between the recorded investment in thedodrthe present value of the expected future
cash flows or the estimated fair value of the ¢etia. The loan loss reserve is maintained at el ld#emed adequate by management base
periodic analysis of the individual loans.
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Property and Equipmen

Property and equipment are recognized at costlessmulated depreciation. Depreciation is compusdg the straight-line method
based on estimated useful lives of the relatedssasgollows:

Buildings 39 year:
Furniture, office equipment and software 3 -7 year:
Vehicles 5 year:

Leasehold improvements are amortized using thabktrine method over the shorter of the lease terrhe estimated useful lives of the
assets. Upon the retirement or disposition of piigpEnd equipment, the related cost and accumubigpdeciation is removed and a gain or
is recorded in the consolidated statements of imcdRepairs and maintenance costs are expenseel frettod incurred.

Leases

Leases are evaluated and classified as operaticapital leases. Leased property and equipmentimgestrtain criteria are capitalized,
and the present value of the related lease paynwerdgsognized as a liability on the consolidatathhce sheets. Amortization of capitalized
leased assets is computed on the straight-lineadather the term of the lease or the life of tHatesl asset, whichever is shorter.

If the Company receives tenant allowances fromidhlsgor for certain improvements made to the lepsegerty, these allowances are
capitalized as leasehold improvements and a lomg-iability is established. The long-term liabjliis amortized on a straight-line basis over
the corresponding lease term. The Company recerdexpense on a straight-line basis over thalrgrm of a lease. The difference betweer
the rent payment and the straight-line rent expensecorded as a long-term liability.

Goodwill and Other Intangible Assets

The Company tests goodwill and indefinite-livechimgible assets for impairment annually, in the toguarter of each fiscal year, or
more frequently if events and circumstances warrant

The Company adopted accounting guidance which #giggphow an entity tests goodwill for impairmefihe Company first assesses
qualitative factors, such as deterioration in gaheconomic conditions or negative company findrméaformance, to determine whether it is
more likely than not that the fair value of a rapur unit is less than its carrying amount. The @any's assessment of goodwill during the
fourth quarter of fiscal 2012 indicated that thesre no significant negative qualitative indicat@sd therefore, goodwill was not impaired.
There have been no impairment losses recognizéldeb@ompany for any periods presented. If negapiuaditative indicators had been noted
above, the Company would then need to assessithalfae of its reporting units to determine whettieey were in excess of the carrying
values.

To evaluate the impairment of the indefiniiteed intangible assets, the Company assesseaithealue of the assets to determine whe
they were in excess of the carrying values. Deteingithe fair value of indefinitbved intangible asset is judgmental in nature eEmvdlves the
use of significant estimates and assumptions. Tesmates and assumptions are inherently uncesmathcan include such items as growth
rates used to calculate projected future cash flosls-adjusted discount rates, future economicraadket conditions, as well as determination
of appropriate market comparables. The Compangtsament of indefinite-lived intangible assetsriyuthe fourth quarter of fiscal 2012 did
not result in any impairment. There have been mmirment losses recognized by the Company for anpgs presented.

The Company also has definite-lived intangible tssaehich primarily consist of capitalized curriaal development costs. The definite-
lived intangible assets are recognized at costdessmulated amortization. Amortization is compuisihg the straight-line method based on
estimated useful lives of the related assets wheretis evidence that events or changes in ciramoss indicate that the carrying amount o
asset may not be recoverable.
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Impairment of Lon¢-Lived Assets

The Company assesses potential impairment toritslleed assets when there is evidence that everthanges in circumstances indic
that the carrying amount of an asset may not baverable. An impairment loss is recorded when #ireying amount of the long-lived asset is
not recoverable and exceeds its fair value. Theyicay amount of a long-lived asset is not recovkratit exceeds the sum of the undiscountec
cash flows expected to result from the use andteaédisposition of the asset. Any required imp&ntnloss is measured as the amount by
which the carrying amount of a long-lived asseteexts fair value and is recorded as a reductionecarrying value of the related asset and a
expense to operating results. There have beerggeting events that would indicate impairment, asduch, no impairment losses recogn
by the Company for any periods presented.

Revenue and Deferred Reven

The Company's revenue consists of tuition, techqyofees, course digital materials and other miaoelbus fees. Tuition revenue is
deferred and recognized on a straight-line basés the applicable period of instruction net of dahghips and expected refunds, with the
exception of an online student's first course,degree level, at Ashford University. Effective iretfourth quarter of 2012, an online student's
first course per degree level at Ashford Univerfdtys under a three -week conditional admissioriqakin which the revenue is deferred until
the student matriculates into the course.

The Company's institutions' online students geheearoll in a program that encompasses a seri@ig®fo six -week courses which are
taken consecutively over the length of the progréfith the exception of those students under comutiti admission, the online students are
billed on a payment period basis on the first daglass. The Company's institutions' campus-basetkats enroll in a program that
encompasses a series of nine -week or 16 -weekenuCampus-based students are billed at the tegioheach term.

If a student's attendance in a class precedegdtedpt of cash from the student's source of fundimg Company establishes an account
receivable and corresponding deferred revenueeimtiount of the tuition due for that payment per{odsh received either directly from the
student or from the student's source of fundingiced the balance of accounts receivable due fremsttident. Financial aid from sources suck
as the federal government's Title IV programs pestto the online student's award year and is gdlgativided into two disbursement periods.
As such, each disbursement period may contain fignidir up to four courses. Financial aid disbursetsiare typically received during the
online student's attendance in the first or se@muse. Since the majority of disbursements covaermourses than for which a student is
currently enrolled, the amount received in excéfexctvely represents a prepayment from the ondituglent for up to four courses. At the end
of each accounting period, the deferred revenuesaudknt deposits and related account receivaldedes are reduced to present amounts
attributable to the current course.

For those students under conditional admissionstildent is not obligated for payment until aftezit conditional admission period has
lapsed, so there is no required refund. For alssgbent courses, the Company records a provisi@xfiected refunds and reduces revenu
the amount that is expected to be subsequentipdefli Provisions for expected refunds have not besrrial to any period presented. If a
student withdraws from a program prior to a spedifilate, a portion of such student's tuition iandéd.

The company recognized technology fees, which aeetimne start up fees charged to each new onliragest, other than military,
scholarship students or certain corporate reiminuese students. Technology fee revenue is recogmatattly over the average expected
enrollment of a student. Ashford University hasedetined that, effective January 1, 2013, the ustih will eliminate the onéime technolog)
fee it currently charges students and replacetht wiper course charge. Other miscellaneous fetsli fees for course content and textbooks
and other services, such as commencements, anecaignized upon delivery of the goods or when ¢heted service is performed.

Income Taxes

The Company accounts for its income taxes usingdjabdity method whereby deferred tax assets &atillties are determined based on
temporary differences between the bases usednfandial reporting and income tax reporting purpoBesferred income taxes are provided
based on the enacted tax rates expected to b&et af the time such temporary

82




BRIDGEPOINT EDUCATION, INC.

Notes to Annual Consolidated Financial StatementsCpntinued)

differences are expected to reverse. A valuatitmwaince is provided for deferred tax assets # iniore likely than not that the Company will
not realize those tax assets through future operati

The Company evaluates and accounts for uncertaipdsitions using a two-step approach. Recogn{step one) occurs when the
Company concludes that a tax position, based solelys technical merits, is more-likely-than-notbe sustained upon examination.
Measurement (step two) determines the amount adftiehat is greater than 50% likely to be realizguebn ultimate settlement with a taxing
authority that has full knowledge of all relevamtarmation. Derecognition of a tax position thatswaeviously recognized would occur when
the Company subsequently determines that a taxigrosio longer meets the more-likely-than-not thidd of being sustained.

Stock-Based Compensation

Stock-based compensation expense is measuredgritfitedate fair value of the award and is expensed the vesting period. The
Company estimates the fair value of stock optianghe grant date using the Black-Scholes optiocimimodel. Determining the fair value of
stock-based awards at the grant date under thiglmeguires judgment, including estimating volatiliemployee stock option exercise
behaviors and forfeiture rates. The assumptiond imsealculating the fair value of stock-based algaiepresent the Company's best estimate:
but these estimates involve inherent uncertaimtiesthe application of management judgment. Thevédue of the Company's restricted stock
units is based on the market price of its commonksbn the date of grant.

The amount of stock-based compensation expensgmrizea during a period is based on the portiomefawards that are ultimately
expected to vest. The Company estimates awardtiods at the time of grant and revises those estimin subsequent periods if actual
forfeitures differ from those estimates. The Conymequity plans require that option awards havexamcise price that equals or exceeds the
closing price of the Company's common stock, asrnted by the NYSE, on the date of grant.

Stockbased compensation expense for stock awards isdegt@ the consolidated statement of income, hestimated forfeitures, usii
the graded vesting method over the requisite seméciods of the respective stock awards.

Instructional Costs and Service

Instructional costs and services consist primarilgosts related to the administration and delivadrthe Company's educational progre
This expense category includes compensation fopoarbased faculty and administrative personnetsassociated with online faculty,
curriculum and new program development costs, firdmid processing costs, technology license ¢bsid debt expense and costs associate
with other support groups that provide servicesdly to the students. Instructional costs andisesvalso include an allocation of information
technology, facility and depreciation costs.

Admissions Advisory and Marketin

Admissions advisory and marketing costs includemamsation of personnel engaged in marketing anditeeent, as well as costs
associated with purchasing leads and producing etiack materials. Such costs are generally affeleyetthe cost of advertising media and
leads, the efficiency of the Company's marketing i@cruiting efforts, compensation for the Compsugyirollment personnel and expenditures
on advertising initiatives for new and existing @emic programs. Admissions advisory and marketogjscalso include an allocation of
information technology, facility and depreciatioosts.

Advertising costs, a subset of admissions adviaay marketing costs, consists primarily of markgteads and other branding and
promotional activities. These advertising actiwtare expensed as incurred, or the first time dverdising takes place, depending on the type
of advertising activity. Advertising costs were 8IDmillion , $84.0 million and $63.0 million fon¢ years ended December 31, 2012 , 2011
and 2010 , respectively.

General and Administrative

General and administrative expenses include conapiensof employees engaged in corporate manageffirgntce, human resources,
compliance and other corporate functions. Generdlaaministrative expenses also include profestgsraices fees, travel and entertainment
expenses and an allocation of information techngléarility and depreciation costs.
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Earnings Per Share

Basic earnings per common share is calculated\bgidg net income available to common stockholdsrshe weighted average num
of common shares outstanding for the period. Ddw@arnings per common share is calculated by digidet income available to common
stockholders by the sum of (i) the weighted averageber of common shares outstanding during thieg@nd (ii) potentially dilutive
securities outstanding during the period, if thieetfis dilutive. Potentially dilutive common shareonsist of incremental shares of common
stock issuable upon the exercise of the stock nptimd warrants and upon the settlement of resdrigtiock units.

Segment Informatior

The Company operates in one reportable segmensiagla educational delivery operation using a égof@structure that serves the
curriculum and educational delivery needs of btgltampudased and online students regardless of geograpleyCompany's chief operati
decision maker, its CEO and President, manageSdhgpany's operations as a whole, and no revenpensg or operating income informat
is evaluated by the chief operating decision makeany component level.

Comprehensive Income

Comprehensive income consists of net income aret gins and losses affecting stockholders’ eghiy, under GAAP, are excluded
from net income. For the year ended December 3112 28uch items consisted of unrealized gains @sgkk on investments.

The following table summarizes the components béotomprehensive gain (loss) and the relatedffagte for the year ended
December 31, 2012 and 2011 . There were no iterasroprehensive income for the year ended Decenthez(3.0 .

December 31, 2012
(in thousands) Before-Tax Amount Tax Effect Net-of-Tax Amount
Unrealized gains on investments $ 1,30 $ (487 $ 817

December 31, 2011
(in thousands) Before-Tax Amount Tax Effect Net-of-Tax Amount
Unrealized losses on investments $ (94¢) $ 351 $ (595)

Recently Adopted Accounting Pronouncemel

In May 2011, the Financial Accounting Standardsf8dqa-ASB”) issued Accounting Standards Update (W&$2011-04, which amends
Accounting Standards Codification Topic 8Eajr Value Measurementhe amended guidance changes the wording usedtoiloe many
requirements under GAAP for measuring fair value fom disclosing information about fair value me@sunents. Additionally, the amendme
clarify the FASB's intent about the applicationexisting fair value measurement requirements. Theamce provided in ASU 2011-04 is
effective for interim and annual periods beginndtfier December 15, 2011, and is applied prospdgtiféie Company adopted ASU 2011-04,
effective January 1, 2012, and such adoption dichage a material effect on the Company's finargtatiements.

In July 2012, the Financial Accounting Standardamfq“FASB”) issued Accounting Standards Update§t&) 2012-02, which amends
Accounting Standards Codification Topic 39@&sting Indefinite-Lived Intangible Assets for linpeent. The amended standard reduces the
cost and complexity of testing indefinite-livedangible assets, other than goodwill, for impairmgnallowing companies to perform a
gualitative assessment to determine whether fuithpairment testing is necessary, similar in apphda the goodwill impairment test. The
guidance provided in ASU 20122 is effective for annual and interim impairmesgts performed for fiscal years beginning aftert&aper 15
2012. The Company adopted ASU 2012-02, effectimeidiy 1, 2013, and we do not believe that such amlopiill have a material effect on
our consolidated financial statements.
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In February 2013, the Financial Accounting Standd@dard (“FASB”) issued Accounting Standards UpdaasU”) 2013-02,Reporting
of Amounts Reclassified Out of Accumulated Othen@ehensive Incomeavhich amends Accounting Standards Codificatiopid @20,
Comprehensive IncoméJnder ASU 2013-02, an entity is required to pdavinformation about the amounts reclassified 64t@CI by
component in a single note or on the face of tharfcial statements. The guidance provided in ASLBAMR is effective for interim and annual
reporting periods beginning after December 15, 20h2 Company adopted ASU 2013-02, effective Januia2013, and we do not believe
that such adoption will have a material effect on consolidated financial statements.

3. Reclassification

Effective in the fourth quarter of 2012 , the Companade changes in the presentation of its opgratipenses. The Company
determined that these changes would better refidostry practices and would provide more meanihigformation as well as increased
transparency to its operations. The Company bdidvat the reclassification better represents fiegational changes and the business
initiatives that have been implemented. The Compgesyreclassified prior periods to conform to tee mpresentation.

