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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements
2U, Inc.
Condensed Consolidated Balance Sheets
(in thousands, except share and per share amounts)
December 31 September 30
2013 2014
(unaudited)
Assets
Current asset:
Cash and cash equivalel $ 7,012 % 80,55¢
Accounts receivable, n 1,83t 10,03¢
Advance to clients, curre| 581 —
Prepaid expenses 1,76:% 3,24¢
Total current assets 11,19: 93,84.
Property and equipment, r 5,231 5,841
Capitalized content development costs, 8,90/ 11,82t
Advance to clients, ne-current — 1,41
Other non-current assets 3,32¢ 1,191
Total assets $ 28,65: $ 114,11;
Liabilities, redeemable convertible preferred stockand stockholder? equity (deficit)
Current liabilities:
Accounts payabl $ 5,08¢ $ 4,677
Accrued expenses and other current liabili 12,02t 14,72(
Deferred revenu 1,26¢ 2,10(¢
Refunds payable 1,831 2,39¢
Total current liabilities 20,21: 23,89¢
Rebate reserv 1,571 641
Other non-current liabilities 847 64¢
Total liabilities 22,62¢ 25,18¢
Commitments and contingencies (Note
Redeemable convertible preferred stc
Redeemable convertible Series A preferred stock(0par value, 10,033,976 shares authorizec
issued and outstanding as of December 31, 2013a@s authorized, issued and outstanding ¢
September 30, 201 12,38 —
Redeemable convertible Series B preferred stock0d0par value, 5,057,901 shares authorized,
issued and outstanding as of December 31, 2013at@s authorized, issued and outstanding as of
September 30, 201 22,21( —
Redeemable convertible Series C preferred stock0$Qoar value, 4,429,601 shares authorized,
issued and outstanding as of December 31, 2013a@s authorized, issued and outstanding ¢
September 30, 201 32,40: —
Redeemable convertible Series D preferred stockOf#0par value, 4,069,352 shares authorized,
3,979,730 shares issued and outstanding as of exedt, 2013; 0 shares authorized, issued and
outstanding as of September 30, 2! 31,04¢ —
Total redeemable convertible preferred stock 98,04" —
Stockholder' equity (deficit):
Preferred stock, $0.001 par value, 0 shares auttthrissued and outstanding as of December 3:
2013; 5,000,000 shares authorized, 0 shares issukedutstanding as of September 30, 2 — —
Common stock, $0.001 par value, 60,000,000 shathe®@dzed, 7,629,133 shares issued and
outstanding as of December 31, 2013; 200,000,08fkeskauthorized, 40,346,564 shares issue
outstanding as of September 30, 2! 8 4C
Additional paic-in capital 7,811 213,71
Accumulated deficit (99,849 (124,83)
Total stockholders’ equity (deficit) (92,024 88,92
Total liabilities, redeemable convertible preferstdck and stockholders’ equity (deficit) $ 28,65: $ 114,11

See accompanying notes to the condensed consadlifiaéacial statements.
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2U, Inc.
Condensed Consolidated Statements of Operations

(unaudited, in thousands, except share and per shaiamounts)

Three Months Ended

Nine Months Ended

September 30 September 30
2013 2014 2013 2014

Revenue $ 20,49¢ $ 28,407 58,32¢ $ 79,48
Costs and expense

Servicing and suppo 5,84z 6,59¢ 16,51¢ 19,84¢

Technology and content developm 5,11z 5,72¢ 12,94« 17,21¢

Program marketing and sal 15,41 16,97: 40,873 48,92

General and administrative 4,26¢ 6,30: 10,79¢ 17,44

Total costs and expenses 30,63¢ 35,59¢ 81,13 103,43:

Loss from operations (10,137 (7,197 (22,807 (23,950
Other income (expense

Interest expens (1) (17¢) 12 (1,099

Interest income 5 30 21 62

Total other income (expense) 4 (14€) 33 (1,037)

Loss before income taxes (20,139 (7,337) (22,779 (24,98))
Income tax expense — — —
Net loss (10,137 (7,337 (22,779 (24,987
Preferred stock accretion (87) — (261) (89
Net loss attributable to common stockholc $ (10,2200 $ (7,337) $ (23,039) $ (25,07
Net loss per share attributable to common stocldrs|dasic

and dilutec $ (1.39) $ (0.1 $ (311 $ (0.86)
Weighted average common shares outstanding, bagdic a

diluted 7,415,77 40,269,93 7,401,84. 29,209,97

See accompanying notes to the condensed consadlifiaéacial statements.

4




Table of Contents

2U, Inc.

Condensed Consolidated Statements of Changes in &tbolders’ Equity (Deficit)
(unaudited, in thousands, except share amounts)

Balance, December 31, 2013

Exercise of stock optior

Grant of common stoc

Accretion of issuance costs on redeemable
convertible preferred stoc

Stocl-based compensation expel

Conversion of redeemable convertible preferredk
to common stocl

Conversion of Series D warrant to common stock
warrant

Issuance of common stock from initial public
offering, net of issuance cos

Exercise of warrants to purchase common s

Net loss

Balance, September 30, 2014

Additional Total

Common Stock Paid-In Accumulated Stockholder¢
Shares Amount Capital Deficit Equity (Deficit)
7,629,133 $ 8 $ 7817 $ (99,849 $ (92,029
552,13 — 1,22: — 1,22
5,00( — 55 — 55

— — (89 — (89

— — 5,48¢ — 5,48¢
23,501,20 23 98,11: — 98,13¢
— — 821 — 821
8,626,37 9 100,29 — 100,30:
32,70¢ — — — —
— — — (24,982 (24,982
40,346,56. $ 40 $ 213,71{ $ (124,83) $ 88,92°

See accompanying notes to the condensed consadlifiaéacial statements.
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2U, Inc.

Condensed Consolidated Statements of Cash Flows

(unaudited, in thousands)

Cash flows from operating activities
Net loss
Adjustments to reconcile net loss to net cash usegerating activities
Depreciation and amortizatic
Stocl-based compensation expel
Change in the fair value of the Series D redeematmeertible preferred stock warrant prior to
conversior
Changes in operating assets and liabilit
Accounts receivable, n
Advances to client
Prepaid expense¢
Other asset
Accounts payabl
Accrued expenses and other current liabili
Deferred revenu
Refunds payabl
Rebate reserv
Other liabilities
Net cash used in operating activit
Cash flows from investing activities
Expenditures for property and equipm
Capitalized content development cost expendit
Other investing activities
Net cash used in investing activiti
Cash flows from financing activities
Proceeds from issuance of common stock, net ofinffecosts
Proceeds from exercise of stock opti
Repurchase of common sha
Proceeds from issuance of Series D redeemable didnlegreferred stock, net of issuance costs
Net cash provided by financing activiti
Net (decrease) increase in cash and cash equis
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period
Supplemental disclosure of no-cash investing and financing activities
Accretion of issuance costs on redeemable conleniteferred stoc
Accrued capital expenditur
Deferred offering costs included in accounts paganld accrued expens
Common stock granted in exchange for consultingices receive(

See accompanying notes to the condensed consadlifiaéacial statements.
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Nine Months Ended

September 30
2013 2014
(22,779 $ (24,98:)
3,08z 4,24(
1,70 5,48¢
(18) 695
(16,95)) (8,209
16€ (832)
(290) (1,487
(73) 1,11¢
244 (240)
5,09¢ 3,624
12,78¢ 834
24: 567
(294) (930)
38 (18
(17,04)) (20,129
(2,116 (2,53
(3,56)) (5,299
— (21)
(5,677 (7,855
— 100,30:
112 1,222
(17¢) —
4,994 —
4,92¢ 101,52:
(17,790) 73,54¢
25,19( 7,012
7,40( 80,55¢
261 8¢9
107 114
56¢ 59
— 55
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2U, Inc.
Notes to Condensed Consolidated Financial Statement
(unaudited)

1. Description of the Business

2U, Inc. (the “Company”) was incorporated as 2Trar. lin the State of Delaware in April 2008 and adeghits name to 2U, Inc. on
October 11, 2012. Under long-term agreements, tmapg2ny provides a proprietary, cloud-based teclyyopdatform, bundled with
technology-enabled services, that allows leadidigges and universities to deliver high qualityinaldegree programs, extending the
universities’ reach and distinguishing their brarilse Company’s comprehensive learning platforns astthe hub for all student and faculty
academic and social interaction. The Company alseiges a suite of technology-enabled servicesshpport the complete lifecycle of a
higher education program or course, including eting students, facilitating in-program field placents and providing technical support.

2. Summary of Significant Accounting Policies
Principles of Consolidatior

The accompanying unaudited condensed consolidetaddial statements include the accounts of the iamm and its wholly-owned
subsidiary. All intercompany accounts and transacsthave been eliminated in consolidation.