The following table depicts the Company's operagrgenses as previously reported as well as ciyneaiassified on its consolidated
statements of income for each of the fiscal yeaded December 31, 2011 and 2010 (in thousands):

December 31, 2011 December 31, 2010
As Reported As Reclassified As Reported As Reclassified
Instructional costs and services $ 259,13¢ $ 303,86( $ 187,39¢ $ 218,59
Admissions advisory and marketing 267,35: 297,61¢ 211,55( 231,95¢
General and administrative 133,11( 58,12: 97,86 46,25¢
Total costs $ 659,60: $ 659,60: $ 496,81 $ 496,81

These reclassifications had no effect on previotegyprted total operating expenses or retainedregsn
4. Investments
The following table summarizes the fair value imfation of short and long-term investments as ofdbdwer 31, 2012 and 2011 ,

respectively (in thousands):

December 31, 2012

Level 1 Level 2 Level 3 Total
Demand notes $ — 3 415 % — 41F
Corporate notes and bonds — 148,80: — 148,80:
Total $ — 3 149,21t $ — 149,21¢

December 31, 2011

Level 1 Level 2 Level 3 Total
Demand notes $ — % 28,70C $ — % 28,70(
Corporate notes and bonds — 165,09 — 165,09°
Total $ — 3 193,79 $ — 193,79°

The above tables do not include amounts relat@vEstments classified as other investments, ssdedificates of deposit, which are
carried at amortized cost. The amortized cost ohs$avestments approximated fair value at eachnisalaheet date. The assumptions used in
these fair value estimates are considered as olis&rvable inputs and are therefore categorizégwes 2 measurements under the accountin
guidance. The balances of such other investments $409.5
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million and $79.5 million as of December 31, 20Ehd December 31, 2011 , respectively. The balanicegal short-term and long-term
investments combined were $258.7 million and $273IBon , as of December 31, 2012 , and DecemieRB11 , respectively.

The following table summarizes the differences leetmamortized cost and fair value of short and-kemngn investments as of
December 31, 2012 and 2011 , respectively (in thods):

December 31, 2012

Gross unrealized

Maturities in Years Amortized Cost Gain Loss Fair Value
Short-term
Demand notes lyearorles $ 41t $ — 3 — ¢ 41¢
Corporate notes and bonds 1 year or les 126,80¢ 282 (25) 127,06:
Long-term
Corporate notes and bonds 3 years or les 21,64 117 (20 21,73¢
Total $ 148,86: $ 39¢ $ (45) 9 149,21¢
December 31, 2011
Gross unrealized
Maturities in Years Amortized Cost Gain Loss Fair Value
Short-term
Demand notes lyearorles $ 28,70 $ — 3 — 3 28,70(
Corporate notes and bonds 1 year or les 125,86¢ 12 (807) 125,07¢
Long-term
Corporate notes and bonds 3 years or les 40,17 38 (199 40,01¢
Total $ 194,74. $ 50 $ (995 $ 193,79°

As of December 31, 2012 , six of the Company'sstments have been in an unrealized loss positiole$s than 12 months. There ae
investments that were in an unrealized loss pasfto greater than 12 months. There was no impaitroensidered other-than-temporary as it
is more likely than not the Company will hold theesrities until maturity or a recovery of the cbasis. The Company accumulates unrealize
gains and losses on the available-for-sale debirdies, net of tax, in accumulated other comprshangain (loss) in the stockholders’ equity
section of the Company's balance sheets. As ofrbleee31, 2011 , twenty-four of the Company's investts were in an unrealized loss
position for less than 12 months. There were nestments that were in an unrealized loss positiogifeater than 12 months.

5. Receivables

Accounts receivable, net, consist of the follow{imgthousands):

As of December 31,

2012 2011
Accounts receivable $ 114,63! $ 97,78:
Less allowance for doubtful accounts 46,70¢ 35,62°
Accounts receivable, net $ 67,927 $ 62,15¢
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Student loans receivable, net, consist of the folg (in thousands):

As of December 31,

2012 2011

Student loans receivable $ 1745( $ 11,59

Less allowance for doubtful accounts 2,301 2,33¢
Student loans receivable, net $ 15,140 $ 9,25¢

As of December 31, 2012 and 2011 , there was aratenial amount of current student loans receivatdiided within accounts
receivable. Student loans receivable is presergedfrany related discount, and the balances appeigd fair value at each balance sheet (
The Company estimated the fair value of the stultemts receivable by discounting the future castdl using current rates for similar
arrangements. The assumptions used in this estemateonsidered unobservable inputs and are thereftegorized as Level 3 measurement:
under the accounting guidance.

The following table presents the changes in trenalhce for doubtful accounts for both accountsivetde and student loans receivable
for the periods indicated (in thousands):

Beginning Charged to Ending
Balance Expense Deductions(1) Balance
Allowance for doubtful accounts receivable:
For the year ended December 31, 2012 $ 35627 $ 7358, $ (62,500 $ @ 46,70¢
For the year ended December 31, 2011 28,09( 57,07: (49,540 35,62}
For the year ended December 31, 2010 16,17: 38,91¢ (26,999 28,09(
Allowance for doubtful student loans receivable:
For the year ended December 31, 2012 $ 2,33t % 115 $ (14¢) $ 2,301
For the year ended December 31, 2011 904 1,43¢ — 2,33¢
For the year ended December 31, 2010 191 713 — 904

(1) Deductions represent accounts written off, neeabveries

The Company monitors the credit quality of its siidloans receivable using credit scores, agingtyisind delinquency trending. The
loan reserve methodology is reviewed on a quartshis. Delinquency is the main factor of deterngrif a loan is impaired. If a loan were
determined to be impaired, interest would no loragmrue. As of as December 31, 2012 , no loans be&e impaired, and certain loans had
been placed on non-accrual status, representingraaterial amount.
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6. Prepaid Expenses and Other Current Assets

Prepaid expenses and other current assets cohtlist following (in thousands):

As of December 31,

2012 2011
Prepaid expenses $ 9,367 $ 5,568¢
Prepaid licenses 5,86¢ 4,58:
Prepaid income taxes — 2,87¢
Prepaid insurance 1,13¢ 1,20¢
Interest receivable 2,221 1,87¢
Other current assets 1,22¢ 1,072
Total prepaid expenses and other current assets $ 19,81C § 17,19¢

7. Property and Equipment, Net

Property and equipment, net, consist of the follmn(in thousands):

As of December 31,

Land
Buildings

Furniture, office equipment and software

Leasehold improvements
Vehicles
Total property and equipment

Less accumulated depreciation and amortization

Total property and equipment, net

2012 2011
7,091 7,091
25,43( 18,94"
85,70¢ 74,79:
23,75¢ 19,05:
147 92
142,13: 119,97
(46,167 (30,30
95,96¢ 89,66

Depreciation and amortization expense associatddproperty and equipment, including assets undpital lease, totaled $ 15.9
million , $ 12.1 million and $ 8.3 million for thgears ended December 31, 2012 , 2011 and 201peataeely.

8. Goodwill and Intangibles, Net

Goodwill and intangibles, net, consist of the faling (in thousands):

Goodwill and indefinite-lived intangibles

Definite-lived intangible assets
Less accumulated amortization
Definite-lived intangible assets, net

Total goodwill and intangibles, net

As of December 31,

2012 2011
3,42¢ 3,401
9,97¢ 4,73
(2,669 (1,107)
7,31¢ 3,63:
10,73¢ 7,037
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For the years ended December 31, 2012 , 2011 2@H0l, amortization expense was $1.6 million , $0ilion , and $0.3 million
respectively. The Company estimates that amontimaikpense will be approximately $5.3 million otlez three succeeding fiscal years.
9. Accrued Liabilities

Accrued liabilities consist of the following (indbisands):

As of December 31,

2012 2011
Accrued salaries and wages $ 11,58 $ 13,107
Accrued bonus 1,60: 3,067
Accrued vacation 8,99¢ 7,492
Accrued expenses 15,92 16,53¢
Accrued income taxes payable 6,53t —
Total accrued liabilities $ 44,64C $ 40,20t

10. Deferred Revenue and Student Deposits

Deferred revenue and student deposits consisedbttowing (in thousands):

As of December 31,

2012 2011
Deferred revenue $ 44967 $ 48,83:
Student deposits 130,09( 136,61!
Total deferred revenue and student deposits $ 175,05  $ 185,44¢

11 . Credit Facilities
January 2010 Credit Facility

Through April 12, 2012, the Company maintained @ f#llion revolving line of credit with Comerica Bk (“Comerica”) pursuant to a
Credit Agreement, Revolving Credit Note and Segukigreement (collectively, the “Prior Loan Docum&it Under the Prior Loan
Documents, Comerica agreed to make loans to thep@oynand issue letters of credit on the Comparghslf, subject to the related terms and
conditions. Amounts subject to letters of credduisd under the Prior Loan Documents were treatéichéations on available borrowings unt
the line of credit. Interest would accrue on ameunitstanding under the line of credit, and wasetpaid monthly. Principal was to be paid on
the maturity date of the line of credit. As seaufidr the performance of the Company's obligationder the Prior Loan Documents, the
Company granted Comerica a first priority securitgrest in substantially all of the Company's &sdacluding its real property.

April 2012 Credit Facility

On April 13, 2012, the Company entered into a $50an revolving line of credit (“New Facility”) ptsuant to an Amended and Restate
Revolving Credit Agreement (“Revolving Credit Agneent”) with the lenders signatory thereto and Cacagras administrative agent for the
lenders. The Revolving Credit Agreement amendefated and superseded the Prior Loan DocumentieATompany's option, the Company
may increase the size of the New Facility up toGfilion (in certain minimum increments), subjéethe terms and conditions of the
Revolving Credit Agreement. Additionally, the Compganay request swing-line advances under the Nadityaup to $3 million in the
aggregate.

Under the Revolving Credit Agreement and the doaimexecuted in connection therewith (collectivéiyg “New Facility Loan
Documents”)the lenders have agreed to make loans to the Congrahissue letters of credit on the Company's lhehabject to the terms a
conditions of the New Facility Loan Documents. TNew Facility has a term of three years
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and matures on April 13, 2015. Interest and feesuittg under the New Facility are payable quarterlgrrears and principal is payable at
maturity. The Company may terminate the New Faciljton five days notice, without premium or penattther than customary breakage fees

For any advance under the New Facility, interefitagicrue at either the “Base Rate” or the “Eurt¢atebased Rate,” at the Company's
option. The Base Rate means, for any day, 0.5%tpkigreatest of: (1) the prime rate for such qaythe Federal Funds Effective Rate in
effect on such day, plus 1.0% , and (3) the daljysting LIBOR rate, plus 1.0% . The Eurodollar4dfRate means, for any day, 1.5% plus th
quotient of (1) the LIBOR Rate, divided by (2) agentage equal to 100% minus the maximum rate oh date at which the Agent is required
to maintain reserves on “Eurocurrency Liabilities’defined in Regulation D of the Board of Govesmfrthe Federal Reserve System. For
advance under the swing line, interest will acaueither the Base Rate or, if made available@c@bmpany by the swing line lender, at the
lender's option, a different rate quoted by sucidégs. For any letter of credit issued on the Comgjsamehalf under the New Facility, the
Company is required to pay a fee of 1.50% of thdramvn amount of such letter of credit plus a lettecredit facing fee. The Company is also
required to pay a facility fee of 0.25% of the aggate commitment then in effect under the New FEpcwhether used or unused.

The New Facility Loan Documents contain other congtry affirmative, negative and financial mainterenovenants, representations
warranties, events of default, and remedies upcgvant of default, including the acceleration dbtdend the right to foreclose on the collatera
securing the New Facility. The Company was in coamgle with all financial covenants in the Loan Dmeants as of December 31, 2012 and
2011.

As security for the performance of the Companylggabons under the New Facility Loan Documentg, @ompany granted the lenders &
first priority security interest in substantiall}f af the Company's assets, including its real prop

As of December 31, 2012 , and up through the difiéng, the Company had no borrowings outstandimgler the line of credit. As of
December 31, 2012 , the Company used the avatiabilider the line of credit to issue letters oftdiraggregating $5.1 million .

Surety Bond Facility

As part of its normal business operations, the Gomps required to provide surety bonds in cersédtes in which the Company does
business. As of December 31, 2012 , the Compamtgkavailable surety bond facility was $12.0 roitliand the surety had issued bonds unde
the facility totaling $8.6 million on the Companyshalf.

12. Lease Obligations
Operating leases

The Company leases certain office facilities arfitefequipment under non-cancelable lease arranggsriieat expire at various dates
through 2023. The office leases contain certaiewnah options. Rent expense under non-cancelablatipg lease arrangements is accounted
for on a straight-line basis and totaled $36.8iomll, $31.7 million and $27.2 million for the yeamsded December 31, 2012 , 2011 and 2010
respectively.
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The following table summarizes the future minimwental payments under non-cancelable operating lEzasegements in effect at
December 31, 2012 (in thousands):

Year Ended December 31,

2013 $ 35,49t
2014 36,96:
2015 37,22¢
2016 38,20¢
2017 38,29t
Thereafter 79,39
Total minimum payments $ 265,57-

13. Earnings Per Share

Basic earnings per common share is calculated\bgidg net income available to common stockholdershe weighted average number
of common shares outstanding for the period.

Diluted earnings per common share is calculateditiging net income available to common stockhaddey the sum of (i) the weighted
average number of common shares outstanding fqrehed and (ii) potentially dilutive securitieststanding during the period, if the effect is
dilutive. Potentially dilutive securities for thefqods presented may include incremental sharesrafmon stock issuable upon the exercise of
options and warrants and upon the settlement tict=l stock units.

The following table sets forth the computation asig and diluted earnings per common share fopéhieds indicated (in thousands,
except per share data):

Year Ended December 31,

2012 2011 2010

Numerator:

Net income $ 123,42. $ 172,76¢ $ 127,58
Denominator:

Weighted average number of common shares outsigndin 52,94’ 52,29 53,72«

Effect of dilutive options and restricted stocktsni 2,76 4,57 5,581

Effect of dilutive warrants 237 27C 32€

Diluted weighted average number of common sharestanding 55,94¢ 57,13¢ 59,63:
Earnings per common share:

Basic earnings per common share $ 23 % 33C $ 2.37

Diluted earnings per common share 2.21 3.0Z 2.1¢

For the periods indicated, the computation of dikicommon shares outstanding excludes certaitk sfpiions to purchase shares of
common stock for the periods indicated because #ffgict was anti-dilutive.

Year Ended December 31,
(in thousands) 2012 2011 2010
Options 2,52¢ 1,33 54¢
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14 . Stock-Based Compensation
Stock Options

The Company grants stock options from its 2009 IStncentive Plan (2009 Plan”). The compensatiomaotttee of the Company's
board of directors, or the full board of directafefermines eligibility, vesting schedules and eiserprices for awards granted under the 2009
Plan. Options granted under the 2009 Plan typidedlye a maximum contractual term of 10 years ,esuiltp continuing service to the
Company. Options are generally granted with a fgear vesting requirement, under which the optiolddéromust continue providing service
the Company at each vesting period. All optionswggd in 2012 , 2011 and 2010 , were awarded put$odhe 2009 Plan. Under the 2009
Plan, the number of authorized shares is subjemtitomatic increase, without the need for furthparaval by the Company's board of direci
and stockholders each January 1, through and iimguthnuary 1, 2019, pursuant to a formula conthinghe plan.

Before the adoption of the 2009 Plan, the Compavgrded options pursuant to the Company's Amendddrastated 2005 Stock
Incentive Plan (“2005 Plan”). Effective upon thesihg of the Company's initial public offering, th@05 Plan was terminated and no further
options may be issued under that plan, providetathaptions then outstanding under the 2005 Rldincontinue to remain outstanding
pursuant to the terms of the 2005 Plan and appécabard agreements.

The following table presents a summary of the stytion activity in 2012 , 2011 and 2010 (in thaws, except for exercise prices and
contractual terms):

Weighted-
Average
Weighted- Remaining
Average Contractual
Options Exercise Term Aggregate
Outstanding Price (in years) Intrinsic Value
December 31, 2009 10,57 $ 3.0€ 6.84 $ 126,59(
Granted 1,051 19.2¢
Exercised (1,189 0.8¢
Forfeitures and expired (24¢) 12.2C
December 31, 2010 10,19¢ 4.7€ 5.47 147 ,54!
Granted 1,29¢ 17.41
Exercised (3,070 1.5¢
Forfeitures and expired (139 17.6¢
December 31, 2011 8,28( 7.7C 5.90 127,30¢
Granted 1,59¢ 22.5¢
Exercised (3,129 0.72
Forfeitures and expired (335 19.7¢
December 31, 2012 6,41: $ 14.15 721 $ 9,01(
Vested and expected to vest at December 31, 2012 6,28: $ 14.0¢ 7.18 $ 9,00z
Exercisable at December 31, 2012 3,70¢ $ 10.1Z 6.22 $ 8,891

The Company has reserved 8.6 million shares of comstock for issuance upon the exercise of stotibimpand settlement of restricted
stock units (“RSUs") (including outstanding stockaads) under the Company's equity incentive plansf&ecember 31, 2012 . Shares issuel
from option exercises and settlements of RSUs mernifrom the authorized but unissued shares ofwwemstock. During the year ended
December 31, 2012 , there were 3.1 million stodkoog exercised with an intrinsic value of $45.2liom . The actual tax benefit realized frc
these exercises was $10.1 million . The Companyralsognized a tax benefit shortfall of $1.9 millielated to stock options exercised and
restricted stock vesting at values lower than #diated compensation expense, and stock optionexpaed unexercised during the year.
During the year ended
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December 31, 2011 , there were 3.1 million stodkoog exercised, with an intrinsic value of $58.4lion . The actual tax benefit realized
from these exercises was $19.1 million . Duringytbar ended December 31, 2010 , there were 1.Bmgtock options exercised, with an
intrinsic value of $18.2 million . The actual tagrefit realized from these exercises was $7.1onilli

During the year ended December 31, 2012 and 28pprpximately 53,000 and 6,000 stock options expire

The fair value of each option award granted dutirgyears ended December 31, 2012 , 2011 and 2049 estimated on the date of
grant using the Black-Scholes option pricing modible Company's determination of the fair valuehafre-based awards is affected by the
Company's common stock price as well as assumptaading a number of complex and subjective e Below is a summary of the
assumptions used for the options granted in thesyiadicated:

2012 2011 2010
Weighted average exercise price per share $ 22.5¢ % 17.41 $ 19.2¢
Risk-free interest rate 1.2% 2.5% 2.3%
Expected dividend yield — — —
Expected volatility 54.€% 52.7% 45.7%
Expected life (in years) 5.67 6.12 6.1€
Forfeiture rate 4.C% 4.(% 3.(%
Weighted average grant date fair value per share $ 11.2¢ % 9.07 $ 8.84

The risk-free interest rate is based on the cugreniailable rate on a U.S. Treasury zero-coupsuasvith a remaining term equal to the
expected term of the option converted into a catirsly compounded rate. The dividend yield refl¢leésfact that the Company has never
declared or paid any cash dividends on its comnmerksand does not currently anticipate paying aheldends in the future. The volatility of
the Company's common stock is based upon a blaeadedf the Company's historical volatility andttb&publicly-traded securities of a peer
group of comparable companies in the Company'ssingluThe peer group volatility supplements the @any's historical volatility in order to
calculate a volatility that approximates the expdderm used in the Black-Scholes option pricingleholn evaluating comparability, the
Company considered factors such as industry, sthlife cycle and size. The Company now has endigtorical option exercise information
to be able to accurately compute an expected termsie as an assumption in the Black-Scholes optiecmg model, and as such, its
computation of expected term was calculated ussgwn historical data.

The Company recorded $13.7 million , $10.6 milleoxd $7.9 million of compensation expense relateghjaty awards, and any
modifications thereof, for the years ended DecerBie2012 , 2011 and 2010 , respectively. Theedlatcome tax benefit was $5.1 million ,
$3.9 million and $3.1 million for the years endeeld@mber 31, 2012 , 2011 and 2010 , respectively.

As of December 31, 2012, 2011 and 2010 , there$da9 million , $10.6 million and $9.6 millionespectively, of unrecognized
compensation costs related to unvested options.

The Company records stock-based compensation exjpers the vesting term using the graded-vestintpoge At December 31, 2012 ,
the unrecognized compensation costs of stock optoa expected to be recognized over a weightedgegeriod of 1.2 years.

Restricted Stock Unit

In 2011, the Company began granting RSUs unde2@h8 Plan. Each RSU represents a future issuanmeeo$hare of common stock
contingent upon the recipient's continued senachée Company through the vesting date. Upon tlséngdate, RSUs are automatically se
for shares of the Company's common stock unlesaphkcable award agreement provides for delay#teseent. If, prior to the vesting date,
the employee's status as a full-time employeermitated, then the RSU is automatically cancelledh@ employment termination date. The
fair value of an RSU is calculated based on thekataralue of the common stock on the grant dateisadhortized over the applicable vesting
period using the graded-vesting method.
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A summary of the Company’s RSU activity and relatddrmation is as follows:

Weighted

Average

Restricted Stock Grant Date

Units Fair Value
Balance at December 31, 2010 — % —
Awarded 56,85¢ 23.97
Vested — —
Canceled — —
Balance at December 31, 2011 56,85¢ 23.9i
Awarded 362,19¢ 9.7z
Vested (56,85%) 23.9i
Canceled — —
Balance at December 31, 2012 362,19¢ $ 9.7z

As of December 31, 2012 and 2011 , there was $#liémand $0.7 million , respectively, of unrecoged compensation costs related to
unvested RSUs. The unrecognized compensation @bRSUs are expected to be recognized over a wadgiterage period of 1.2 years.

During the year ended December 31, 2012 , 56,835 R&:sted and were released. No RSUs vested diméngear ended December 31,
2011. No RSUs were granted prior to 2011.

15. Warrants

The Company has issued warrants to purchase corstock to various employees, consultants, licenasodslenders. Each warrant
represents the right to purchase one share of constock. No warrants were issued during the yemds@ December 31, 2012 , 2011 and
2010 . During the years ended December 31, 20021 and 2010 , approximately 174,000 , 43,000 &vda®0warrants to purchase shares
common stock were exercised, respectively. As afdb@er 31, 2012 and 2011 , all outstanding warnaatse exercisable. The following table
summarizes information with respect to all warranitstanding as of December 31, 2012 and 201h@usands, except exercise prices):

December 31, December 31, Expiration

Exercise Price 2012 2011 Date
$1.125 41 43 2013
$2.250 55 5E 2013
$2.835 — 172 2013
$2.925 19 19 2013
$9.000 3 3 2013
Total 11€ 292

16 . Stock Repurchase Programs

The Company's Board of Directors has authorizeid uspurchase outstanding shares of our commoR &t time to time in the open
market through block trades or otherwise dependmgarket conditions and other considerations,yaursto the applicable Securities and
Exchange Commission Rules. The Company's polity istain these repurchased shares as treasusssdradt not to retire them. The amount
and timing of future share repurchases, if any, bdlmade as market and business conditions warrant
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In July 2010, the Company's board of directors aigled the repurchase of up to $60.0 million of @@npany's outstanding shares of
common stock over the following 12 months (the ‘@&Repurchase Program”), and in May 2011, the Cowyipdioard of directors authorized
the repurchase of up to an additional $75.0 milbbthe Company's outstanding shares of commork steer the following 12 months (the
“2011 Repurchase Program”). Both of these repuecpasgrams were authorized with the intention eating additional value for

stockholders. Under the repurchase programs, thep@oy was authorized to purchase shares from trtime in the open market, through
block trades or otherwise.

As of December 31, 2011 , the Company repurchasethiof 7.3 million shares at a weighted averegst of $18.62 , for a total cost of
$135.0 million . As of December 31, 2011 , the Campsubstantially completed both of the above ai#bd repurchase programs.

On April 30, 2012, the Company's board of directrthorized the repurchase of up to an additio&l®million of the Company's
outstanding shares of common stock over the foligwli2 months . The repurchase program was autldoniith the intention of creating
additional value for stockholders. Under the repase program, the Company is authorized to purctteeses from time to time in the open
market, through block trades or otherwise. No shaeve been repurchased to date under this program.

In December 2012, we repurchased 0.1 million shafresir common stock from certain senior executivethe amount of $0.6 million .
The repurchase was approved by our board of dieédtiowing its approval and recommendation by ¢benpensation committee and the
audit committee. The shares were repurchased rteagrual to the closing price of our common stockhe New York Stock Exchange on
day the repurchase was approved by our board @ftdirs. No shares were sold into the market in ection with the share repurchase. The
repurchase related to tax withholding requirementstock options exercised and are not part oféharchase programs described above.

17. Income Taxes
The Company uses the asset and liability meth@ttount for taxes. Under this method, deferredrimetax assets and liabilities result
from temporary differences between the tax baseseéts and liabilities and their reported amoumtise financial statements that will result in

tax and deductions in future years.

The components of income tax expense are as follimmkousands):

Year Ended December 31,

2012 2011 2010
Current:
Federal $ 77,720 $ 88,51 $ 76,64¢
State 7,66¢ 8,632 18,91¢
85,38t 97,14t 95,56¢
Deferred:
Federal (9,246 6,991 (5,485
State (72€) (397) 11¢
(9,972 6,60¢ (5,366
Total $ 75,41 $ 103,75: $ 90,19¢
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Deferred tax assets and liabilities are compridetiefollowing (in thousands):

As of December 31,

2012 2011
Deferred tax assets:
Net operating loss $ 256 % 694
Fixed assets 23: 221
Bad debt 7,47¢ 1,85
Vacation accrual 2,81t 2,057
Stock-based compensation 13,29¢ 17,17"
Deferred rent 9,40¢ 6,151
State tax 2,541 2,67¢
Bonus accrual 59¢ 492
Unearned interest 731 —
Unrealized loss on investments — 351
Other 38¢€ 234
Total deferred tax assets 37,74¢ 31,90¢
Valuation allowance — —
Net deferred tax assets 37,74t 31,90¢
Deferred tax liabilities:
Fixed assets and intangibles (13,41) (15,277
Unrealized gain on investments (132 —
Total deferred tax liabilities (13,549 (15,277
Total net deferred tax assets $ 24,20:  $ 16,62¢

The current year change in net deferred tax as$&®#.6 million is comprised of net deferred expen§$10.0 million recorded through
income tax expense, offset by the $1.9 millionliarefit shortfall recorded to additional paid ipital, and the $0.5 million tax effect of
unrealized gain on investments recorded througaratbmprehensive income.

Deferred taxes are reflected in the balance shseftlaws (in thousands):

As of December 31,

2012 2011
Current deferred tax assets $ 10,93¢ $ 5,42¢
Current deferred tax liabilities — —
Noncurrent deferred tax assets 13,26¢ 11,20(
Noncurrent deferred tax liabilities — —
Total $ 24,20: $ 16,62¢

The Company periodically assesses the likelihoatlittwill be able to recover its deferred tax ass€he Company considers all availz
evidence, both positive and negative, includingdnisal levels of income, expectations and risksamted with estimates of future taxable
income and ongoing prudent and feasible profitseBaon the Company's history of earnings, the Cosnpancluded that it is more likely th
not that the Company will fully utilize the defedréax assets. Accordingly, the Company has notigeavany valuation allowance against the
deferred tax assets.

At December 31, 2012 , the Company had federabpetating loss carry forwards of $0.7 million , siniare available to offset future



taxable income. The federal net operating lossydarwards will begin to expire in 2022 . Pursuamtnternal
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Code Section 382, use of the net operating losgfoamvards may be limited if a cumulative changewnership of more than 50% occurs
within a three-year period. The Company has peréoria Section 382 analysis and has determinedhég ts no material effect on the net
operating loss carryforwards.

A reconciliation of the income tax expense computsidg the U.S. federal statutory tax rate of 35%b the Company's provision for
income taxes follows (in thousands):

Year Ended December 31,

2012 2011 2010
Computed expected federal tax expense $ 69,59: 35.(% $ 96,78( 35.(% $ 76,220 35.(%
State taxes, net of federal benefit 4,70( 2.4 5,43¢ 2.C 10,23¢ 4.7
Permanent differences 1,07¢ 0.t 1,601 0.€ 33t 0.1
Uncertain tax positions 31 — (192 (0.2 3,401 1.€
Other 16 — 12¢ — 2 —

Income tax expense $ 75,41% 37.¢% $  103,75: 37E% $ 90,19¢ 41.4%

The Company evaluates and accounts for uncertaipdsitions using a two-step approach. Recogn{istep one) occurs when the
Company concludes that a tax position, based solelys technical merits, is more-likely-than-notbe sustained upon examination.
Measurement (step two) determines the amount adftighat is greater than 50% likely to be realizgubn ultimate settlement with the taxing
authority that has full knowledge of all relevamtarmation. Derecognition of a tax position thatswaeviously recognized would occur when
the Company subsequently determines that a taxignosio longer meets the more-likely-than-not thidd of being sustained.

The accrual for uncertain tax positions can resuét difference between the estimated benefit dmabin the Company's financial
statements and the benefit taken or expected takiem in the Company's income tax returns. Thigdihce is generally referred to as an
“unrecognized tax benefit.”

The Company has analyzed filing positions in alfhaf federal and state jurisdictions where it guieed to file income tax returns, as w
as all open tax years in these jurisdictions.

A reconciliation of the beginning and ending amoaininrecognized tax benefits is as follows (inusands):

Unrecognized tax benefits at December 31, 2010 $ 8,051
Gross increases-tax positions in prior period —
Gross decreases-tax positions in prior period 82
Gross increases-current period tax positions 9t
Settlements —
Lapse of statute of limitations —
Unrecognized tax benefits at December 31, 2011 8,07(
Gross increases-tax positions in prior period 96&
Gross decreases-tax positions in prior period —
Gross increases-current period tax positions 231
Settlements —
Lapse of statute of limitations —
Unrecognized tax benefits at December 31, 2012 $ 9,26¢

Included in the amount of unrecognized tax benefitsoth December 31, 2012 and 2011 is $6.6 miliod $5.8 million respectively, o
tax benefits that, if recognized, would affect @@mpany's effective tax rate. Also included in the
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balance of unrecognized tax benefits at both Deeer@b, 2012 and 2011 is $2.7 million and $2.3 wnillj respectively, of tax benefits that, if
recognized, would result in adjustments to otheraizcounts, primarily deferred tax assets.