Unaudited Condensed Consolidated Financial Infornia

The accompanying unaudited condensed consolidetaddial statements and footnotes have been prepasecordance with
generally accepted accounting principles in theté¢hBtates of America (“U.S. GAAP”). The Companyg ksandensed or omitted certain
information and footnote disclosures normally imgd in financial statements presented in accordaitbel.S. GAAP in the accompanying
unaudited condensed consolidated financial statesmknthe opinion of management, the interim firiahinformation includes all adjustments
of a normal recurring nature necessary for a fasentation of financial position, the results pémtions, changes in stockholders’ equity
(deficit) and cash flows, and the disclosures nfeatein are adequate to prevent the informationgmtesl from being misleading . The results
of operations for the three and nine months endgde®ber 30, 2014 are not necessarily indicatiteefesults for the full year ending
December 31, 2014 or the results for any futur@gdsr These unaudited condensed consolidatedrimferancial statements should be read in
conjunction with the audited consolidated finansiatements and related notes for the year endeenilzer 31, 2013, which are included in
Company’s prospectus (the “Prospectus”) filed pansuo Rule 424(b) under the Securities and Exchaag of 1933, as amended, with the
Securities and Exchange Commission on March 284.201

There have been no changes to the Company’s signtfaccounting policies described in the Prospetiat have had a material
impact on the unaudited condensed consolidateddiabstatements and related notes.

Initial Public Offering

On April 2, 2014, the Company closed the initiablei offering of its common stock (“IPO”) in whidihe Company issued and sold
8,626,377 shares of its common stock, includingpdutial exercise of the underwriters’ over-allottheption, at an issuance price of $13.00
per share. The Company received net proceeds & $hdillion after deducting underwriting discouatsd commissions of $7.8 million and
other offering expenses of approximately $4.0 mnilliUpon the closing of the IPO, all shares ofttien-outstanding redeemable convertible
preferred stock automatically converted into anregate of 23,501,208 shares of common stock, basdide shares of redeemable convertible
preferred stock outstanding as of April 2, 2014adidition, the outstanding Series D warrants autimally converted into warrants to purchase
common stock, and the preferred stock warrantlifglzif $0.8 million as of April 2, 2014 was reckfied to additional paid-in capital.
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Use of Estimates

The preparation of financial statements in accardamith U.S. GAAP requires management to make icegstimates and assumptis
that affect the amounts reported in the unauditeaiensed consolidated financial statements andrgzaoying notes. On an ongoing basis,
Company evaluates its estimates, including thdsgad to the useful lives of long-lived assets; ¥alue measurement and income taxes,
among others. The Company bases its estimatestoribal experience and on various other assumptiaet it believes to be reasonable, the
results of which form the basis for making judgnsesibout the carrying value of assets and liakslithctual results could differ from those
estimates.

Cash and Cash Equivalents

Cash and cash equivalents consist of bank cheekidgnoney market accounts and investments inicetés of deposit that mature
less than three months. The Company considersgdillyhiquid marketable securities with maturitigisthe time of purchase of three months ol
less to be cash equivalents, and they are carridr ¥alue.

Revenue Recognition and Deferred Rever

The Company recognizes revenue when all of thevatlg conditions are met: (i) persuasive eviderfcanoarrangement exists,
(ii) rendering of services is complete, (iii) feaa® fixed or determinable and (iv) collection oédds reasonably assured.

The Company primarily derives its revenue from kt@gn contracts that typically range from 10 toy#ars in length. Under these
contracts, the Company enables access to its dlasdd technology platform and provides technolawbied marketing, content developmen
and supporting services to its clients and theiulty and students. The Company is entitled torarestually specified percentage of net
program proceeds from its clients. These net prograbceeds represent gross proceeds billed bytglierstudents, less credit card fees and
other specified charges the Company has agreecbode in certain of its client contracts. A refualtbwance is established for the Company’
share of tuition and fees ultimately uncollectedtbyclients. The Company also offered rebatesgmap of students who enrolled in a specific
client program between 2009 and 2011, which the fizom will pay to the student if he or she complébesdegree and certain post-graduatio
work requirements within a specified period of tifibese rebates and refunds offset the net prograneeds recognized as revenue. Revent
is recognized ratably over the service period, White Company defines as the first through thedagtof classes for each semester in a
client’'s program. The Company invoices its clidmised on enrollment reports that are generatets fofiénts. In some instances, these
enrollment reports are received prior to the cosiolu of the drop/add period. In such cases, thegammy establishes a reserve against revenu
if necessary, based on its estimate of changesrallments expected prior to the end of the drogh/jaekriod.

The Company generates substantially all of its meedfrom multiple-deliverable contractual arrangetaevith its clients. Under each
of these arrangements, the Company provides (Qualébased technology platform that serves asrailegplatform for its client’s faculty and
students and which also enables a comprehensige @frother client functions, (ii) program marketiand application services for student
acquisition, (iii) in conjunction with the clientfecculty members, content development for courses(&) faculty and student support services,
including technical field training and support, racademic student advising, academic progress orargtand career services.

In order to treat deliverables in a multiple-defafele contractual arrangement as separate unétsoofunting, deliverables must have
standalone value upon delivery. The services areighed primarily in support of courses offered otler Company’s platform and for students
of the online courses delivered over its platfoAuocordingly, the Company has determined that néviddal deliverable has standalone value
upon delivery and, therefore, deliverables witlia Company’s multiple-deliverable arrangements atagqnalify for treatment as separate units
of accounting. Accordingly, the Company considdrgeliverables to be a single unit of accountimgl aecognizes revenue from the entire
arrangement over the term of the service period.

Advance payments are recorded as deferred reveriilservices are delivered or obligations are raetyhich time revenue is
recognized. Deferred revenue as of a particulaarza sheet date represents the excess of amoceitgeiceas compared to amounts recognize
in revenue in the unaudited condensed consoliddtgdments of operations as of the end of the tieggueriod, and such amounts are refle
as a current liability on the Company’s unauditeddensed consolidated balance sheets.
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Fair Value Measurements

The carrying amounts of certain assets and liadsliincluding cash and cash equivalents, accaogntivable, accounts payable and
accrued expenses and other current liabilitiesieqimate their respective fair values due to tsbort-term nature.

Fair value is defined as the price that would lmeireed to sell an asset or paid to transfer alifglin an orderly transaction between
market participants at the measurement date, aséte Company’s principal or, in the absence pfigcipal, most advantageous, market for
the specific asset or liability.

U.S. GAAP provides for a three-tier fair value liehy to classify and disclose all assets andlifiisi measured at fair value on a
recurring basis, as well as assets and liabilitieasured at fair value on a non-recurring basigeiiods subsequent to their initial
measurement. The fair value hierarchy requireCitrapany to use observable inputs when availabttt@minimize the use of unobservable
inputs when determining fair value. The three temes defined as follows:

* Level 1— Observable inputs that reflect quoted marketgsriwinadjusted) for identical assets or liabilitreactive markets;
 Level 2— Observable inputs, other than quoted prices tivaearkets, that are observable either direatlindirectly in the
marketplace for identical or similar assets anbliliiges; and

* Level 3— Unobservable inputs that are supported by litlao market data, which require the Company taebigyvits own
assumptions about the assumptions market partisipesuld use in pricing the asset or liability bches the best information availal
in the circumstances.

Assets and Liabilities Measured at Fair Value oRecurring Basit

The Company evaluates its financial assets anditied subject to fair value measurements on amieg basis to determine the
appropriate level in which to classify them for leaeporting period. This determination requiresigigant judgments to be made.

Prior to converting to common stock warrants ugandlosing of the IPO on April 2, 2014, the Compasgd an option pricing model
to determine the fair value of the Series D reddsenconvertible preferred stock warrants. The vadmarequired the input of subjective
assumptions, including the risk-free interest rtte,value of the underlying securities and thesetgd stock price volatility. The risk-free
interest rate assumption was based upon obsenardshrates for constant maturity U.S. Treasucysies consistent with the term of the
warrants. The expected stock price volatility agstimm was based on historical volatilities for palyl traded stock of comparable companies
over the term of the warrants. The value of theeulythg securities assumption was based upon thikenhprice of the Company’s common
stock as the redeemable convertible preferred st@ckants became convertible into shares of comstaek upon closing of the IPO.

Concentration of Credit Risk

Financial instruments that subject the Companygwificant concentrations of credit risk consisinpairily of cash and cash
equivalents and accounts receivable. All of the @any’s cash is held at financial institutions thenagement believes to be of high credit
quality. The Company bank accounts exceed federally insured limitsregs. The Company has not experienced any logseash to date. 7
manage accounts receivable risk, the Company eesltlae creditworthiness of its clients and mairgan allowance for doubtful accounts, if
needed.

Three of the Company’s university clients accourftedhe following percentages of revenue for theiqds presented below:

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2014 2013 2014
Client A 67% 56% 70% 57%
Client B 17 15 17 15
Client C 13 13 12 13

Additionally, the Company’s largest university dieccounted for 51% and 71% of the Company’s attsoeceivable balance as of
December 31, 2013 and September 30, 2014, reselyctiwurther, another university client accountedZ6% of the Company’s accounts
receivable balance as of December 31, 2013, whikdditional university client accounted for 11%ileé Company’s accounts receivable
balance as of September 30, 2014.
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Property and Equipmen

Property and equipment is stated at cost less adatea depreciation and amortization. Computemsnt is included in property ai
equipment and consists internally-developed softwakpenditures for major additions, constructiod anprovements are capitalized.
Depreciation and amortization is expensed usingtiaéght-line method over the estimated usefddiof the related assets, which range from
three to five years for computer hardware and tiveeven years for furniture and office equipmertisehold improvements are depreciate
a straightline basis over the lesser of the remaining terithefleased facility or the estimated useful liféhe improvement, which ranges fr
four to ten years. Useful lives of significant @ssere periodically reviewed and adjusted prospeltito reflect the Company’s current
estimates of the respective assets’ expectedyufiliépair and maintenance costs are expensedwasddc

The Company capitalizes certain costs associatédimiernally-developed software, primarily consigtof direct labor associated
with creating the software. Software developmenjqmts generally include three stages: the prelnyiproject stage (all costs are expensed ¢
incurred), the application development stage (oedasts are capitalized and certain costs arersqukas incurred) and the post-
implementation/operation stage (all costs are espeias incurred). Costs capitalized in the apjdicatevelopment stage include costs of
designing the application, coding, integrating @@mpany’s and the university’s networks and systemd the testing of the software.
Capitalization of costs requires judgment in detaing when a project has reached the applicatiaeld@ment stage and the period over
which the Company expects to benefit from the ddbat software. Once the software is placed iniser these costs are depreciated on the
straight-line method over the estimated usefuldff¢ghe software, which is generally three years.

Capitalized Content Development Costs

The Company works with each client’s faculty menstierdevelop and maintain educational contentithéélivered to their students
through the Company’s cloud-based technology platfd@ he online content developed jointly by the @amy and its clients consists of
subjects chosen and taught by clients’ faculty mensiland incorporates references and examples @esigmemain relevant over extended
periods of time. Online delivery of the contentimtmned with live, face-tdace instruction, provides the Company with rapeénfeedback thi
it uses to make ongoing corrections, modificatiand improvements to the course content. The Compatignts retain all intellectual
property rights to the developed content, althailghCompany retains the rights to the content ggingaand delivery mechanisms. Much of
the Company’s new content development uses progkvedy platforms and is therefore primarily sultiepecific in nature. As a result, a
significant portion of content development costalify for capitalization due to the focus of ther@oany’s development efforts on the unique
subject matter of the content. Similar to on-campragirams offered by the Company’s clients, thénenflegree programs enabled by the
Company offer numerous courses for each degreeCohgany therefore capitalizes its developmentscosta course-by-course basis. As
students must matriculate into a client progrararater to take a course, revenues and identifisdeda ows are also measured at the client
program level.

The Company develops content on a course-by-cdass in conjunction with the faculty for each otiprogram. The clients and
their faculty generally provide course outlineshe form of the curriculum, required textbooks,ecatidies and other reading materials, as
as presentations that are typically used in theampus setting. The Company is then responsibjefat incurs all of the expenses related to,
the conversion of the materials provided by eamntinto a format suitable for delivery througte tBompany’s cloud-based technology
platform.
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The content development costs that qualify for tedigation are thirdparty direct costs, such as videography, editirdy@ther service
associated with creating digital content. Additibyyehe Company capitalizes internal payroll arayll-related costs incurred to create and
produce videos and other digital content utilizedhie clients’ programs for delivery via the Comyarplatform. Capitalization ends when
content has been fully developed by both the Compan the client, at which time amortization of ttapitalized content development costs
begins. The capitalized costs are recorded on eseday-course basis and included in capitalizedesudrcosts on the unaudited condensed
consolidated balance sheets. These costs are aatbusing the straight-line method over the estohateful life of the respective capitalized
content program, which is generally five years. €stmated useful life corresponds with the Comfmplanned curriculum refresh rate. This
refresh rate is consistent with expected curricutafresh rates as cited by program faculty memfogrsimilar on-campus programs. It is
reasonably possible that developed content coutéfibeshed before the estimated useful lives anepbete.

Impairment of Lon¢-Lived Assets

The Company reviews long-lived assets, which coms$iproperty and equipment and capitalized contewelopment costs, for
impairment whenever events or changes in circurostaimdicate the carrying value of an asset maypaaoecoverable. In order to assess the
recoverability of the capitalized content developineosts, the costs are grouped by program, whitihei lowest level of independent cash
flows. Recoverability of the long-lived asset isasered by a comparison of the carrying value obdset or asset group to the future
undiscounted net cash flows expected to be genkbgtéhe asset or asset group. If such assetsoareaoverable, the impairment to be
recognized is measured by the amount by whichdhgiag value of the asset exceeds the estimateddte (discounted cash flow) of the
asset or asset group. The Company’s impairmenysisas based upon forecasted financial and operaltresults. The actual results could
vary from the Company’s forecasts, especially latien to recently launched programs.

Other Non-Current Assets

Other non-current assets consist primarily of def&financing costs which were incurred by the Canypdirectly in connection with
obtaining its revolving line of credit. These deéaf financing costs are amortized over a usefalddual to the term of the underlying line of
credit. Additional other non-current assets corishtangible assets associated with the Compaegjistered domain names and security
deposits on leased office facilities. Until April2014, other non-current assets also consistedsi$ the Company deferred which were
incurred directly in connection with its IPO.

Refunds Payablt

The Company records a refunds payable liabilitatesl to the amounts owed to clients as a resusltuafents defaulting on their
payments to clients. The Company may receive itBgpoof net program proceeds prior to a clientaxting the full amount of tuition and
applicable fees from its students. The Companyutates the refunds payable liability by estimating future amounts owed to a client
resulting from non-payment by students. The Comjsaestimate is based on historical collection eigrere, market and income trends, and a
review of the client’s accounts receivable aging.

Rebate Reserv

The Company has recorded a rebate reserve liathilityresults from having offered students wha #rsrolled in a specific Master of
Arts in Teaching program between April 2009 andeJ2011 a rebate if they complete their degree eachtin a designated low-income schoo
district for five consecutive years within the fisix years after graduation. The Company accdiantthe rebate reserve as a contingent sales
incentive and has recorded a rebate reserve tiatilirecognize the obligation to rebate amountsttidents who satisfactorily complete the
rebate requirements.
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Advances to Client

The Company is contractually obligated to pay adearto certain of its clients in order to fund star expenses of the program on
behalf of the client. Advances to clients are staerealizable value. The advances are repattet@€bmpany on terms as required in the
respective agreements. The Company recognizes éajnterest income on these advance payments \akea is a significant amount of
imputed interest.

Comprehensive Loss

The Company’s net loss equals comprehensive losdlfperiods presented as the Company has no islatemponents of other
comprehensive income.

Stock-Based Compensation

The Company accounts for stock-based compensatiarda based on the fair value of the award aseofthnt date. For awards
subject to service-based vesting conditions, th@@@my recognizes stock-based compensation exparsastoaight-line basis over the awards
requisite service period, adjusted for estimatetkfiures. For awards subject to both performamzeservice-based vesting conditions, the
Company recognizes stock-based compensation expsimggan accelerated recognition method whenpitabable that the performance
condition will be achieved.

Basic and Diluted Loss per Common She

The Company uses the two-class method to comptilesseper common share because the Company haslisscurities, other than
common stock, that contractually entitle the hadderparticipate in dividends and earnings of tben@any. The two-class method requires
earnings for the period to be allocated betweennsomstock and participating securities based upein tespective rights to receive
distributed and undistributed earnings. Holdersaifh series of the Compasyedeemable convertible preferred stock (prigh&x conversiol
to common shares) were entitled to participatastridutions, when and if declared by the boardioéctors, that are made to common
stockholders, and as a result are considered ypatiieg securities.

Under the two-class method, for periods with nebine, basic net income per common share is comjyteldziding the net income
attributable to common stockholders by the weiglateetrage number of shares of common stock outstgrtliring the period. Net income
attributable to common stockholders is computeduitracting from net income the portion of currngedir earnings that the participating
securities would have been entitled to receiveyansto their dividend rights had all of the yea&nings been distributed. No such
adjustment to earnings is made during periods wvitlet loss, as the holders of the participatingistées have no obligation to fund losses.
Diluted net loss per common share is computed uttgetwo-class method by using the weighted avenageber of shares of common stock
outstanding, plus, for periods with net incomeilatiiable to common stockholders, the potentialtitueffects of stock options and warrants.
In addition, the Company analyzes the potentiaitiié effect of the outstanding participating séies under the “if-converted” method when
calculating diluted earnings per share, in whidl @ssumed that the outstanding participatingri@siconvert into common stock at the
beginning of the period. The Company reports theenddlutive of the approaches (two-class or “if-gerted”) as its diluted net income per
share during the period. Due to net losses fottthee- and nine-month periods ended Septemberd3@, 2nd 2014, basic and diluted loss per
share were the same, as the effect of potentidlitive securities would have been anti-dilutive.