The Company recognizes interest and penaltieerktatuncertain tax positions in income tax expeAsef December 31, 2012 and
2011 , the Company had approximately $1.7 millind &1.4 million , respectively, of accrued interdstfore any tax benefit, related to
uncertain tax positions.

The tax years 2002-2012 are open to examinatiandggr taxing jurisdictions to which the Compangisject. The California Franchise
Tax Board is auditing the Company's 2008 and 208ifdEnia income tax returns. The Company doesexpiect any significant adjustments
resulting from this audit. It is reasonably possitilat the amount of the unrecognized tax bendfichange during the next 12 months,
however the Company does not expect the poteritaige to have a material effect on the resultgpefations or financial position in the next
year.

The Company's continuing practice is to recognizerest and penalties related to income tax matiegnrcome tax expense.

18 . Regulatory

The Company and its institutions are subject temsive regulation by federal and state governmegfahcies and accrediting bodies. In
particular, the Higher Education Act of 1965, asaded (“Higher Education Act”) and the regulatipnemulgated thereunder by the U.S.
Department of Education (“Department”) subject@mmpany and its institutions to significant regakgtscrutiny on the basis of numerous
standards that schools must satisfy in order tbgiaaite in the various federal student financedistance programs under Title IV of the Hig
Education Act.

To participate in Title IV programs, an institutiomust be authorized to offer its programs of inginn by the relevant agency of the state
in which it is physically located, accredited byatrediting agency recognized by the Departmethtcartified as eligible by the Department.
The Department will certify an institution to paipate in Title IV programs only after the institnt has demonstrated compliance with the
Higher Education Act and the Department's extensagelations regarding institutional eligibility.nAnstitution must also demonstrate its
compliance to the Department on an ongoing basiofdecember 31, 2012 , management believes thgp@uy's institutions are in
compliance with applicable Department regulationall material respects.

The Higher Education Act requires accrediting aggsto review many aspects of an institution's apiens in order to ensure that the
education offered is of sufficiently high quality achieve satisfactory outcomes and that the utigtit is complying with accrediting standards.
Failure to demonstrate compliance with accredisitegndards may result in the imposition of probattbe requirements to provide periodic
reports, the loss of accreditation or other peesiiifi deficiencies are not remediated.

Because the Company operates in a highly reguiatkstry, it, like other industry participants, miag subject from time to time to
audits, investigations, claims of honcompliancéaersuits by governmental agencies or third partig¢sch allege statutory violations,
regulatory infractions or common law causes ofaactLoss of accreditation would denigrate the valfieur institutions' educational programs
and would cause them to lose their eligibility trfitipate in Title IV programs, which would havenaterial adverse effect on enroliment,
revenues, financial condition, cash flows and rtssofl operations.

Ashford University and University of the Rockie® dnoth regionally accredited by the Higher Learrimnmission of the North Central
Association of Colleges and Schools (“HLC"). In 8spber 2010, Ashford University announced thatd initiated the process of seeking
accreditation from the Accrediting Commission fem@r Colleges and Universities of the Western Asdmn of Schools and Colleges
(“WASC").

Notification from HLC regarding Jurisdiction over Ahford University.

On June 25, 2012, HLC informed Ashford Universligttthe institution must demonstrate, no later thanember 1, 2012, that it has a
substantial presence in the 19 -state north cergadn and accordingly is within HLC's jurisdiationder new requirements which became
effective on July 1, 2012. Following Ashford Uniggy's receipt of this letter, the institution
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met with representatives of HLC regarding the tignémd components of becoming compliant with theroggsion's jurisdictional requiremer
in light of the institution's plans to reapply foitial accreditation with WASC.

Subsequent to these discussions, on July 27, 2&H2ord University received a letter from HLC tistated Ashford University would be
required to provide the commission with an impletagan plan on or before December 1, 2012, thatarestmates how the institution will
comply with the commission's policy on substarnpi@sence in the event that a migration to WASGCeeit¥ill not occur or is significantly
delayed. The implementation plan was provided t&€His requested.

On February 27, 2013, Ashford University receivddtier from HLC stating that on February 21, 2818 university was placed on
Notice due to its current n-compliance with HLC's substantial presence pdaddicg concerns regarding its future ability to remiain
compliance with certain accreditation criteria,tigalarly the revised criteria that became effeetbn January 1, 2013. Specifically, HLC notec
that its action in placing the university on Notigas related in part to the alignment of the ursitgmrmission with its instructional model,
governance of the university independent fromatporate parent, sufficiency of faculty, assessméstudent learning and use of data to
improve graduation and retention rates, and shgogdrnance structures involving faculty and adniat®on. Ashford University remains
accredited. In its letter, HLC reported its detaration that Ashford University is not currentlygompliance with HLC's substantial presence
policy and set forth procedures and a timelinesf@luating the university's implementation of itexpously reviewed plan with respect to
substantial presence in the event Ashford Univwersies not gain accreditation from WASC. If WASCrditation is not approved, Ashford
University will be required to exercise the implaertegion plan, and the institution must initiate theve of its core operations to the 19-state
north central region immediately after the antitgoaJune 2013 WASC decision.

On or before July 10, 2013, Ashford University mpiivide a monitoring report to HLC stating whethiee university has gained
accreditation from WASC. If the university has bgtsuch time been accredited by WASC, the univerill also be required to host a focu:
evaluation no later than October 1, 2013, to exa|umnong other things, whether the universityduampleted specific steps, following its
implementation plan, to establish presence in Ht€son as required pursuant to HLC's jurisdictloeguirements. In addition, Ashford
University will be required to host a focused ewion on or before December 15, 2013 to examirentien, graduation and the university's
progress in resolving the identified issues. Indtter, HLC states that HLC's Board of Trustee (HLC Board") will consider information
provided in the monitoring report and in the OctoP@13 focused evaluation, if it is required, and December 2013 focused evaluation at its
meeting in February 2014 and take action as apiatepHLC may remove the university from Noticejrothe event the identified concerns,
including satisfaction of HLC's jurisdictional regements, have not been satisfactorily addresdade ghe university on probation or take o
action, which could include a show-cause orderitldvawal of accreditation.

Denial of Initial Accreditation for Ashford Univergy.

On July 5, 2012, Ashford University received offichotice that WASC acted (1) to deny initial aclitation to the institution because it
had not yet demonstrated substantial compliande eettain of the WASC Standards for Accreditatiod &) to permit the institution to
reapply for accreditation with a single specialtvis occur as early as spring 2013. On Octobe2012, Ashford University reapplied for
accreditation. Under WASC rules, the reapplicatimrst demonstrate that Ashford University has sattsfily addressed the report's
conclusions and has come into compliance with t#&SW Standards of Accreditation. A site visit by W% expected to begin on April 2,
2013, and the Company anticipates the WASC comamissconsideration of the institution's reapplmatat its June 2013 meeting.

Notification from HLC regarding placement of Ashfak University on Notice

On July 12, 2012, Ashford University received adefrom HLC stating that (1) Ashford Universitychbeen placed on special
monitoring because of the decision by WASC to dimyinstitution initial accreditation and also besa of certain non-financial data provided
by the institution that indicated a need for furtbemmission review (see “Higher Learning Commisdimtification regarding Ashford
University Non-Financial Indicator Conditions” bally and (2) the institution would be required toyide a report to HLC no later than
August 10, 2012 regarding its fulfilment of thenamission's Criteria for Accreditation and Core Camgnts, including the Minimum
Expectations. Submission of the report would b¥etd by an advisory visit.
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The letter specifically required the report to urdé: (1) evidence that Ashford University meets I Criteria for Accreditation relating
to the role and autonomy of the institution's gougg board and its relationship with Bridgepointigdtion, Inc., including the role of faculty
in overseeing academic policies and the integnity @ontinuity of academic programs; (2) evidenea fkshford University's resource
allocations are sufficiently aligned with educatibpurposes and objectives in the areas of stumenpletion and retention, the sufficiency of
full-time faculty and model for faculty developmeand plans for increasing enroliments; and (3)ence demonstrating that Ashford
University has an effective system for assessimnaonitoring student learning and assuring acadeigar.

Following Ashford University's receipt of the lattéhe institution met with representatives of Hiddiscuss the timing of the advisory
visit and the report demonstrating the institusaompliance with HLC's accreditation criteria. Sedpuent to these discussions, on July 27,
2012, Ashford University received a letter from Hiltt stated Ashford University would be permittegbrovide the report demonstrating
compliance with the commission's Criteria for Aaitation and Core Components in two phases. Tegiase was provided on September
2012, and the second phase was provided on Sept@hh2012. The advisory visit occurred the weeldofober 22, 2012.

On February 27, 2013, Ashford University receivddteer from HLC stating that on February 21, 2818 university was placed on
Notice due to its current n-compliance with HLC's substantial presence paddicg concerns regarding its future ability to remiain
compliance with certain accreditation criteria,tigalarly the revised criteria that became effeetbn January 1, 2013. Specifically, HLC notec
that its action in placing the university on Notiedated to the alignment of the university missiath its instructional model, governance of
the university independent from its corporate parsufficiency of faculty, assessment of studeatriéng and use of data to improve graduatio
and retention rates, and shared governance stesatwolving faculty and administration.

HLC determined that Ashford University is not cumtlg in compliance with HLC's substantial presepoéicy and set forth procedures
and a timeline for evaluating the university's ierpkntation of its previously reviewed plan withpest to substantial presence in the event
Ashford University does not gain accreditation fravASC.

Ashford University remains accredited. Notice isommission sanction indicating that an instituti®pursuing a course of action that, if
continued, could lead it to be out of compliancéhwane or more criteria for accreditation. At isbifuary 2014 meeting, the HLC Board will
consider information and take action as appropridteC may remove the university from Notice ortlie event the identified concerns have
not been satisfactorily addressed, place the usityesn probation or take other action, which counldude a shovweause order or withdrawal
accreditation.

HLC Notification regarding Ashford University No-Financial Indicator Conditions.

On July 13, 2012, HLC notified Ashford Universityat it had been identified for further inquiry bdsm certain non-financial data the
institution provided in its 2012 Institutional AnaluReport. Under HLC's Institutional Update pro¢edlaccredited and candidate institutions
are required to provide certain financial and niodficial data to the commission annually; HLC teereens the non-financial data for seven
indicator conditions and requests an institutiaegbrt from institutions that meet certain of thesaditions. The purpose of the screening
process is to identify institutions that may beisk of not meeting certain of HLC's Criteria focéreditation.

Ashford University was identified for further inquibecause it met three of the indicator conditi¢f¥ the number of degrees awarded
increased 40% or more compared to the prior y@xthé number of full-time faculty increased 25%more compared to the prior year; anc
the ratio of full-time faculty to the number of deg programs was less than one in the period exhofis Ashford University was already
under review through the HLC special monitoringgass and was required to provide a written repuaitteost an advisory visit, as outlined in
the letter received from the commission on July2l¥,2, Ashford University addressed these non-firiindicators and related Core
Components in the report it submitted on SepterBb2012 as part of the special monitoring procAskford University was placed on Notice
by HLC on February 21, 2013. The Notice processtameline are described in the section above ewtitNotification from Higher Learning
Commission regarding placement of Ashford Univereit Notice.”
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HLC Notification regarding University of the Rock&Nor-Financial Indicator Conditions.

On July 24, 2012, HLC notified University of the ¢kies that it had been identified for further inggubased on certain non-financial data
the institution provided in its 2012 Institutior@hnual Report. University of the Rockies was idiedi for further inquiry because it met tvod
the indicator conditions: (1) the number of degrawarded increased 40% or more compared to theyear; and (2) the number of full-time
faculty increased 25% or more compared to the gear. Accordingly, HLC requested that Universityttee Rockies provide a report to HLC
demonstrating the institution's ability to contimaeeting the Core Components in light of the cood# at the institution that led to the
indicators being identified. This report was praddn August 29, 2012, and the institution hasecéived an update regarding the inquiry
since that date. The HLC staff will review the rapmay request additional information if necessaryd will determine whether the report
requires further review by a panel; if so, the pavikk review the report and recommend whetherkieC Board should accept the report,
require further monitoring through a subsequenoriepr focused visit, or recommend action suchlasipg the institution on sanction.

Notification from U.S. Department of Education regding on-site program review of University of the Rockies.

On July 25, 2012, the Department notified Univegrsitthe Rockies that it had scheduled arsia-program review. This review occuri
from August 20, 2012 through August 24, 2012. Tdgaw is intended to assess the institution's astnation of Title IV programs and
initially will cover the 2010-2011 and 2011-2012aw years, but may be expanded if deemed apprefnjathe Department.

Request for information from Ashford University bpwa College Student Aid Commissio

On September 22, 2012, the lowa College StudentCAichmission requested that Ashford University pdevihe commission with certe
information and documentation related to, amongiothatters, the denial of Ashford University's &mstion for WASC accreditation, the
university's compliance with HLC criteria and p@#is, a teach-out plan in the event that Ashfordversiity is unsuccessful in obtaining a
WASC accreditation and is sanctioned by HLC, aridrmation relating to admissions employees, recgfifinancial aid, availability of books,
credit balance authorizations, and academic arehéilal support and advisement services to stud€hescommission requested that Ashford
University provide the requested information by Rmber 12, 2012 and make an in-person presentatiamgdthe commission's meeting on
November 16, 2012. The Company made the presemtatio the commission has not requested additiaf@ination.

The “90/10” Rule

Under the Higher Education Act, a fprefit institution loses its eligibility to partipate in Title IV programs if the institution der&enore
than 90% of its revenues (calculated in accordantteapplicable Department regulations) from TiNeprogram funds for two consecutive
fiscal years. This rule is commonly referred tates“90/10 rule.” Any institution that violates t86/10 rule for two consecutive fiscal years
becomes ineligible to participate in Title IV pragns for at least two fiscal years. In additionjrestitution whose rate exceeds 90% for any
single year will be placed on provisional certifioa and may be subject to other enforcement measur

For the years ended December 31, 2012 , Decemb@031 and December 31, 2010, Ashford Universéyved 86.4% , 86.8% and
85.0% , respectively, and the University of the Res derived 87.3% , 85.0% and 85.9% , respectiwafltheir respective revenues (calculatec
in accordance with applicable Department reguladidrom Title IV funds.

Cohort Default Rate

For each federal fiscal year, the Department catesla rate of student defaults for each educatinstitution which is known as a
“cohort default rate.” An institution may lose @&8gibility to participate in the Direct Loan an@lPprograms if, for each of the three most
recent federal fiscal years for which informatisraivailable, 25% or more of its students who becsubgect to a repayment obligation in that
federal fiscal year defaulted on such obligatiorti®yend of the following federal fiscal year. biddion, an institution may lose its eligibility
participate in Direct Loan programs if its cohoefallt rate exceeds 40% in the most recent fediscall year for which default rates have beer
calculated by the Department. Ashford Universitghort default rates for the 2010 , 2009 and 2@@@fal fiscal years, were 10.2% , 15.3%
and 13.3% , respectively.
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The cohort default rates for the University of Beckies for the 2010 , 2009 and 2008 federal figeals, were 4.0% , 3.3% and 2.5% ,
respectively.

Return of Title IV Funds

An institution participating in Title IV programsumst correctly calculate the amount of unearne& Tl program funds that have been
disbursed to students who withdraw from their etiooal programs before completion and must rethasé unearned funds in a timely
manner, generally within 45 days of the date th@etdetermines that the student has withdrawn.ddbépartment regulations, failure to
make timely returns of Title IV program funds fé¥%r more of students sampled on the institutiantsual compliance audit in either of its
two most recently completed fiscal years can raatthie institution having to post a letter of dtéd an amount equal to 25% of its required
Title IV returns during its most recently compleféstal year. If unearned funds are not properlgudated and returned in a timely manner, ar
institution is also subject to monetary liabilitiesan action to impose a fine or to limit, suspenderminate its participation in Title IV
programs. For the years ended December 31, 2012Gd, the Company's institutions did not excéed3% threshold for late refunds
sampled.

Financial Responsibility

The Department calculates an institution's compasibre for financial responsibility based onik®{uity ratio, which measures the
institution's capital resources, ability to borrand financial viability; (ii) primary reserve ratizzhich measures the institution's ability to
support current operations from expendable ressuerd (iii) net income ratio, which measures tisdifution's ability to operate at a profit.
institution that does not meet the Department'srmim composite score may demonstrate its finamegdonsibility by posting a letter of
credit in favor of the Department and possibly atiog other conditions on its participation in fhiéle IV programs.

For the fiscal year ended December 31, 2011 , Astiord University and University of the Rockiedatdated a composite score of 3.0,
in each case satisfying the composite score remeiné of the Department's financial responsibilggtt which institutions must satisfy in order
to participate in Title IV programs. The Companyeats the composite scores for Ashford Universilyy dniversity of the Rockies both to
remain at 3.0 for the year ended December 31, 26iRvever, this is subject to determination by Erepartment once it receives and reviews
the Company's audited financial statements foyydas ended December 31, 2012 .

19. Retirement Plans

The Company maintains an employee savings plargtradifies as a deferred salary arrangement uneletidh 401 (k) of the Internal
Revenue Code. Under the savings plan, participaingloyees may contribute a portion of their predarnings up to the Internal Revenue
Service annual contribution limit. Additionally,dfCompany may elect to make matching contributinttsthe savings plan in its sole
discretion. The Company's total expense relatédea@01(k) plan was $3.3 million , $2.2 million atl.2 million for the years ended
December 31, 2012, 2011 and 2010 , respectively.

20. Commitments and Contingencies

From time to time, the Company is a party to vasitawsuits, claims and other legal proceedingsahae in the ordinary course of
business. When the Company becomes aware of a otgdotential claim, it assesses the likelihooduy loss or exposure. If it is probable 1
a loss will result and the amount of the loss camdasonably estimated, the Company records &itafor the loss. If the loss is not probable
or the amount of the loss cannot be reasonablmatgd, the Company discloses the nature of thefgpelaim if the likelihood of a potential
loss is reasonably possible and the amount invdlvethterial. Below is a list of material legal peedings to which the Company or its
subsidiaries is a party.

Compliance Audit by the Department's Office of thespector General (“OIG”)

In January 2011, Ashford University received alfemadit report from the OIG regarding the compliameidit commenced in May 2008
and covering the period July 1, 2006 through Juhe807. The audit covered Ashford University's amdstration of Title IV program funds,
including compliance with regulations governingtitigional and student eligibility, awards and diskements of Title IV program funds,
verification of awards and returns of unearned fuddring that period, and its compensation of fai@raid and recruiting personnel during the
period May 10, 2005 through June 30, 2009.
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The final audit report contained audit findingseach case for the period July 1, 2006 through 3002007, which are applicable to
award year 2006-2007. Each finding was accompanjezhe or more recommendations to the Departm@ifiise of Federal Student Aid
(“FSA". If the FSA were to determine to assessanatary liability or commence other administrataaion, Ashford University would have
an opportunity to contest the assessment or propasten through administrative proceedings, whit tight to seek review of any final
administrative action in the federal courts.

lowa Attorney General Civil Investigation of AshfdrUniversity

In February 2011, Ashford University received frtime Attorney General of the State of lowa (“lowdokhey General”) a Civil
Investigative Demand and Notice of Intent to Prac€€ID") relating to the lowa Attorney Generaltsvestigation of whether certain of the
university's business practices comply with lowastoner laws. Pursuant to the CID, the lowa Attor@eyeral has requested documents anc
detailed information for the time period Januar2Q08 to present. Ashford University is cooperatirith the investigation and cannot predict
the eventual scope, duration or outcome of thesitigation at this time.

New York Attorney General Investigation of Bridgejpd Education, Inc.

In May 2011, the Company received from the Attor@mneral of the State of New York (“NY Attorney &eal”) a Subpoena relating to
the NY Attorney General's investigation of whettier Company and its academic institutions have ¢iechvith certain New York state
consumer protection, securities and finance lawssint to the Subpoena, the NY Attorney Genemrbquested from the Company and its
academic institutions documents and detailed inédion for the time period March 17, 2005 to pres&éhe Company is cooperating with the
investigation and cannot predict the eventual scdpetion or outcome of the investigation at thise.

North Carolina Attorney General Investigation of Aford University

In September 2011, Ashford University received frini@ Attorney General of the State of North CamfNC Attorney General”) an
Investigative Demand relating to the NC Attorneyn&ml's investigation of whether the universityisibess practices complied with North
Carolina consumer protection law. Pursuant to tivedtigative Demand, the NC Attorney General hgaested from Ashford University
documents and detailed information for the timeqeedanuary 1, 2008 to present. Ashford Univerisityooperating with the investigation and
cannot predict the eventual scope, duration oraraécof the investigation at this time.

California Attorney General Investigation of For-Rifit Educational Institutions

In January 2013, the Company received from therA#tp General of the State of California (“CA AttesnGeneral”) an Investigative
Subpoena relating to the CA Attorney General'sstigation of for-profit educational institutionsufBuant to the Investigative Subpoena, the
CA Attorney General has requested documents amil@ttinformation for the time period March 1, 2a0%resent. The Company is
evaluating the Investigative Subpoena and inteod®mply with the Attorney General's request. Tloengany cannot predict the eventual
scope, duration or outcome of the investigatiothigttime.

Stevens v. Bridgepoint Education, In

In February 2011, the Company received a copyaniaplaint filed as a class action lawsuit naming @ompany, Ashford
University, LLC, and certain employees as defernglartte complaint was filed in the Superior Courthaf State of California in San Diego ¢
was captioned Stevens v. Bridgepoint Education, The complaint generally alleged that the plaistéind similarly situated employees were
improperly denied certain wage and hour protectiomder California law.

In April 2011, the Company received a copy of a ptaimt filed as a class action lawsuit naming tleenpany and Ashford
University, LLC, as defendants. The complaint wikslfin the Superior Court of the State of Califierin San Diego, and was captioned
Moore v. Ashford University, LLC. The complaint geally alleged that the plaintiff and similarly\sitted employees were improperly denied
certain wage and hour protections under Califolaia

In May 2011, the Company received a copy of a campfiled as a class action lawsuit naming the @any as a defendant. The
complaint was filed in the Superior Court of thatBtof California in San Diego on May 6,2011, arasw
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captioned Sanchez v. Bridgepoint Education, In@ @tmplaint generally alleged that the plaintifl @milarly situated employees were
improperly denied certain wage and hour protectiomder California law.

In October 2011, the above named cases were cdagadi because they involved common questions bafatlaw, with Stevens v.
Bridgepoint Education, Inc. designated as the tees.

In April 2012, the Company entered into a settlenagmeement with the plaintiffs of the above naroaskes to settle the claims on a class
wide basis. Under the terms of the settlement agee¢ the Company agreed to pay an amount to sledtlplaintiffs’ claims, plus any related
payroll taxes. The Company accrued a $10.8 miigpense in connection with the settlement agreechaing the year ending December 31,
2012. On August 24, 2012, the Court granted fippraval of the class action settlement and entarftial judgment in accordance with the
terms of the settlement agreement. This settlemastpaid out prior to December 31, 2012.

Securities Class Actiol

On July 13, 2012, a securities class action complaas filed in the U.S. District Court for the Slo@rn District of California by Donald
K. Franke naming the Company, Andrew Clark, DaBieVvine and Jane McAuliffe as defendants for allégethking false and materially
misleading statements regarding the Company's éssiand financial results, specifically the conoealt of accreditation problems at Ashford
University. The complaint asserts a putative cfessod stemming from May 3, 2011 to July 6, 201Zubstantially similar complaint was a
filed in the same court by Luke Sacharczyk on ddly2012 making similar allegations against the gany, Andrew Clark and Daniel Devir
The Sacharczyk complaint asserts a putative classdstemming from May 3, 2011 to July 12, 201iRaky, on July 26, 2012, another
purported securities class action complaint waslfih the same court by David Stein against theesdefendants based upon the same gener:
set of allegations and class period. The complailiége violations of Sections 10(b) and 20(a)ef Becurities Exchange Act of 1934 and F
10b-5 promulgated thereunder and seek unspecifatktary relief, interest, and attorneys’ fees.

On October 22, 2012, the Sacharczyk and Steinrecti@re consolidated with the Franke action andCibirt appointed the City of
Atlanta General Employees Pension Fund and the Steasnlocal 677 Health Services & Insurance Pldea plaintiffs. A consolidated
complaint was filed on December 21, 2012. The Cawpiatends to vigorously defend against the codsdéid action and filed a motion to
dismiss on February 19, 2013.

Shareholder Derivative Actiol

On July 24, 2012, a shareholder derivative complaas filed in California Superior Court by Alonkéartinez. In the complaint, the
plaintiff asserts a derivative claim on the Compatehalf against certain of its current and foroféicers and directors. The complaint is
entitled Martinez v. Clark, et al., and generallgges that the individual defendants breached fithiciary duties of candor, good faith and
loyalty, wasted corporate assets and were unjestiiched. The complaint seeks unspecified mone#igf and disgorgement on behalf of the
Company, as well as other equitable relief andegigs’ fees. On September 28, 2012, a substaniaiiyar shareholder derivative complaint
was filed in California Superior Court by David Agb-Laroche. In the complaint, the plaintiff asseatderivative claim on the Company's
behalf against certain of its current and formdicefs and directors. The complaint is entitled hdsLaroche v. Clark, et al, and generally
alleges that the individual defendants breacheid fideiciary duties of candor, good faith and Iayalwasted corporate assets and were unjust
enriched.

On October 11, 2012, the Adolph-Laroche action eassolidated with the Clark action and the cas®ig entitledin re Bridgepoint,
Inc. Shareholder Derivative Actic. A consolidate complaint was filed on December2(8,2. The defendants filed a motion to stay tleeca
while the underlying securities class action isgieg. A hearing on the motion to stay is scheddidedApril 5, 2013.

Guzman v. Bridgepoint Education, Inc.

In January 2011, Betty Guzman filed a class addarsuit against the Company, Ashford University &hrdversity of the Rockies in the
U.S. District Court for the Southern District of lfarnia. The complaint is entitleGuzman v. Bridgepoint Education, Inc., ef ahd alleges
that the defendants engaged in misrepresentatwother unlawful behavior in their efforts
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to recruit and retain students. The complaint asseputative class period of March 1, 2005 throtinghpresent. In March 2011, the defendant:
filed a motion to dismiss the complaint, which vgaanted by the Court with leave to amend in Oct@drl.

In January 2012, the plaintiff filed a first amedd®mmplaint asserting similar claims and the salagsqeriod, and the defendants filed
another motion to dismiss. In May 2012, the Couahted the University of the Rockies' motion tondiiss and granted in part and denied in
part the motion to dismiss filed by the Company Astiford University. The Court also granted thergl leave to file a second amended
complaint. In August 2012, the plaintiff filed aceed amended complaint asserting similar claimsthadame class period. The second
amended complaint seeks unspecified monetary relijorgement of all profits, various other edpigarelief, and attorneys' fees. The
defendants filed a motion to strike portions of seeond amended complaint, which was granted ingpar denied in part. The lawsuit is
proceeding to discovery.

The Company believes the lawsuit is without merid atends to vigorously defend against it. Howebecause of the many questions o
fact and law that may arise, the outcome of thiall@roceeding is uncertain at this point. Basethennformation available to the Company at
present, it cannot reasonably estimate a rangeseffbr this action and accordingly has not accamdliability associated with this action.

Qui Tam Complaints

In December 2012, the Company received noticettieat).S. Department of Justice had declined tovetee in agui tamcomplaint filed
in the U.S. District Court for the Southern Distri¢ California by Ryan Ferguson and Mark T. Pacheeder the Federal False Claims Act on
March 10, 2011 and unsealed on December 26, 20%2case is entitlednited States of America, ex rel., Ryan Fergusahhark T. Pachec
v. Bridgepoint Education, Inc., Ashford Universityd University of the RockieShequi tamcomplaint alleges, among other things, that since
March 10, 2005, the Company caused its institutiéstiford University and University of the Rocki¢s, violate the Federal False Claims Act
by falsely certifying to the U.S. Department of Edtion that the institutions were in compliancehwiirious regulations governing the Title
programs, including those that require complianith federal rules regarding the payment of incemttompensation to enroliment personnel,
student disclosures, and misrepresentation in atiomewith the institutions' participation in thél€ IV programs.

In January 2013, the Company received notice teatitS. Department of Justice had declined tovetes in aqui tamcomplaint filed in
the U.S. District Court for the Southern Distri€¢t@alifornia by James Carter and Roger Lengyel uttte Federal False Claims Act on July 2,
2010 and unsealed on January 2, 2013. The casétlecUnited States of America, ex rel., James Carter Rader Lengyel v. Bridgepoint
Education, Inc., Ashford Universi. Thequi tamcomplaint alleges, among other things, that sineedd 2005, the Company and Ashford
University have violated the Federal False Clainaslay falsely certifying to the U.S. Departmentgfucation that Ashford University was in
compliance with federal rules regarding the paynoémicentive compensation to enroliment persoimebnnection with the institution's
participation in Title IV programs.

Each of the complaints seek significant damageslties and other relief. The Company is curreatigluating the complaints and
intends to vigorously defend against the allegatiget forth in each complaint.