Recent Accounting Pronouncemen

In July 2013, the Financial Accounting Standardafiq“FASB”) issued ASU No. 2013-1Presentation of an Unrecognized Tax
Benefit When a Net Operating Loss Carryforwardjrail@r Tax Loss, or a Tax Credit Carryforward Ex;, which is effective for interim or
annual periods beginning after December 15, 20h& guidance provides financial statement presemtauidance on whether an
unrecognized tax benefit must be presented ag @itrerluction to a deferred tax asset or separatedyliability. The Company adopted this
new guidance on January 1, 2014 and the adopttbnatihave a material impact on the Company’s fir@rcondition, results of operations or
disclosures.
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On May 28, 2014, the FASB issued ASU No. 2014-B@yvenue from Contracts with Customengich requires an entity to recogn
the amount of revenue to which it expects to béledtfor the transfer of promised goods or sersittiecustomers. The ASU will replace most
existing revenue recognition guidance in U.S. GA®ien it becomes effective. The new standard ic¥fe for the Company on January 1,
2017. Early application is not permitted. The stddoermits the use of either the retrospectiveuanulative effect transition method. The
Company is evaluating the effect that ASU 2014-@9have on its consolidated financial statememtd eelated disclosures. The Company ha
not yet selected a transition method nor has érd@hed the effect of the standard on its ongoingricial reporting.

Segment and Geographic Informatic

Operating segments are defined as componentsaritarprise for which discrete financial informatisravailable that is evaluated
regularly by the chief operating decision maker@m@M") for purposes of allocating resources and eathg financial performance. The
Company’s CODM reviews the financial informatiorepented on a consolidated basis for purposesanfagihg resources and evaluating
financial performance. As such, the Company’s dj@ra constitute a single operating segment andepertable segment. The Company
offers similar services to substantially all ofatgents, which primarily represent well-recognizezhprofit colleges and universities in the
United States.

Substantially all assets were held and all revevaggenerated in the United States during all dermesented.
3. Fair Value Measurements

Assets and liabilities measured at fair value oacarrring basis are summarized below (in thousands)

Balance as of December 31, 20:

Total Level 1 Level 2 Level 3
Assets:
Cash equivalents $ 3,357 $ 3,357 $ — $ —
Liabilities:
Series D redeemable convertible preferred stock

warrants $ 12€ $ — $ — $ 12¢€
Balance as of September 30, 20:

Total Level 1 Level 2 Level 3
Assets:
Cash equivalents $ 76,41 $ 76,41 $ — $ —

In order to determine the fair value of the Sebegdeemable convertible preferred stock warrdhessCompany used an option
pricing model. The valuation required the inpusobjective assumptions, including the risk-freeliest rate, the value of the underlying
securities and the expected stock price volatilitye risk-free interest rate assumption was baped observed interest rates for constant
maturity U.S. Treasury securities consistent wlih term of the warrants. The expected stock pratatility assumption was based on histor
volatilities for publicly traded stock of comparaldompanies over the term of the warrants.

4. Property and Equipment

Property and equipment consisted of the followinglousands):

December 31 September 30
2013 2014
Internally-developed software $ 551¢ $ 7,14¢
Computer hardwar 2,08 2,37¢
Furniture and office equipme 774 1,067
Leasehold improvements 1,49¢ 1,70¢
Total 9,86¢ 12,29¢
Accumulated depreciation (4,635 (6,455
Property and equipment, net $ 523] $ 5,841
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Depreciation expense was $0.6 million for eacthefthree-month periods ended September 30, 2013C#¥ Depreciation expense
for the nine months ended September 30, 2013 abd ®@s $1.5 million and $1.8 million, respectively.

5. Capitalized Content Development Costs

Capitalized content development costs consisteédeofollowing as of (in thousands):

December 31 September 30
2013 2014
Capitalized content development costs $ 11,81¢ $ 16,07¢
Capitalized content development costs in pro 1,961 2,35:
Accumulated amortization (4,879 (6,609
Capitalized content development costs, net $ 8,90/ § 11,82¢

The Company recorded amortization expense relateditalized content development costs of $0.%anind $1.0 million for the
three months ended September 30, 2013 and 20p&ctesely. The Company recorded amortization expeakated to capitalized content
development costs of $1.5 million and $2.4 millfonthe nine months ended September 30, 2013 abd, 28spectively.

As of September 30, 2014, the estimated future tiwation expense for the capitalized content dgwalent costs is as follows (in
thousands):

2014 $ 762
2015 2,86(
2016 2,42:
2017 1,82¢
2018 1,272
Thereafter 32€
Total $ 9,47:
6. Commitments and Contingencies

Line of Credit

On December 31, 2013, the Company secured a regplivie of credit with an aggregate borrowing baseto exceed $37.0 million.
On January 21, 2014, the Company borrowed $5.0omilinder this line of credit and repaid this berirg in full on February 18, 2014;
therefore, no amounts were outstanding as of Sdqee80, 2014. The availability of this credit lisesubject to the Company’s compliance
with certain reporting and financial covenants. Twmpany is currently in compliance with all sucivenants.

Legal Contingencie

From time to time, the Company may become invoindégal proceedings or other contingencies indifttgnary course of its
business. The Company is not presently involvezhiylegal proceeding or other contingency thatetermined adversely to it, would
individually or in the aggregate have a materialeaide effect on its business, operating resulianfiial condition or cash flows. Accordingly,
the Company does not believe that there is a reddepossibility that a material loss exceeding am® already recognized may have been
incurred as of the date of the balance sheetsesberein.
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Program Marketing and Sales Commitmer

Certain of the agreements entered into betwee@dmepany and its clients require the Company to citfinmeet certain staffing al
spending investment thresholds related to programketing and sales activities. The Company beligvisscurrently in compliance with all
such commitments.
Operating Leases

The Company leases office facilities under non-etatile operating leases in California, New York,riand, North Carolina and

Hong Kong. The Company also leases furniture afideoéquipment under non-cancelable leases. Agpfesnber 30, 2014, the future
minimum lease payments (net of aggregate expeatddase payments of $0.5 million) were as folloingtjousands):

2014 $ 67€
2015 2,59t
2016 2,54(
2017 1,92:
2018 1,25(
Thereafter 73¢
Total future minimum lease payments $ 9,72

The future minimum lease payments due under nonetable operating lease arrangements contain fexetincreases over the term
of the lease. Rent expense on these operatingsleasecognized over the term of the lease onadgsit-line basis. The excess of rent expense
over future minimum lease payments due has beamteghin other non-current liabilities in the acquamying unaudited condensed
consolidated balance sheets. The deferred rerilitiadelated to these leases totaled $0.5 miléo $0.5 million as of December 31, 2013 anc
September 30, 2014, respectively.

Total net rent expense for the three months endpteSber 30, 2013 and 2014 was $0.6 million and #0llion, respectively. Total
net rent expense for the nine-month periods endpteiber 30, 2013 and 2014 was $1.6 million an@ B2lion, respectively.

Payments to Client
The Company is contractually obligated to makedipayments to certain of its university clientekthange for various intellectual

property and other rights. As of September 30, 2@ielfuture minimum payments to the Company’snttidor intellectual property and other
rights were as follows (in thousands):

2014 $ —
2015 50C
2016 80C
2017 80C
2018 30C
Thereafter 3,00(
Total future minimum program payments $ 5,40(
7. Income Taxes

Income taxes are accounted for under the assdiadnility method, which requires the recognitiondsferred tax assets and liabilities
for the expected future tax consequences of evkatsare included in the financial statements. Detktax assets are subject to periodic
recoverability assessments. Recognition of defaardssets is appropriate only if the likelihoddealization of such assets is more likely to
occur, than not. At December 31, 2013, the Competlfederal net operating loss (“NOL") carryforwsuaf approximately $86.0 million,
which expire between 2029 and 2033. At DecembeB313, the Company had individual state net opsgdtiss carryforwards up to $73.1
million, which expire between 2021 and 2033. A fidluation allowance has been established to dffieebet deferred tax assets. The
utilization of the loss carryforwards to reduceaufietincome taxes will depend on the Company’s tgliidi generate sufficient taxable income
prior to the expiration of the NOL carryforwarde.dddition, a certain portion of the above NOLs rhaysubject to Internal Revenue Code
Section 382 limitations, which may limit their fuuuse. The Company has experienced a numbemsiirdons which could lead to a
limitation of its NOLs under Section 382 of thedmrial Revenue Code. The Company intends to complstiedy regarding this limitation by
December 31, 2014. It is reasonably possible treatesults of the study will reduce the reportetdoperating losses and other deferred tax
assets.
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The Company determines its annual effective tax fi@tthe full fiscal year and applies that ratéésancome before income taxes in
determining its provision for income taxes for mite periods.The Company also records discrete items in eageotise period as appropria
The Company’s effective tax rate for the three aimé@ months ended September 30, 2013 and 2014%as 0

The Company permanently reinvests cumulative uniiged earnings of its subsidiary in non-U.S. agiens. U.S. federal income
taxes have not been provided for in relation toistntuted earnings to the extent that they arenpeently reinvested in the Company’s non-
U.S. operations. It is not practical at this tirneletermine the income tax liability that woulduksipon repatriation to the United States. As of
December 31, 2013 and September 30, 2014, thetuhdied earnings of the Company’s subsidiary weyematerial.