Employee Class Action

On October 24, 2012, a class action complaint vled in California Superior Court by former empleyklarla Montano naming the
Company and Ashford University as defendants. Bse ¢s entitledlarla Montano v. Bridgepoint Education and Ashfaidiversity. The
complaint asserts a putative class consisting ofiéo employees who were terminated in January 2082July 2012 as a result of a mass
layoff, relocation or termination and alleges ttiegt defendants failed to comply with the notice pagment provisions of the California
WARN Act. A substantially similar complaint, en&t Dilts v. Bridgepoint Education and Ashford Univéysiwas also filed in the same court
on the same day by Austin Dilts making similar géidons and asserting the same putative classcdiglaints seek back pay, the cost of
benefits, penalties and interest on behalf of ttative class members, as well as other equitatilef and attorneys' fees.
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The Company and Ashford University are currentlgleating these actions and intend to vigorouslgdéfagainst them. On January 25,
2013, the Company filed motions to compel bindirtgteation with the court, which are currently pérgl

21. Concentration of Risk
Concentration of Revenue

In 2012 , Ashford University derived 86.4% and thaversity of the Rockies derived 87.3% of thespective revenues (in each case
calculated on a cash basis in accordance withegipé Department regulations) from Title IV progsarSee Note 18, “Regulatory-The
“90/10” Rule.” Title IV programs are subject to political and bathlgy considerations and are subject to extensidecamplex regulations. Tl
Company's administration of these programs is garédly reviewed by various regulatory agenciesy Aegulatory violation could be the ba
for the initiation of potentially adverse actiomgluding a suspension, limitation, or terminatisogeeding, which could have a material
adverse effect on the Company's enrollments, reaeand results of operations.

Students obtain access to federal student finaaaahrough a Department prescribed applicatiaheaigibility certification process.
Student financial aid funds are generally madelabbs to students at prescribed intervals througtioir expected length of study. Students
typically apply the funds received from the feddnahncial aid programs first to pay their tuitiand fees. Any remaining funds are distributed
directly to the student.

Concentration of Credit Risk

The Company maintains its cash and cash equivadeotsunts in financial institutions. Accounts agé institutions are insured by the
Federal Deposit Insurance Corporation (FDIC) u$260,000 . The Company performs ongoing evaluatdnisese institutions to limit its
concentrations risk exposure.

Concentration of Sources of Supply

The Company is dependent on a third party provigieits online platform, which includes a learnim@nagement system, which stores,
manages and delivers course content, enables as=iguiploading, provides interactive communicabetween students and faculty and
supplies online assessment tools. The partial mpdete loss of this source may have an adversetaffeenrollments, revenues and results of
operations.

22. Quarterly Results of Operations (Unaudited)

The following tables set forth unaudited result®pérations and certain operating data for eachti@uduring 2012 and 2011 . The
Company believes that the information reflectsadjustments necessary to present fairly the infaondelow. Basic and diluted earnings per
common share are computed independently for eattreajuarters presented. Therefore, the sum ofephabasic and diluted per common
share information may not equal annual basic aludedi earnings per common share.

First Second Third Fourth
Quarter Quarter Quarter Quarter
(In thousands, except per share data)
2012
Revenue $ 250,43 $ 256,30 $ 252,07t $ 209,35t
Operating income 50,62¢ 68,78: 47,10¢ 28,94«
Net income 31,97: 43,25¢ 29,82( 18,37:
Earnings per common share:
Basic $ 061 $ 08z $ 05€ $ 0.34
Diluted 0.57 0.77 0.5z 0.3t
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First Second Third Fourth
Quarter Quarter Quarter Quarter
(In thousands, except per share data)
2011
Revenue $ 22943. $ 239,88 $ 242,77. $ 221,26t
Operating income 86,11 82,54¢ 69,77 35,31
Net income 53,91¢ 52,14¢ 43,81 22,88t
Earnings per common share:
Basic $ 1.0z $ 0.9¢ ¢ 0.8t % 0.44
Diluted 0.9z 0.9C 0.7¢ 0.41

Effective in the fourth quarter of 2012 , the Companade changes in the presentation of its opgratipenses. The Company
determined that these changes would better refidostry practices and would provide more meanihigformation as well as increased
transparency to its operations. The Company bdi@geexpenses as reclassified better represenprational changes and the business
initiatives that have been implemented. The Compgesyreclassified prior periods to conform to tee mpresentation.

Additionally, we identified an out of period adjostnt for bad debt expense related to the agingiofocounts receivable, which should

have been recognized during the year ended Dece3ib@012. We evaluated the cumulative impact isfdh prior periods and concluded to

revise our previously issued financial statememt®flect the impact of this correction. Througrstievision, we increased and corrected bad

debt expense by a total of $7.2 million (pre-taxjhe fiscal year ended December 31, 2012. The atadu the tables above are reflective of

this revision and its impact on the Company's cbhaated statement of income data for the quarteelffods during the year ended December

31, 2012. For additional information, see also NhtesSummary of Significant Accounting Policies eWsion of Previously Issued Financial

Statements.”

The following table depicts the Company's operairgenses as previously reported, as well as diynextlassified and revised, on its
condensed consolidated statements of income fdr @abe three months periods noted below (in thads):

June 30, September 30, December 31,

March 31, 2012 2012 2012 2012
Instructional costs and services (as reported) $ 68,47 $ 65,39" $ 75,69¢ $ 105,87!
Impact of reclassification 14,02¢ 13,13( 12,67 —
Instructional costs and services (as reclassified) 82,50( 78,52t 88,37 105,87"
Impact of bad debt revision 1,72¢ 6,75¢ 2,61z (3,84))
Instructional costs and services (as reclassifietravised) 84,22¢ 85,27¢ 90,98¢ 102,03:
Admissions advisory and marketing (as reported) 80,06: 78,60¢ 90,29: 65,23¢
Impact of reclassification 9,97¢ 8,58¢ 6,44: —
Admissions advisory and marketing (as reclassified) 90,04: 87,19 96,73« 65,23¢
General and administrative (as reported) 49,54¢ 36,76 36,36¢ 13,13¢
Impact of reclassification (24,009 (21,71¢) (19,119 —
General and administrative (as reclassified) 25,54: 15,04 17,24 13,13¢
Total costs and expenses (as reclassifiedeuised) $ 199,80¢  $ 187,52(  $ 20496 $ 180,41.

The table below represents the impact of the rewisn the Company's consolidated balance sheetdathDecember 31, 2012, the
consolidated statement of income data and congetidash flow data for the year ended Decembe2@112, as well as the impact on the
quarterly periods during the year ended Decembg2@12. There was no impact to the total cash
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flows from operating activities in any of the peatsopresented due to the revision. The followindetédbpresented in thousands, except per
data:

As Reported  As Revised As Reported As Revised  As Reported As Revised As Reported As Revised

Consolidated balance sheet data: March 31, 2012 June 30, 2012 September 30, 2012 December 31, 2012

Accounts receivable, net $ 92850 $ 91,12 $ 9961 $ 91,13¢ $ 111,01 $ 99,91¢ $ 75177 $ 67,920
Deferred income taxes N/A N/A N/A N/A N/A N/A $ 8,22 $ 10,93¢
Total current assets $ 442,890 $ 441,16¢ $ 468,24: $ 459,76 $ 463,60t $ 452,51! $ 496,14 $ 491,60!
Total assets $ 684,17. $ 68244 $ 73159 $ 723,11¢ $ 747,190 $ 736,09¢ $ 75532¢ $ 750,78
Accrued liabilities $ 6740¢ $ 66,75 $ 57,85¢ $ 54,65( $ 56,60¢ $ 52,318 N/A N/A
Total current liabilities $ 261,22¢ $ 260,57 $ 251,22( $ 248,01 $ 236,12: $ 231,92 N/A N/A
Total liabilities $ 289,95( $ 289,29 $ 28254: $ 279,33 $ 269,76: $ 265,56 N/A N/A
Retained earnings $ 384,21t $ 383,14 $ 431,67t $ 426,40t $ 463,12: $ 456,22 $ 479,24 $ 474,59
Total stockholders’ equity $ 394,22 $ 393,15 $ 449,05¢ $ 443,78t $ 477,42¢ $ 470,53 $ 496,110 $ 491,57(
Total liabilities and stockholders’ equity $ 684,17 $ 682,44 $ 73159 $ 723,11 $ 747,190 $ 736,09¢ $ 75532¢ $ 750,78

Three Months Ended

Consolidated statement of income data: March 31, 2012 June 30, 2012 September 30, 2012 December 31, 2012

Instructional costs and servic8s $ 82500 $ 84,22 $ 78528 $ 8527¢ $ 8837 $ 90,98t $ 10587 $ 102,03
Total costs and expenses $ 198,08¢ $ 199,80t $ 180,76t $ 187,52 $ 20235: $ 204,96 $ 184,25. $ 180,41:
Operating income $ 5235 $ 50,62 $ 7553t $ 68,78 $ 49,72 $ 47,10¢ $ 25100 $ 28,94
Income before income taxes $ 5303 $ 51,31 $ 76,39C $ 69,63 $ 5067 $ 48,06« $ 2598 $ 29,82
Income tax expense $ 1999 $ 19,34 $ 2893 $ 26,37¢ $ 19230 $ 18,24/ $ 9,96: $ 11,45(
Net income $ 3304 $ 31,97 $ 4745¢ $  43,25¢ $ 3144 $ 29,82 $ 16,01¢ $ 18,37
Earnings per share:

Basic $ 064 $ 0.61 $ 09C $ 0.82 $ 05¢ $ 0.5€ $ 03C $ 0.3¢4

Diluted $ 05¢ $ 0.57 $ 08 % 0.77 $ 0.5¢ $ 0.5: $ 02¢ $ 0.3¢

Year to Date Period Ended

Consolidated statement of income data: March 31, 2012 June 30, 2012 September 30, 2012 December 31, 2012
Instructional costs and servicés $ 82500 $ 84,22 $ 161,028 $ 169,50 $ 249,39%¢ $ 260,48 $ 35527. $ 362,52
Total costs and expenses $ 198,08¢ $ 199,80¢ $ 378,85( $ 387,32 $ 581,200 $ 592,29 $ 76545 $ 772,70
Operating income $ 5235 $ 50,62 $ 127,88 $ 119,41 $ 177,61 $ 166,52( $ 202,71. $ 195,46«
Income before income taxes $ 5303 $ 51,31 $ 129,42t $ 120,94¢ $ 180,100 $ 169,01 $ 206,08¢ $ 198,83
Income tax expense $ 19,99 $ 19,34 $ 48,927 $ 4571¢ $ 68,15¢ $ 63,96 $ 7812: $ 7541
Net income $ 3304 $ 3197 $ 8049 $ 75,22 $ 111,94. $ 105,04¢ $ 127,96 $ 123/42:
Earnings per share:

Basic $ 064 $ 0.61 $ 154 % 1.44 $ 21: % 2.0C $ 24z % 2.3

Diluted $ 05¢ % 0.57 $ 142 3 1.3¢ $ 200 $ 1.87 $ 22¢ % 2.21
Consolidated statement of cash flow data:
Net income $ 3304 $ 31,97 $ 8049 $ 75,22 $ 111,94 $ 105,04¢ $ 127,96 $ 12342
Provision for bad debts $ 1494t $ 16,66¢ $ 24920 $ 3340 $ 41,327 $ 52,41¢ $ 66,44 $ 73,69¢
Deferred income taxes N/A N/A N/A N/A N/A N/A $ (7269 $ (9,979
Accounts payable and accrued liabilites $ 27,508 $ 26,85 $ 21,700 $ 18,49 $ 2355¢ $ 19,360 N/A N/A

(1) The amounts in the “As Reported” column fortinstional costs and services above reflect reifladsamounts for each respective period.
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23. Subsequent Events
California Attorney General Investigation of For-Rifit Educational Institutions

On January 10, 2013, the Company received fronittieney General of the State of California (“CAténey General”an Investigativ
Subpoena relating to the CA Attorney General'sstigation of for-profit educational institutionsufBuant to the Investigative Subpoena, the
CA Attorney General has requested documents amd@ttinformation for the time period March 1, 20@®present. The Company is
evaluating the Investigative Subpoena and intend®mply with the CA Attorney General's requeste TTompany cannot predict the eventual
scope, duration or outcome of the investigatiothigttime.

Notification from HLC regarding accreditation statsifor Ashford University

On February 27, 2013, Ashford University receivddteer from HLC stating that on February 21, 2818 university was placed on
Notice due to concerns about its capacity to meetyrevised criteria for accreditation that becagffective January 2013 and its current-
compliance with HLC's substantial presence pokey. additional information, see Note 18, “Regoitgt"
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Item 9. Changes in and Disagreements With Accountasion Accounting and Financial Disclosure.
None.

Item 9A. Controls and Procedures.

Evaluation of Disclosure Controls and Procedures

Our disclosure controls and procedures are designedsure that information required to be disaldsg us in reports that we file or
submit under the Securities Exchange Act of 1984mended (the “Exchange Act”), is recorded, preeéssummarized and reported within
the time periods specified in the SEC's rules anch$. Disclosure controls and procedures includioat limitation, controls and procedures
designed to ensure that information required tdibelosed by us in reports we file or submit unitier Exchange Act is accumulated and
communicated to our management, including our praiexecutive officer and principal financial aféir, or persons performing similar
functions, as appropriate to allow timely decisioegarding required disclosure.

Under the supervision and with the participatiomof management, including the chief executiveceffiand the chief financial officer,
we carried out an evaluation of the effectivendsb®design and operation of our disclosure cdsitnad procedures, as defined in Rule 13a-1
(e) under the Exchange Act, as of the end of thi@geovered by this report. At the time that oumAial Report on Form 10-K for the year
ended December 31, 2012 was filed on March 12, 20i3CEO and CFO concluded that our disclosurérotsnand procedures were effect
as of December 31, 2012. Subsequent to that di@yaur CEO and CFO concluded that our disclosordrols and procedures were not
effective as of December 31, 2012 because of therirahweakness in our internal control over finahceporting described below.

Notwithstanding the material weakness describdolhenanagement, based upon the substantial wafkrpged during the revision process,
has concluded that the Company's consolidateddiabstatements for the periods covered by andidedd in this Annual Report on Form 10-
K/A are fairly stated in all material respects gtardance with generally accepted accounting lesiin the United States of America for
each of the periods presented herein.

Restated Management's Report on Internal Control Oer Financial Reporting

Management is responsible for establishing and taiaimg adequate internal control over financiglaking, as such term is defined in
Exchange Act Rule 13a-15(f). Our internal contre¢iofinancial reporting includes those policies andcedures that (i) pertain to the
maintenance of records that, in reasonable detxlrately and fairly reflect the transactions disghositions of our assets; (ii) provide
reasonable assurance that transactions are recasdezgtessary to permit preparation of financakestents in accordance with generally
accepted accounting principles, and that our réseipd expenditures are being made only in accoedaith authorizations of our managen
and directors; and (iii) provide reasonable asstgangarding prevention or timely detection of uhatized acquisition, use, or disposition of
our assets that could have a material effect orfioancial statements.

Internal control over financial reporting is a pess designed by, or under the supervision of, &® @nd CFO, or persons performing
similar functions, and effected by the Companyardmf directors, management and other personrgbtgide reasonable assurance regardin
the reliability of financial reporting and the pegption of financial statements prepared for extieparposes in accordance with GAAP.
Because of its inherent limitations, internal cohtiver financial reporting may not prevent or @¢taisstatements. Also, projections of any
evaluation of effectiveness to future periods agject to the risk that controls may become inadegjbecause of changes in conditions, or
the degree of compliance with the policies or pdoces may deteriorate.