The Company applies the provisions of ASC 740-10ntertain tax positions. ASC 740-10 clarifies astong for income taxes by
prescribing a minimum probability threshold thaga position must meet before a financial staterbengfit is recognized. If the probability
for sustaining a tax position is greater than 58%n the tax position is warranted and recognisioould be at the highest amount which woulc
be expected to be realized upon settlement. Thep@oyndid not identify any tax positions that wobk required for inclusion in the financial
statements. As of September 30, 2014, the Compathynbt made any changes to its tax positions $december 31, 2013.

The Company recognizes interest and penaltiesegktatuncertain tax positions in income tax expeAsef December 31, 2013 and
September 30, 2014, the Company had no accrug@shi@r penalties related to uncertain tax posstion

The Company has analyzed its filing positions Irsignificant federal, state and foreign jurisdicts where it is required to file incol
tax returns, as well as open tax years in thessdjotions. With few exceptions, the Company idavger subject to U.S. federal, state and |
tax examinations by tax authorities for the yeaisrgo 2010, though the NOL carryforwards can bpisted upon audit and could impact ta
owed in open tax years. No income tax returns areently under examination by the taxing authositie
8. Redeemable Convertible Preferred Stock

The following table summarizes the Company’s issearof redeemable convertible preferred stock:

Purchase

Price per Number of Conversion Price
Issue Date Series Share Shares per Share
June 200¢ Series A $ 1.27 10,033,97 $ 1.27
February 201! Series B $ 4.4¢ 5,057,90. $ 4.4¢€
March 2011 Series C $ 7.34 4,429,60. $ 7.3
March 2012 Series C $ 7.81 3,339,90. $ 7.81
January 201. Series C $ 7.81 639,82¢ $ 7.81

Each of the purchase prices per share above excthdeost of issuance. Any costs incurred in cotimre with the issuance of the
various classes of preferred stock have been redasd a reduction of the carrying amount of théepred stock and were accreted through a
charge to additional paid-in capital through Aril2014.
Summary of Activity

The following table presents a summary of actifitythe redeemable convertible preferred stockddsand outstanding for the
periods presented below (in thousands):
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Redeemable Convertible Preferred Stocl

Total
Series A Series B Series C Series D Amount
Balance, December 31, 2013 $ 1238 $ 2221 $ 32,40¢ $ 31,04t $ 98,04
Accretion of issuance costs on redeemable conleniteferred stoc 36 36 12 5 89
Conversion of preferred stock into common stock (12,420) (22,246 (32,417 (31,059 (98,136)

Balance, September 30, 2014 $ — $ — 3 — 3 — 3 —

Upon closing of the Company’s IPO on April 2, 20&4 outstanding shares of redeemable convertitdéepred stock automatically
converted into an aggregate of 23,501,208 sharesmimon stock.

9. Common Stock and Preferred Stock Reserved for Futw Issuance

Immediately upon the closing of the IPO on ApriP®14, the Company'’s certificate of incorporatioasvamended and restated to,
among other things, authorize 200,000,000 sharesramon stock and 5,000,000 shares of preferrett.sés of September 30, 2014, the
Company was authorized to issue 205,000,000 tbtaks of capital stock, consisting of 200,000,d2res of common stock and 5,000,000
shares of preferred stock. At September 30, 204Company had reserved a total of 8,162,067 alutksorized shares of common stock for
future issuance as follows:

Outstanding stock optior 6,282,65
Possible future issuance under stock option 866,17:
Outstanding restricted stock units 1,013,23!
Total common shares reserved for future issuance 8,162,06'
10. Warrants

In connection with the line of credit secured inrfh@012, the Company issued a warrant to purci2seé97 shares of the Company’s
Series D redeemable convertible preferred stock aitexercise price of $7.81 per share and anatiqirdate in 2022. The warrant was
valued at $74 thousand on the date of grant afid®thousand as of December 31, 2013.

In connection with the line of credit secured incBmber 2013, the Company issued a warrant to psechh 021 shares of the
Company'’s Series D redeemable convertible prefesteck with an exercise price of $7.81 per sharkamexpiration date in 2023. The
warrant was valued at $107 thousand as of Dece81he2013.

As of December 31, 2013, each of the Series D wtsnaere classified as a liability in the accompagynaudited condensed
consolidated balance sheets and adjusted to faie dae to the fact that they were exercisableriatieemable convertible preferred securities

Upon the closing of the Company’s IPO on April 212, the warrants to purchase Series D redeemabieible preferred stock
automatically converted into warrants to purchasaroon stock and the liability at its then fair valof $821 thousand was reclassified to
additional paid-in capital. Prior to April 2, 201tfhe inputs to the fair value model for the warsamere considered Level 3 inputs under
ASC 820,Fair Value Measurements and Disclosuresd all changes in the fair value of the warrardgse recorded as a component of interes
expense. The Company recorded reductions of intexpense of $6 thousand and $18 thousand fohtee find nine months ended
September 30, 2013, respectively, related to thevddue adjustment of the warrants. The Companopnaed no interest expense for the three
months ended September 30, 2014 and $695 thousatitefnine months ended September 30, 2014 reflatibe fair value adjustment of the
warrants.

On May 22, 2014 , the holder of the warrants issuedtice of exercise to the Company to purchasgl83%shares of common stock .
In lieu of payment of the exercise price, the Comypaithheld from issuance a number of shares etguidle full exercise price divided by the
price per share of the Company’s common stock asored on a volume weighted average price basistiowe 0-day trading period
immediately prior to May 22, 2014. Consequently, éxercise of the warrants resulted in the issuah8&,709 shares of the Company’s
common stock to the holder of the warrants, whegtresents a nocash financing activity for purposes of the con@ensonsolidated statem:
of cash flows.
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11. Stock-Based Compensation

The Company maintains two share-based employeeaasafion plans: the 2008 Stock Incentive Plan“@068 Plan”) and the 2014
Equity Incentive Plan (the “2014 Plan”). The 200&rPprovided for the grant of incentive stock optdo the Company’s employees, and for
the grant of nonstatutory stock options, restricedk awards and deferred stock awards to the @oypemployees, directors and
consultants. The 2014 Plan provides for the gréirtagntive stock options to the Compasigmployees, and for the grant of nonstatutoryks
options, restricted stock awards, restricted stotkawards, stock appreciation rights, performastoek awards and other forms of stock
compensation to the Company’s employees, includifigers, consultants and directors. The 2014 Rlaa provides for the grant of
performance cash awards to the Company’s eligiilpl@yees, consultants and directors. Shares rasbuteunissued under the 2008 Plan are
included as shares reserved for issuance und@dthePlan. No further options or stock awards aagranted under the 2008 Plan, and all
outstanding stock awards granted under the 2008vAlacontinue to be governed by their existingis.

The Company’s stock-based compensation expenseetiin the unaudited condensed consolidated statisrof operations is as
follows:

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2014 2013 2014
(in thousands)
Servicing and suppo $ 79 $ 43¢ % 27z % 1,05(
Technology and content developm 39 26¢ 10z 57¢
Program marketing and sal 41 191 131 512
General and administrative 48( 1,351 1,202 3,34¢€
Total stock-based compensation expense $ 63¢ $ 2247 $ 1,707 $ 5,48¢

A total of 2,800,000 shares of the Company’s comistook are reserved for issuance pursuant to thé PGan. In addition, the shares
reserved for issuance under the 2014 Plan willithel(a) those shares reserved but unissued urel20@8 Plan, and (b) shares returned to the
2008 Plan as the result of expiration or termimatbawards (provided that the maximum number afes that may be added to the 2014 Plal
pursuant to (a) and (b) is 5,943,348 shares). Tineber of shares of the Company’s common stockrttzgt be issued under the 2014 Plan will
automatically increase on January 1 of each yeag period of ten years, from January 1, 2015ioairtg through January 1, 2024, by 5% of
the total number of shares of the Company’s comatock outstanding on December 31st of the precezhiendar year, or a lesser number of
shares as may be determined by the Company’s lobalicectors.

The following is a summary of the option activity:

Weighted-Average Aggregate
Weighted-Average Remaining Intrinsic
Number of Exercise Price per Contractual Term Value
Options Share (in years) (in thousands)
Outstanding balance at December 31, 2013 5,883,88 $ 3.5¢ 74 $ 36,88¢
Granted 1,314,971 11.2 9.0¢
Exercisec (5652,13) 2.21 5.4t
Forfeited (364,06)) 3.5¢
Expired — —
Outstanding balance at September 30, 2014 6,282,65 5.2° 7.4¢ 64,93¢
Exercisable at September 30, 2014 3,212,35: 2.6E 6.2¢ 41,56:
Vested and expected to vest at September 30, 2014 6,030,60: 5.1:2 7 .45 63,17.
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Total compensation cost related to the nonvestédrapnot yet recognized as of September 30, 20d1$40.8 million and will be
recognized over a weighted average period of ajpmetely 2.6 years.

The aggregate intrinsic value of the employee otiexercised during the nine months ended SepteB®h@014 was $7.4 million.
12. Net Loss per Share

Diluted loss per share is the same as basic lasshpee for all periods presented because thetefféotentially dilutive items were
anti-dilutive given the Company’s net loss. Thédwling securities have been excluded from the dafmn of weighted average common

shares outstanding because the effect is antinditut

Three and Nine Months Endec

September 30,
2013 2014

Redeemable convertible preferred stc

Series A 10,033,97 —

Series B 5,057,90. —

Series C 4,429,60. —

Series C 3,979,73 —
Warrants to purchase Series D redeemable convepibferred stoc 12,797 —
Stock options 5,483,94i 6,282,65
Restricted stock unit — 1,013,23

Basic and diluted net loss per share attributabmmon stockholders is calculated as follows:

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2014 2013 2014

Numerator (in thousands
Net loss attributable to common stockholders $ (10,220 $ (7,337) $ (23,039 $ (25,07
Denominator
Weighted-average common shares outstanding, badic a

diluted 7,415,77 40,269,93 7,401,84. 29,209,97
Net loss per share attributable to common stocldrs|dasic
and dilutec $ (1.39) $ (0.19) $ (3.1) $ (0.86)
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Item 2. Management’s Discussion and Analysis of Financial @dition and Results of Operations

You should read the following discussion of ouarficial condition and results of operations in camgtion with the unaudited
condensed consolidated financial statements anddkes thereto included elsewhere in this QuartBeport on Form 10-Q and with our
audited consolidated financial statements incluhedur prospectus filed pursuant to Rule 424(b)emtie Securities Act of 1933, as amen
with the Securities and Exchange Commission on Ma8&; 2014 (Prospectus).

Overview

We are a leading provider of cloud-based SaaSisnhithat enable leading nonprofit colleges andensities to deliver their high
quality education to qualified students anywherner @novative online learning platform and bundtedhnology-enabled services provide the
comprehensive operating infrastructure collegesuanikrsities need to attract, enroll, educatepsupand graduate their students. By
leveraging our solutions, we believe our clients able to expand their addressable markets whilging educational engagement,
experiences and outcomes to their online studbatanatch or exceed those of their on-campus ofjsri

Our clients are leading nonprofit colleges and arsities. They use our platform to offer full ungieduate, graduate and doctoral
degree programs online. The students in these gmugreceive the same degree or credit as theiampas counterparts, where one exists, ar
generally pay equivalent tuition. We provide aeswif technology-enabled services designed to premadoption and usage of our SaaS
solutions by clients and enroliment and retentibtheir students. These services include programketiag, student acquisition, content
development for courses, and faculty and studgutat services, including technical training angpart, non-academic student advising,
academic progress monitoring and career servicesalgo facilitate in-program field placements, siidmmersions and other student
enrichment experiences.

We are currently engaged by eight well-recognizaltbges and universities to enable 12 graduaterpnog that have launched and in
which students have enrolled. The first of ourrdse programs was launched in 2009. One additipnagram launched in 2010 with two more
commencing in 2011. In 2013, our clients launchee fiew programs. An additional three programs ¢aead in 2014, and a dual degree
between an additional university client and onewfexisting clients also launched in 2014. Onatadthl program with an existing client is
scheduled to commence in the fourth quarter of 20l have also contracted with three additionabersities to enable four new graduate
programs that we expect to launch in 2015. Ountbentracts generally have initial terms betwe@rid 15 years in length, and, since our
inception, all of the clients that have engagedensain active.

A significant percentage of our annual revenuelated to students returning to our clients’ praggafter their first semester. In the
nine month period ended September 30, 2014, 99%8arfevenue was related to students who had edraiid completed their first semester
prior to the start of the quarter. We believe tiigh percentage of revenue attributable to retgrsindents contributes to the predictability and
recurring nature of our business.

We believe our business strategy will continueftercsignificant opportunities for growth, but iisa presents a number of risks and
challenges. In particular, to remain competitive, will need to continue to innovate in a rapidiaohbing landscape for the application of
technology like ours to the delivery of higher ealien. As described above, we have added, andteedrto continue to add, degree program:
in a number of new academic disciplines each yaesawell as to expand the delivery of existing degrmegrams to new clients. To do so, we
will need to convince new clients as to the qualityl value of our SaaS solutions, cost-effectivadytify qualified students for our clients’
programs and help our clients retain those studeris enrolled. We must also be able to succegséicute our business strategy while
navigating constantly changing higher educatiorslawd regulations applicable to our clients andome cases to ourselves, particularly the
incentive compensation rule that generally probkiligking incentive payments related to studentiaitiun. We seek to ensure that addressin
all of these risks and challenges does not divartmanagement’s attention from continuing to buitdthe strengths that we believe have
driven the growth of our business over the lasesgwears. We believe our focus on deliveringfiedintiated technology platform,
maintaining the integrity of our clients’ educatétrands and providing exceptional, white glovevise to our clients will contribute to the
success of our business. We cannot, however, agsurihat we will be successful in addressing aatiaging the many challenges and risks
that we face.
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Our Business Model
The key elements of our business model are descbhéw.
Revenue Drivers

Substantially all of our revenue is derived fromearue-share arrangements with our clients undechwhie receive a contractually
specified percentage of the amounts students gemy th enroll in their programs. Accordingly, thénpary driver of our revenue growth is the
number of student course enrollments in our cligmsgrams. This in turn is influenced primarily byee factors:

e our ability to increase the number of programsreffieby our clients, either by adding new clientbypexpanding the number of clit
programs;

e our ability to identify and acquire prospectivedsunts for our clients’ programs; and

e our ability, and that of our clients, to retain gtadents who enroll in their programs.

In the near term, we expect the primary driverswffinancial results to continue to be our twogseons with the University of
Southern California, which are our longest runrpnggrams, launched in 2009 and 2010. For the tme®hs ended September 30, 2013 and
2014, 67% and 56%, respectively, of our revenuedeaived from these two programs. For the nine im@enhded September 30, 2013 and
2014, 70% and 57%, respectively, of our revenuedeaived from these two programs. We expect theré&isity of Southern California will
continue to account for a large portion of our reve until our other client programs become moreuneand achieve significantly higher
enrollment levels.

An additional university client accounted for apgmately 17% and 15% of our revenue for the thremtins ended September 30,
2013 and 2014, respectively, and 17% and 15% ofexemue for the nine months ended September 3@, &0d 2014, respectively. Another
university client accounted for approximately 13#oor revenue for each of the three-month periouted September 30, 2013 and 2014, anc
12% and 13% of our revenue for the nine months @@dptember 30, 2013 and 2014, respectively.

Program Marketing and Sales Expense

Our most significant expense in each fiscal pehiasl been program marketing and sales expense, vdlaths primarily to student
acquisition activities. We do not spend significanmtounts on new client or program acquisition aedde not maintain a sales force targeted ¢
potential new clients or programs since our maslelat dependent on launching a large number ofpregrams per year, either with new or
existing clients. Instead, our new clients and paiots are largely generated through a direct apprbgour senior management to selected
colleges and universities.

We have primary responsibility for identifying gifi@d students for our clients’ programs, gene@gotential student interest in the
programs and driving applications to the progravkile our clients make all admissions decisions,rthmber of students who enroll in our
clients’ programs in any given period is signifidgrdependent on the amount we have spent on 8tadent acquisition activities in prior
periods. Accordingly, although most of our clieisdbgrams span multiple semesters and, thereferesrgte continued revenue beyond the
term in which initial enrollments occur, we exp#wit we will need to continue to incur significgmbgram marketing and sales expense for
existing programs going forward to generate a coiotis pipeline of new enrollments. For new programgsbegin incurring program
marketing and sales costs as early as nine morithrst@ the start of a new client program.