Management of the Company has assessed the effeetis of the Company's internal control over fir@meporting as of December 31,
2012, based on the frameworklimiernal Control-Integrated Framewoiksued by the Committee of Sponsoring Organizatidrise Treadwa
Commission (“COSO”). A material weakness is a deficy, or a combination of deficiencies, in intdroantrol over financial reporting, such
that there is a reasonable possibility that a natarisstatement of the Company's annual or intdim@ancial statements will not be prevented
or detected on a timely basis. In connection wilhagement's assessment of our internal controlfmasrcial reporting, management has
identified control deficiencies that constitutethaterial weakness in our internal control overfiicial reporting as of December 31, 2012, as
described below.

We have concluded that there is a material weakindagernal control over financial reporting, as @id not maintain effective internal
controls over the accounting for accounts recea®pecifically, we determined 1) that the prodes&stimating the allowance for doubtful
accounts in 2012 was not designed to appropriateblyrporate all relevant qualitative factors andh@t accounts receivable aging was not
correct. These control deficiencies resulted inrehwasion of the Company's consolidated finandiatesnents for the year ended December 31,
2012 and each of the interim periods during
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fiscal year 2012 related to the accounting forvhieiation of the Company's accounts receivable h@e performed procedures over the
estimate for the allowance for doubtful accountsalidate the amount of the revision. We believehaee corrected the financial accounting
effects of these items, which resulted in an immi@téncrease in bad debt expense for the yearc&Bdeember 31, 2012 and each of the
interim periods in fiscal year 2012. Managementdetermined these control deficiencies could raéauttisstatements of the aforementioned
accounts and disclosures that would result in @&rizimisstatement of the consolidated financialeshents that would not be prevented or
detected. Accordingly, management has determiretdotlr disclosure controls and procedures andnateontrol over financial reporting we
not effective as of December 31, 2012. We haveseglvour consolidated financial statements for trar ynded December 31, 2012 and ea
the interim periods in fiscal year 2012, relatedhi® accounting for the allowance for doubtful acus.

In Management's Report on Internal Control OverRaial Reporting included in our original Annualg®et on Form 10-K for the year
ended December 31, 2012, our management, incladin@EO and CFO, concluded that we maintained &ffeinternal control over financi
reporting as of December 31, 2012. Managementuitzaseguently concluded that the material weakneswitled above existed as of
December 31, 2012. As a result, we have conclutkgdite did not maintain effective internal contekr financial reporting as of December
31, 2012, based on the criteria in Internal Corlineégrated Framework issued by the COSO. Accaolgjrmanagement has restated its report
on internal control over financial reporting.

The effectiveness of the Company's internal cormtver financial reporting as of December 31, 2042 been audited by
PricewaterhouseCoopers LLP, an independent registmiblic accounting firm, as stated in their répdrich appears herein.

Remediation Plar

We are committed to remediating the control deficies that constitute the material weakness byemphting changes to our internal
control over financial reporting. Our Chief FinaaicDfficer is responsible for implementing changad improvements in the internal control
over financial reporting and for remediating thatrol deficiencies that gave rise to the materiadlness.

We have begun taking steps and plan to take additineasures to remediate the underlying causth® ahaterial weakness, primarily
through making improvements in the accounting pgses, including additional oversight and revievd performing additional analytical
procedures. We believe these measures will remeethiatcontrol deficiencies. However, we have notgleted all of the corrective processes,
procedures and related evaluation or remediatianviie believe are necessary. As we continue taiatabnd work to remediate the material
weakness, we may determine to take additional nmesda address the control deficiencies.

Changes in Internal Control Over Financial Reporting

There were no changes in our internal control dwancial reporting during the quarter ended Decendd, 2012, that have materially
affected, or are reasonably likely to materiallieaf, our internal control over financial reporting

Item 9B. Other Information.

None.
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PART III
Item 10. Directors, Executive Officers and Corpora¢ Governance.
See Part |, Item 1, “Business-Executive Officershef Registrant,” which information is incorporategtein by reference.

The information required by this item regarding directors and corporate governance matters isidiecl under the captions “Proposal 1
Election of Directors” and “Corporate Governanag'thie Proxy Statement for the 2013 Annual Meetih§tockholders to be filed with the
SEC within 120 days after the end of the fiscalrymaled December 31, 2012 (the “2013 Proxy Stat&)nemd is incorporated herein by
reference. The information required by this itemgareling delinquent filers pursuant to Item 405 efjRlation S-K is included under the
heading “Section 16(a) Beneficial Ownership RepgriCompliance” in the 2013 Proxy Statement anddsriporated herein by reference.

Item 11. Executive Compensation.

The information required by this item is includetter the captions “Corporate Governance-Directanfensation” and “Executive
Compensation” in the 2013 Proxy Statement and paated herein by reference.

Item 12. Security Ownership of Certain Beneficial @Qvners and Management and Related Stockholder Mattet

The information required by this item is includetter the captions “Security Ownership of Certaim&ial Owners and Management”
in the 2013 Proxy Statement and is incorporatedihday reference.

Item 13. Certain Relationships and Related Transadns, and Director Independence.

The information required by this item is includatter the captions “Certain Relationships and Rdl@tansactions” and “Corporate
Governance-Director Independence” in the 2013 P&tayement and is incorporated herein by reference.

Item 14. Principal Accounting Fees and Services.

The information required by this item is includetter the caption “Proposal 2-Ratification of Indegent Registered Public Accounting
Firm” in the 2013 Proxy Statement and is incorpeddterein by reference.
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PART IV
Item 15. Exhibits, Financial Statement Schedules.
(8) The following documents are included as pathis Annual Report on Form 10-K/A:

(1) Financial Statements.

Report of Independent Registered Public Accounfiinm
Consolidated Balance Sheets

Consolidated Statements of Income

Consolidated Statements of Comprehensive Income
Consolidated Statements of Stockholders' Equity
Consolidated Statements of Cash Flows

Notes to Annual Consolidated Financial Statements

BN RER
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(2) Financial Statement Schedules.

All financial statement schedules have been omitethey are not required, not applicable, or éygiired information is otherwise

included.
(3) Exhibits.
Filed Incorporated by Exhibit
Exhibit Description of Document Herewith Reference Form No. Date Filed
Acquisition Agreements
2.1 Purchase and Sale Agreement dated December 3, 20@Mhended, X S-1 2.1  February 17, 2009

among The Franciscan University of the Prairies,Sksters of
St. Francis and the registrant.

2.2 Asset Purchase and Sale Agreement dated Septe2)2007 between X S-1 2.2 February 17, 2009
the Colorado School of Professional Psychologythedegistrant.

Charter Documents and Instruments Defining Rights 6 Security

Holders
3.1 Fifth Amended and Restated Certificate of Incorfiora X 10-Q 3.1 May 21, 2009
3.2 Second Amended and Restated Bylaws. X S-1 3.4  March 20, 2009
4.1 Specimen of Stock Certificate. X S-1 4.1  March 30, 2009
4.2 Second Amended and Restated Registration Rightsetggnt dated X S-1 4.4  September 4, 2009
August 26, 2009 among the registrant and the gtbesons named
therein.
Employee Benefit Plans
10.1 *  Amended and Restated 2005 Stock Incentive Plan. X S-1 10.1 December 22, 2008
10.z * 2005 Stock Incentive Plan-Form of Stock Optiogréement and Notice X S-1 10.z  February 17, 2009
of Option Grant for Founders.
10.2 * 2005 Stock Incentive Plan-Form of Stock Optiogréement and Notice X S-1 10.2  February 17, 2009

of Option Grant for Charlene Dackerman, Jane MdfgjIRoss
Woodard and other non-executive employees.
10.£ * 2005 Stock Incentive Plan-Form of Stock Optiogréement and Notice X S-1 10.£  February 17, 2009
of Option Grant for Andrew S. Clark, Daniel J. Da®j Rodney T.
Sheng and Christopher L. Spohn.

10.E * 2005 Stock Incentive Plan-Form of Stock Optiogréement and Notice X S-1 10.1Z  February 17, 2009
of Option Grant for Robert Hartman.
10.€ *  Amended and Restated 2005 Stock Incentive PtamFof Stock Option X 8-K 10.1:  January 12, 2010

Agreement and Notice of Option Grant for Charlersek®rman, Jane
McAuliffe, Ross Woodard and other non-executive kyges.

10.7 *  Amended and Restated 2005 Stock Incentive PtamFof Stock Option X 8-K 10.1¢ January 12, 2010
Agreement and Notice of Option Grant for AndrevwCsark, Daniel J.
Devine, Rodney T. Sheng and Christopher L. Spohn.

10.6 * Amended and Restated 2005 Stock Incentive Plare#dment to Stock X S-1 10.3¢  March 30, 2009
Option Award

113




Incorporated by Exhibit
Exhibit Description of Document Reference Form No. Date Filed
10.¢ Amended and Restated 2009 Stock Incentive Plan. X S-1 10.5  April 1, 2009

10.1¢( Amended and Restated 2009 Stock Incentive PamFof Nonstatutory X S-8 99./  May 13, 2009
Stock Option Agreement for Executives and Senionddgement.

10.11 Amended and Restated 2009 Stock Option PlarrmFd Nonstatutory X 10-Q 10.2 May 3, 2011
Stock Option Agreement (effective March 2011).

10.12 Amended and Restated 2009 Stock Incentive PtamFof Incentive X S-8 99.t  May 13, 2009
Stock Option Agreement for Executives and Seniondg@ment.

10.1¢ 2009 Stock Incentive Plan - Form of RestrictédcR Unit Award X 8-K 99.1  June 27, 2011
Agreement (Deferred Settlement).

10.1¢ 2009 Stock Incentive Plan - Form of Restrictedc® Unit Award X 8-K 99.z  June 27, 2011
Agreement (General).

10.1¢ Form of Non-Plan Stock Option Agreement X S-8 99.¢ May 13, 2009

10.1¢ Form of Compensatory Warrant Agreement. X S-1 4.1  March 20, 2009

10.1% Amended and Restated Employee Stock Purchase Pla X 8-K 99.1 March 22, 2010

10.1¢ Bridgepoint Education Nonqualified Deferred Cagngation Plan X 10-Q 10.7 May 3, 2010
Agreements with Executive Officers, Directors and Verburg Pincus

10.1¢ Employment Agreement between Andrew S. Clark tedregistrant. X S-1 10.2¢  March 20, 2009

10.2( Employment Agreement between Daniel J. Devine the registrant. X S-1 10.28  March 20, 2009

10.21 Employment Agreement between Rodney T. Shenglamdegistrant. X S-1 10.27  March 20, 2009

10.22 Employment Agreement between Christopher L. $pahd the X S-1 10.2¢  March 20, 2009
registrant.

10.2¢ Amendment to Stock Option Agreement(s) betwebristopher L. X 10-K 10.2C  March 2, 2011
Spohn and the registrant.

10.2¢ Offer Letter to Diane Thompson. X S-1 10.2¢  March 20, 2009

10.2¢ Offer Letter to Thomas Ashbrook. X S-1 10.2¢  March 20, 2009

10.2¢ Offer Letter to Douglas C. Abts. X 10-K 10.2: March 2, 2011

10.27 Executive Severance Plan. X S-1 10.31  March 20, 2009

10.2¢ Form of Severance Agreement under the Exec8&aerance Plan. X S-1 10.32  March 20, 2009

10.2¢ Offer Letter to Dale Crandall. X S-1 10.3C  March 20, 2009

10.3( Offer Letter to Marye Anne Fox. X 10-K 10.3C  March 7, 2012

10.31 Offer Letter to Andrew Miller. X 10-K 10.31  March 7, 2012

10.32 Form of Indemnification Agreement for Executive ioérs and Director X S-1 10.¢  December 22, 2008
(before January 1, 2012).

10.3: Form of Indemnification Agreement (after Januar2012). X 10-K 10.3¢  March 7, 2012

10.3¢ Stock Ownership Guidelines (effective Januar2d12). X 10-K 10.3¢  March 7, 2012

10.3¢ Nominating Agreement between Warburg Pincus anddgistrant. X S-1 10.11  February 17, 2009
Bank Documents

10.3¢ Credit Agreement dated January 29, 2010 with CaradBank X 8-K 99.1  February 3, 2010

10.3i Revolving Credit Note dated January 29, 2010 witm@rica Bank X 8-K 99.2  February 3, 2010

10.3¢ Security Agreement dated January 29, 2010 with Cioca®ank X 8-K 99.2  February 3, 2010

10.3¢ First Amendment to Loan Documents with ComericalBaated X 10-Q 10.1  August 3, 2010
July 30, 2010

10.4( Second Amendment to Loan Documents with Comerick Bated X 10-Q 10.z  November 2, 2010
August 6, 2010.

10.41 Third Amendment to Loan Documents with ComericalBdated X 10-K 10.3¢  March 2, 2011
December 1, 2010.

10.4- g,og(r)t]r-]lémendment to Loan Documents with ComericakBdated May X 10-Q 10.1  August 2, 2011

10.4¢ Fifth Amendment to Loan Documents with Comerica Batated X 10-K 10.4:  March 7, 2012

January 27, 2012.
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Filed Incorporated by Exhibit

Exhibit Description of Document Herewith Reference Form No. Date Filed
10.4¢ Sixth Amendment to Loan Documents with ComericalBaliated X 10-Q 10.e May 1, 2012
March 30, 2012.
10.4¢ Amended and Restated Revolving Credit Agreemenft Giimerica X 10-Q 10.1  August 7, 2012

Bank, dated as of April 13, 2012.
Material Real Estate Leases

10.4¢ t  Office Lease dated January 31, 2008 with KiRR@alty, L.P., as X S-1 10.1¢  April 13, 2009
amended by the First Amendment thereto dated Deeeint2008,
related to the premises located at 13480 EvenieglCbrive North, San
Diego, California.

1047 t  Second Amendment to Office Lease dated June(®, 2vith Kilroy X 10-Q 10.z  August 11, 2009
Realty L.P., related to the premises located aB@¥vening Creek
Drive North, Sand Diego, California.

10.4¢ t  Office Lease and Sublease Agreements, relatébtpremises located at X S-1 10.1¢  April 13, 2009
13500 Evening Creek Drive North, San Diego, Catifar
10.4¢ Letter Agreement dated October 1, 2009, with KilRsalty, L.P. and X 10-K 10.4¢  March 2, 2010

Countrywide Home Loans, Inc., related to the presiiscated at
13500 Evening Creek Drive North, San Diego, Catifar

10.5C t First Amendment to Office Lease dated March204,0, with Kilroy X 10-Q 10.t  May 3, 2010
Realty, L.P., related to the premises located &00FEvening Creek
Drive North, San Diego, California.

10.51 ¥  Second Amendment to Office Lease with Kilroy Red..P., dated X 10-Q 10.8  May 1, 2012

February 29, 2012, related to the premises locattd8500 Evening
Creek Drive North, San Diego, California.

10.52 1t  Office Lease dated June 26, 2009, with KilrowRe L.P., related to the X 10-Q 10.1  August 11, 2009
premises located at 13520 Evening Creek Drive N&#m Diego,
California.