We typically identify prospective students for alients’ programs between three months and two or more yedose they ultimatel
enroll. For the students currently enrolled in clignts’ programs and those who have graduatedqtbeage time from our initial prospective
student acquisition to initial enroliment was sewaonths. For the students who have graduated fn@setprograms, the average time from
initial enrollment to graduation was 16 months. lweer, because our clients’ programs are relatinely, they have only graduated a limited
number of students to date, with many early enesligill enrolled. Based on the student retentidas and patterns we have observed in our
clients’ programs, we estimate that, for our curpmograms, the average time from a student’sainénroliment to graduation will be
approximately 2.5 years.
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Accordingly, our program marketing and sales expensny period is an investment we make to geeeeatenue in future periods.
Likewise, revenue generated in any period is lgrgétibutable to student acquisition activities@rlier periods. Because program marketing
and sales expense in any period is almost entirglglated to revenue generated in that period,oweod believe it is meaningful to directly
compare the two. We believe that the total revemeevill receive in the future from students whodahin our clients’ programs as a result of
current period program marketing and sales expefisbe significantly greater as a multiple of trexpense than is implied by the multiple of
current period revenue to current period programketang and sales expense. Further, we believeotirgbrogram marketing and sales exp
in future periods will generally decline as a petege of the revenue reported in those same pea®dsir revenue base from returning stuc
in existing programs becomes larger.

Period-to-Period Fluctuations

Our revenue, cash position, accounts receivablaafatred revenue can fluctuate significantly frguarter to quarter due to
variations driven by the academic schedules otbents’ programs. These programs generally stasses for new and returning students an
average of four times per year. Class starts araewessarily evenly spaced throughout the yeanptlmecessarily correspond to the traditic
academic calendar and may vary from year to yea@a Pesult, the number of classes our client prograave in session, and therefore the
number of students enrolled, will vary from monthmionth and quarter to quarter, leading to variigtiih our revenue.

The semesters of our clients’ programs often steatiteb fiscal quarters. Our clients generally payihen they have billed tuition and
specified fees to their students, which is typicalirly in the semester, and once the drop/addgers passed. We recognize the related
revenue ratably over the course of the semesteaude we generally receive payments from our dipribr to our ability to recognize the
majority of those amounts as revenue, we recorerokl revenue at each balance sheet date eqbal éx¢ess of the amounts we have bille
received from our clients over the amounts we hragegnized as revenue as of that date. For thasens, our cash flows typically vary
considerably from quarter to quarter and our casitipn, accounts receivable and deferred reveypiedlly fluctuate between quarterly
balance sheet dates.

Our expense levels also fluctuate from quarternutarigr, driven primarily by our program marketinglagales activity. We typically
reduce our paid search and other program markatidgsales efforts during late November and Decellnbeause these efforts are less
productive during the holiday season. This gengrakults in lower total program marketing and sa&gpense during the fourth quarter. In
addition, because we begin spending on technolodycantent development, program marketing and safek to a lesser extent, services anc
support as much as nine months prior to the stafgses for a new client program, these costspescentage of revenue fluctuate, sometime
significantly, depending on the timing of new cligmograms and anticipated program launch dates.

Key Business and Financial Performance Metrics

We use a number of key metrics to evaluate oumless, measure our performance, identify trendstaffig our business, formulate
financial projections and make strategic decisiomsddition to adjusted EBITDA, which we discusddw, we discuss revenue and the
components of operating loss in the section belatitled “— Components of Operating Results.” Adalitally, we utilize other key metrics to
evaluate the success of our growth strategy, imofutheasures we refer to as platform revenue rieterdte and full course equivalent
enrollments in our clients’ programs.

Platform Revenue Retention Rate

We measure our platform revenue retention rate foarticular period by first identifying the groapprograms that our clients
launched before the beginning of the prior year garative period. We then calculate our platformerawe retention rate by comparing the
revenue we recognized for this group of progranthénreporting period to the revenue we recogniaethe same group of programs in the
prior year comparative period, expressed as a p&ge of the revenue we recognized for the groupérprior year comparative period.
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The following table sets forth our platform revematention rate for the periods presented, asagthe number of programs included
in the platform revenue retention rate calculatieor. all of these periods, our platform revenuemtbn rate was greater than 100% becaus
had no programs terminate and full course equitaeroliments in the aggregate increased year-gear- There is no correlation between the
platform revenue retention rate and the numberagnams included in the calculation of that ratee iumber of programs may increase while
the retention rate declines.

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2014 2013 2014
Platform revenue retention rate 152.8% 124.6% 145.4% 117.3%
Number of programs included in comparison 4 8 4 4

(1) Reflects the number of programs operating bothe reported period and in the prior year corapae period.
Full Course Equivalent Enrollments in Our ClientsPrograms

We measure full course equivalent enrollments inatients’ programs by determining, for each of toairses offered during a
particular period, the number of students enraitetthat course multiplied by the percentage ofdberse completed during that period. We us
this metric to account for the fact that many cearsffered by our clients straddle two or moredigpiarters. For example, if a course had 25
enrolled students and 40% of the course was coetptiiring a particular period, we would count tharse as having 10 full course equiva
enrollments for that period. Any individual studemay be enrolled in more than one course duringrag.

Average revenue per full course equivalent enrallmepresents our weighted average revenue peseagross the mix of courses
being offered in our client programs during a peridhis number is derived by dividing our total @eue for a period by the number of full
course equivalent enrollments during that sameogefiihis amount may vary from period to period defdeg on the academic calendars of ou
clients, the relative growth rates of programs witlnying tuition levels, the launch of new progranith higher or lower than average net
tuition costs and annual tuition increases ingduty our clients. As a part of our growth strategg are actively targeting new graduate-level
clients in academic disciplines for which we haxis#ng programs. Over time, this strategy is ljk& reduce our average revenue per full
course equivalent. However, we believe this apgraedtt enable us to leverage our program markeitmvgstments across multiple client
programs within specific academic disciplines, gigantly decreasing student acquisition costs imithose disciplines and more than
offsetting any decline in average revenue perdollrse equivalent enroliment.

The following table sets forth the full course aglént enroliments and average revenue per fullssaquivalent enrollment in our
clients’ programs for the periods presented.

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2014 2013 2014
Full course equivalent enrollments in our clieqsigram 7,67: 10,38¢ 22,27: 29,52¢
Average revenue per full course equivalent enraiinire our
clients programs $ 2,67 $ 2,73¢  $ 2,61¢ $ 2,692

Adjusted EBITDA

Adjusted EBITDA represents our earnings beforemetest (income) expense, income taxes, depreniatid amortization, adjusted
to eliminate stock-based compensation expense hvigig non-cash item. Adjusted EBITDA is a key nuieasised by our management and
board of directors to understand and evaluate o gperating performance and trends, to prepat@pprove our annual budget and to
develop short- and long-term operational plangdrticular, the exclusion of certain expenses loutating adjusted EBITDA can provide a
useful measure for period-to-period comparisonsusfcore business. Accordingly, we believe thatisigid EBITDA provides useful
information to investors and others in understagdind evaluating our operating results in the saraener as our management and board of
directors.
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Adjusted EBITDA is not a measure calculated in adance with U.S. GAAP, and should not be considesedn alternative to any
measure of financial performance calculated andgmied in accordance with U.S. GAAP. In additiajusted EBITDA may not be
comparable to similarly titled measures of othenpanies because other companies may not calcdptsted EBITDA in the same manner
that we do. We prepare adjusted EBITDA to elimirthteimpact of stock-based compensation expensehwie do not consider indicative of
our core operating performance.

Our use of adjusted EBITDA has limitation as anlyieal tool, and you should not consider it inletion or as a substitute for
analysis of our financial results as reported uhdl&. GAAP. Some of these limitations are:

» although depreciation and amortization are non-casinges, the assets being depreciated and antontizg have to be replaced in
the future, and adjusted EBITDA does not reflesthceapital expenditure requirements for such regplents or for new capital
expenditure requirements;

« adjusted EBITDA does not reflect changes in, ohaaguirements for, our working capital needs;

« adjusted EBITDA does not reflect the potentialliutive impact of equity-based compensation;

» adjusted EBITDA does not reflect interest or taxrpants that may represent a reduction in cashablaito us; and

e other companies, including companies in our ingustray calculate adjusted EBITDA differently, whidduces its usefulness as a
comparative measure.

Because of these and other limitations, you shooitsider adjusted EBITDA alongside other U.S. GAl#d3ed financial performan
measures, including various cash flow metricsjmmime (loss) and our other U.S. GAAP results. fiflewing table presents a reconciliation
of adjusted EBITDA (loss) to net loss for eachha periods indicated:

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2014 2013 2014
(in thousands)

Net loss $ (10,139 $ (7,337) $ (22,774 $ (24,987)
Adjustments

Interest expens 1 17¢€ (12 1,094

Interest income (5) (30 (22) (62

Depreciation and amortization expel 1,14C 1,594 3,08 4,24(

Stock-based compensation expense 63¢ 2,247 1,70 5,48¢

Total adjustments 1,77¢ 3,98 4,75¢ 10,75¢

Adjusted EBITDA (loss) $ (8,35¢) $ (3,350 $ (18,019 $ (14,22¢)

Components of Operating Results

Revenue

Substantially all of our revenue consists of a wttally specified percentage of the amounts bents bill to their students for
tuition and fees, less credit card fees and otpecified charges we have agreed to exclude ininesfaour client contracts, which we refer tc
net program proceeds. Our contracts generally h@ve 15 year initial terms. We recognize reveratably over the service period, which we
define as the first through the last day of clagsesach semester in a client’s program.