10.5¢ T Standard Form Modified Gross Office Lease d&etbber 22, 2008, X S-1 10.17  March 2, 2009

and addendum, with Sunroad Centrum Office |, Lefated to the
premises located at 8620 Spectrum Center LaneDi&go, California.

10.5¢ T First Amendment to Standard Form Modified GrOffice Lease dated X 10-Q 10.£  December 16, 2011
September 16, 2011, with Sunroad Centrum OffiteR,, related to the
premises located at 8620 Spectrum Center LaneD&ayo, California.

10.5¢ t  Standard Form Modified Gross Office Lease dtedember 10, 2010, X 8-K 99.1 December 30, 2010
with Sunroad Centrum Officer I, L.P., related tbualding to be built in
the Sunroad Centrum Project in San Diego, Californi

10.5¢ First Amendment to Lease dated August 9, 2011, Sithroad Centrum X 10-Q 10.t  December 16, 2011
Office I, L.P., related to a building to be builtthe Sunroad Centrum
Project in San Diego, California.

10.5¢ Lease Termination Agreement and Release with SdriZeatrum Office X 10-Q 10.£ May 1, 2012
I, L.P., dated February 17, 2012.
10.57 t  Office Lease dated February 28, 2011 with WSTs1&rapahoe X 10-Q 10.1 May 3, 2011

Investors V, L.L.C., related to the premises lodatlocated at 1515
Arapahoe Street, Denver, Colorado.

10.5¢ t+ Commencement Date Memorandum and First Amendtoédifice X 10-K 10.5¢  March 7, 2012
Lease dated November 18, 2011 with WSC 1515 Arapah@stors V,
L.L.C., related to the premises located at locatet15 Arapahoe
Street, Denver, Colorado.

10.5¢ T Lease dated August 8, 2011, with CCP/MS SSIh\2e Tabor Center | X 10-Q 10.2  November 1, 2011
Property Owner LLC, related to the premises locatet?00 17th Street
and 1201 16th Street, Denver, Colorado.

10.5¢ T First Amendment dated June 28, 2012, with CCP888I Denver X 10-Q 10.z  August 7, 2012
Tabor Center | Property Owner LLC, related to thenises located at
1200 17th Street and 1201 16th Street, Denver,r&ddo

10.6( Material Strategic Agreements

1061 T Blackboard License and Services Agreement dagsg@mber 23, 2003, X S-1 10.2C  March 30, 2009
as amended, between Blackboard, Inc. and Ashfoidelsity, LLC.

10.62 t  Amendment to Blackboard License and Servicegément dated X 10-K 10.4¢  March 2, 2010
December 8, 2009 with Blackboard, Inc.

10.6¢ T Master Services and License Agreement datece®éper 29, 2009, with X 8-K 99.1  October 1, 2009
eCollege.com

10.6¢ T First Addendum to Master Services and Licensedgent dated X 10-K 10.4f  March 2, 2010

November 9, 2009 with eCollege.com
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Filed Incorporated by Exhibit
Exhibit Description of Document Herewith Reference Form No. Date Filed
10.6¢ Second Addendum to Master Services and Licenseefugat dated X 10-K 10.4¢€  March 2, 2010
December 15, 2009 with eCollege.com
10.6¢ Third Addendum to Master Services and Licensee@igent dated X 10-K 10.47  March 2, 2010
January 12, 2010 with eCollege.com
10.67 Fourth Addendum to Master Services and Licerpeément dated X 10-K 10.5¢  March 2, 2011
October 14, 2010 with eCollege.com
10.6¢ Software License Agreement and Campuscare Supgoeement X S-1 10.27  March 30, 2009
between Campus Management Corp. and the registrant.
10.6¢ Addenda to Software License Agreement with Cariganagement X 10-Q 10.E  August 11, 2009
Corp. dated June 29, 2009.
10.7C Addendum to CampusCare Maintenance and Supppefent dated X 10-Q 10.z  May 3, 2011
February 11, 2011 with Campus Management Corpaoratio
10.71 CampusCare Maintenance and Support Renewal Datsember 28, X 10-K 10.67 March 7, 2012
2011, with Campus Management Corp.
10.72 Addendum to Software License Agreement with Qasridanagement X 10-K 10.7:  March 12, 2013
Corp. dated June 29, 2012.
10.7¢ Addendum to CampusCare Support Agreement datesl20, 2012 with X 10-K 10.7¢  March 12, 2013
Campus Management Corporation.
10.7¢ General Services Agreement dated January 1, 200@ée Affiliated X 10-K 10.6¢ March 7, 2012
Computer Services, Inc. and Ashford University, LLC
10.7¢ Amendment One to General Services Agreement datgd 4, 2011 X 10-Q 10.£  August 2, 2011
between Affiliated Computer Services, Inc. and AstifUniversity,
LLC.
10.7¢ Amendment One to Task Order One (Central Fird#dd Processing) X 10-K 10.7C  March 7, 2012
dated January 2, 2012 between Affiliated Compuggviges, Inc. and
Ashford University, LLC.
10.77 General Services Agreement dated January 1, 2G0@ée Affiliated X 10-K 10.77  March 7, 2012
Computer Services, Inc. and University of the ReskLLC.
10.7¢ Amendment One to General Services Agreement datgd 3, 2011 X 10-Q 10.5  August 2, 2011
between Affiliated Computer Services, Inc. and @nsity of the
Rockies, LLC.
10.7¢ Amendment One to Task Order One (Central FirdAdd Processing) X 10-K 10.7¢  March 7, 2012
dated January 2, 2012 between Affiliated Compugeviges, Inc. and
University of the Rockies, LLC.
Code of Ethics
14.1 Amended and Restated Code of Ethics X 8-K 14.1  December 1, 2009
Subsidiaries
21.1 List of subsidiaries of the registrant. X 10-K 21.1 March 12, 2013
Consent and Power of Attorney
23.1 Consent of independent registered public accourfiting X
24.1 Power of Attorney (included on signature page). X 10-K 24.1  March 12, 2013
Certifications Required by Sarbanes-Oxley Act of 202
31.1 Certification of Andrew S. Clark, CEO and Presidgnirsuant to X
Rule 13a-14(a) or 15d-14(a) of the Securities axch&nge Act of 1934,
as adopted pursuant to Section 302 of the Sarb@rles- Act of 2002.
31.z Certification of Daniel J. Devine, Chief Financ@afficer, pursuant to X
Rule 13a-14(a) or 15d-14(a) of the Securities axch&nge Act of 1934,
as adopted pursuant to Section 302 of the Sarb@rles- Act of 2002.
32.1 Certification pursuant to 18 U.S.C. Section 1350adopted pursuant to X
Section 906 of the Sarbanes-Oxley Act of 2002, eteztby Andrew S.
Clark, CEO and President, and Daniel J. DevinegfFfinancial Officer
99.1 X 10-K 99.1 March 12, 2013

Disclosure required pursuant to Section 13(r) ef$lecurities Exchange
Act of 1934
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Interactive Data

101 ¥  The following financial information from our Aoal Report on X
Form 10-K/A for the fiscal year ended December211,2, filed with the
SEC on May 17, 2013, formatted in Extensible Bussrigeporting
Language (“XBRL"): (i) the Consolidated Balance 8tseas of
December 31, 2012, and December 31, 2011; (iiCtmesolidated
Statements of Income for the years ended Decenih&(032, 2011 and
2010; (iii) the Consolidated Statements of Compnshe Income for th
years ended December 31, 2012, 2011 and 201héwGonsolidated
Statements Stockholder's Equity for the three yeaded December 31,
2012; (v) the Consolidated Statements of Cash Ffowthe years ended
December 31, 2012, 2011 and 2010; and (vi) Notédstwal
Consolidated Financial Statements.

*  Indicates management contract or compensatorygslarrangemer

t Portions of this exhibit have been omitted parguo a request for confidential treatment andhitr@public information has been filed
separately with the SEC.

¥ XBRL information is furnished and not filed opart of a registration statement or prospectuptoposes of Sections 11 or 12 of the
Securities Act, is deemed not filed for purposeSection 18 of the Exchange Act, and otherwisetssabject to liability under these
sections.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regitthas duly caused this report to be
signed on its behalf by the undersigned thereualy authorized.

BRIDGEPOINT EDUCATION, INC.

/s/ ANDREW S. CLARK

Andrew S. Clark
(CEO and President)

Dated: May 17, 2013

KNOW ALL PERSONS BY THESE PRESENTS, that each persbose signature appears below constitutes anmirgppAndrew S.
Clark and Daniel J. Devine, jointly and severadlg,his attorney-in-fact, each with the power ofssialition, for him in any and all capacities, to
sign any amendments to this Annual Report on Fdi+K &nd to file the same, with exhibits thereto attter documents in connection
therewith, with the Securities and Exchange Comiaris$ereby ratifying and confirming all that easftsaid attorneys-in-fact, or his substitute
or substitutes, may do or cause to be done byevirereof.

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons on behalf
of the registrant and in the capacities and ord#tes indicated.

Name Title Date
/s/ ANDREW S. CLARK CEO and President (Principal Executive Officer) aridirector May 17, 2013
Andrew S. Clark

/sl DANIEL J. DEVINE Chief Financial Officer (Principal Financial Offige May 17, 2013

Daniel J. Devine

/sl BRANDON J. POPE Vice President, Chief Accounting Officer and CowgterController (Principal Accounting Officer) May 17, 2013
Brandon J. Pope

* Director
Ryan Craig
* Director
Dale Crandall
* Director

Patrick T. Hackett

* Director

Marye Anne Fox

* Director

Robert Hartman

* Director
Andrew M. Miller

* Director

Adarsh Sarma

* by /s/ DANIEL J. DEVINE
Attorney-in-Fact May 17, 2013
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Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by referémtlee Registration Statements on Form S-8 (N8-839220, No. 333-164405,
No. 333171571, No. 333-179046 and No. 333-185944) ancdhF43 (No. 333-175724) of Bridgepoint Educatiore. lof our report dated
March 12, 2013, except for the effects of the lievislescribed in Note 2 to the consolidated finahsiatements and the matters described in
the penultimate paragraph of Management's Repdritemal Control over Financial Reporting as taahithe date is May 17, 20%8lating to
the consolidated financial statements and the &ffgess of internal control over financial repogti which appears in this Form 10-K.

/sl PricewaterhouseCoopers LLP
Los Angeles, California
May 17, 2013



EXHIBIT 31.1

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Andrew S. Clark, certify that:

1.

2.

| have reviewed this Amendment No. 1 to the dairReport on Form 18-of Bridgepoint Education, Inc

Based on my knowledge, this report does notatomny untrue statement of a material fact ort@amstate a material fact necessary t
make the statements made, in light of the circuntgtsiunder which such statements were made, nistadisg with respect to the
period covered by this report;

Based on my knowledge, the financial statememis other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

The registrant's other certifying officer(spdrare responsible for establishing and maintaimiisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%nd internal control over financial reportirag defined in Exchange Act
Rules 13a15(f) and 15d-15(f)) for the registrard have:

a. Designed such disclosure controls and procedareaused such disclosure controls and procedoge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isihg prepared;

b. Designed such internal control over finanaggdarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodgiand the preparation of
financial statements for external purposes in ataace with generally accepted accounting principles

C. Evaluated the effectiveness of the registralisslosure controls and procedures and presentiisi report our conclusions
about the effectiveness of the disclosure contints procedures, as of the end of the period coveyehlis report based on
such evaluation; and

d. Disclosed in this report any change in thegtegnt's internal control over financial reportihgt occurred during the
registrant's most recent fiscal quarter (the regig's fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeadtf, the registrant's internal control over finahceporting; and

The registrant's other certifying officer(spdrhave disclosed, based on our most recent eN@tuaf internal control over financial
reporting, to the registrant's auditors and thataumnmittee of the registrant's board of direct@ispersons performing the equivalent
functions):

a. All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summaaizé report financial
information; and

b. Any fraud, whether or not material, that innedumanagement or other employees who have a sigmiifiole in the
registrant's internal control over financial repugt

Date: May 17, 2013

/sl ANDREW S. CLARK

Andrew S. Clark
President and Chief Executive Officer




EXHIBIT 31.2

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

[, Daniel J. Devine, certify that:

1.

2.

| have reviewed this Amendment No. 1 to the dairReport on Form 18-of Bridgepoint Education, Inc

Based on my knowledge, this report does notatomny untrue statement of a material fact ort@amstate a material fact necessary t
make the statements made, in light of the circuntgtsiunder which such statements were made, nistadisg with respect to the
period covered by this report;

Based on my knowledge, the financial statememis other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

The registrant's other certifying officer(spdrare responsible for establishing and maintaimiisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%nd internal control over financial reportirag defined in Exchange Act
Rules 13a15(f) and 15d-15(f)) for the registrard have:

a. Designed such disclosure controls and procedareaused such disclosure controls and procedoge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isihg prepared;

b. Designed such internal control over finanaggdarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodgiand the preparation of
financial statements for external purposes in ataace with generally accepted accounting principles

C. Evaluated the effectiveness of the registralisslosure controls and procedures and presentiisi report our conclusions
about the effectiveness of the disclosure contints procedures, as of the end of the period coveyehlis report based on
such evaluation; and

d. Disclosed in this report any change in thegtegnt's internal control over financial reportihgt occurred during the
registrant's most recent fiscal quarter (the regig's fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeadtf, the registrant's internal control over finahceporting; and

The registrant's other certifying officer(spdrhave disclosed, based on our most recent eN@tuaf internal control over financial
reporting, to the registrant's auditors and thataumnmittee of the registrant's board of direct@ispersons performing the equivalent
functions):

a. All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summaaizé report financial
information; and

b. Any fraud, whether or not material, that innedumanagement or other employees who have a sigmiifiole in the
registrant's internal control over financial repugt

Date: May 17, 2013

/s/ DANIEL J. DEVINE

Daniel J. Devine
Chief Financial Officer




Exhibit 32.1

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

In connection with the Amendment No. 1 to the AdrRi@port of Bridgepoint Education, Inc. (the "Compgg on Form 10-K for the

period ended December 31, 2012 , as filed wittSbeurities and Exchange Commission on the datehg@he "Report”), each of the

undersigned hereby certify, pursuant to 18 U.Segti8n 1350, as adopted pursuant to Section 9@iteoSarbanes-Oxley Act of 2002, that:
1.

The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities ExchangeoA 1934, as amend
(the "Exchange Act"); and

The information contained in the Report faphgsents, in all material respects, the finana@aldition and results of
operations of the Company.

Dated: May 17, 2013

/sl ANDREW S. CLARK

Andrew S. Clark,
President and Chief Executive Officer
(Principal Executive Officer)

Dated: May 17, 2013

/s DANIEL J. DEVINE

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

This certification shall not be deemedeti! for purposes of Section 18 of the Exchange écttherwise subject to the liability of that

section. This certification shall not be deemetédncorporated by reference into any filing unither Securities Act of 1933, as amended, or
the Exchange Act, except to the extent specifidaltprporated by the Company into such filing.

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