We establish a refund allowance for our share itibtuand fees ultimately uncollected by our cl@nt
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We also offered rebates to a limited group of stislevho enrolled in a specific client program betw@009 and 2011, which we will
be required to pay to such students if they corepletir degrees and pre-specified, post-graduata® requirements within a defined period
of time after graduation. For students in this gratho are still enrolled in the program, we acdheerebate liability as they continue through
the program towards graduation. In addition, altisnts in this group are required to certify teash September as to their continuing
eligibility for these rebates. For those studert® o not make such certification and are therefioreonger eligible for the rebate, because
example, they have failed to meet their post-gradmavork requirements, we reduce the allowancemtogly at that time. As of
December 31, 2013 and September 30, 2014, 3233indtddents, respectively, remained eligible teirecthese rebates. These rebates and
refunds offset the net program proceeds that wegrdze as revenue.

The following table details the components of awenue for the periods indicated.

Three Months Ended Nine Months Ended
September 30, September 30,
2013 2014 2013 2014
(in thousands)
Net program proceec $ 20,28: $ 27,89 % 58,45: $ 79,38’
Rebates 33¢ 92t 294 93C
Refunds (149 (377) (503) (80%)
Other 27 (39) 81 (29
Revenue $ 20,49¢ $ 28,407 $ 58,32: $ 79,48:

In addition to providing access to our cloud-bassthnology platform, we provide bundled technolegabled services, including
program marketing services for student acquisittmmtent development services, faculty and stusigpport services, including technical
training and support, non-academic student advisingdemic progress monitoring and career serwdesalso facilitate in-program field
placements, student immersions and other studeichement experiences. We have determined that digidual deliverable has standalone
value upon delivery and, therefore, the multiplbvédeables within our arrangements do not qualdytfeatment as separate units of
accounting. Accordingly, we consider all deliveehto be a single unit of accounting and we reaegrevenue from the entire arrangement
over the term of the service period.

We generally receive payments from our clientsyeiareach semester, prior to completion of the iserpgeriod. We record these
advance payments as deferred revenue until thecesrare delivered or until our obligations aresotfise met, at which time we recognize the
revenue. As of each balance sheet date, defervedue is a current liability and represents theesg@mounts we have billed or received ovel
the amounts we have recognized as revenue in #ngdited condensed consolidated statements of agpesats of that date.

Costs and Expenses

Costs and expenses consist of servicing and suppsid, technology and content development cogigrgm marketing and sales
expenses and general and administrative expensesipport our anticipated growth, we expect to icaet to hire new employees, increase
program promotion and student acquisition eff@igand our technology infrastructure and increaseother program support capabilities. As
a result, we expect our costs and expenses toaigeiia absolute dollars, but to decrease as amageeof revenue over time as we achieve
economies of scale through the expansion of ounbss.

Servicing and supporSBervicing and support costs consist primarily ahpensation costs related to program management and
operations, as well as costs for platform techrsaglport and faculty and student support. We alsibitate in-program field placements,
student immersions and other student enrichmerdgrexqces, and we assist our clients with theiestampliance requirements. It also inclu
software licensing, telecommunications and othetto maintain platform access for our clients uair students.

Technology and content developmd&mchnology and content development costs consistapity of compensation and outsourced
services costs related to the ongoing improvemethtnaaintenance of our technology platform and aurdeveloped for our client programs
well as costs to support our internal infrastruetumcluding our cloud-based server usage. It ialslodes the associated depreciation and
amortization expense related to internally devedogpeftware and content, as well as hosting andr @ib&ts associated with maintaining our
platform in a cloud environment.
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Program marketing and saleBrogram marketing and sales expense consists [i§iroficosts related to student acquisition. This
includes the cost of online advertising and prospestudent generation, as well as compensatistsdor our program marketing, search
engine optimization, marketing analytics and agtian counseling personnel. We expense all coktereto program marketing and sales as
they are incurred.

General and administrativéseneral and administrative expense consists piiynaricompensation costs for employees in our
executive, administrative, finance and accountiegal, strategy and human resources functions.tiadil expenses include external legal,
accounting and other professional fees, telecomeatinns charges and other corporate costs suctsasance and travel that are not related t
another function.

Other Income (Expense)

Other income (expense) consists of interest incantkinterest expense. Interest income is derivad fnterest received on our cash
and cash equivalents. Interest expense consistaply of the amortization of deferred financingst®associated with our line of credit and
convertible notes prior to their conversion andnges in our preferred stock warrant liability agsult of changes in the fair value of such
warrants (through April 2, 2014).

The fair value of our preferred stock warrant lidpivas reassessed at the end of each reportingdpand any increase in fair value
was recognized in other expense, while any decliedsdé value was recognized in other income. Upompletion of our initial public
offering, the preferred stock warrants automatjchéicame warrants to purchase common stock. Atithat we reclassified the preferred st
warrant liability to additional paid-in capital ané further changes in fair value will be recogdize other income or expense.

Income Tax (Expense) Benefit

Income tax expense consists of U.S. federal, stadeforeign income taxes. To date, we have not beguired to pay U.S. federal
income taxes because of our current and accumutateaperating losses. We incurred immaterial stateforeign income tax liabilities for t
three- and nine-month periods ended September0d@3 &nd 2014.

Critical Accounting Policies and Significant Judgmats and Estimates

This management’s discussion and analysis of fiahnondition and results of operations is basedwnunaudited condensed
consolidated financial statements, which have Ipeepared in accordance with U.S. GAAP. The preparaif these unaudited condensed
consolidated financial statements requires us tkeneatimates and assumptions that affect the egbarhounts of assets and liabilities,
disclosure of contingent assets and liabilitiethatdate of the unaudited condensed consolidateddial statements, and the reported amount
of revenue and expenses during the reported pdriatcordance with U.S. GAAP, we base our estimatehistorical experience and on
various other assumptions we believe to be reasenaoler the circumstances. Actual results magdifiom these estimates if conditions
differ from our assumptions. Our significant accting policies are described in Note 2 in “Note€iondensed Consolidated Financial
Statements” included in Part I, Item 1 of this Qedy Report on Form 10-Q. During the nine monthdexl September 30, 2014, there were n
material changes to our critical accounting pofic@d estimates, which are disclosed in our auditedolidated financial statements for the
year ended December 31, 2013 included in our Pobisg:

Recent Accounting Pronouncements

Refer to Note 2 in the “Notes to our Condensed Glifisted Financial Statements” included in Patteim | of this Quarterly Report
on Form 10-Q for a discussion of FASB’s recent aotimg pronouncements and their effect on us.
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Results of Operations
Comparison of Three Months Ended September 30, 2648 2014

The following table sets forth selected unauditeddensed consolidated statement of operationdalad@ch of the periods indicated.

Three Months Ended

September 30,
2013 2014 Period-to-Period Change
Percentage Percentage
Amount of Revenue Amount of Revenue Amount Percentage
(dollars in thousands)

Revenue $ 20,499 100.0% $ 28,407 100.0% $ 7,908 38.6%
Costs and expense
Servicing and suppo 5,842 28.5 6,598 23.2 756 12.9
Technology and content developm 5,113 24.9 5,726 20.2 613 12.0
Program marketing and sal 15,412 75.2 16,971 59.7 1,559 10.1
General and administrative 4,269 20.8 6,303 22.2 2,034 47.7
Total costs and expenses 30,636 149.4 35,598 125.3 4,962 16.2
Loss from operations (10,137 (49.4) (7,191 (25.3) 2,946 (29.1)
Other income (expense
Interest expens (1) 0.0 (176 (0.6) (175 26,305.2
Interest income 5 0.0 30 0.1 25 523.3
Total other income (expense) 4 0.0 (146) (0.5) (150 (3,625.6)
Net loss $ (10,133 (49.9% $ (7,337 (25.8% $ 2,796 (27.6)

RevenueRevenue increased by $7.9 million, or 38.6%, fr@f.% million for the three months ended SeptemBef813 to $28.4
million for the three months ended September 30420f the increase, $3.4 million was primarilyriatitable to increased period-over-period
full course equivalent enroliments in the four mtiprograms launched prior to January 1, 2013. ¢alfse equivalent enrollments in the new
client programs that launched during 2013 and 28&dlted in additional revenues of $3.7 million &@d8 million, respectively.

Servicing and suppor8ervicing and support costs increased by $0.8onijllor 12.9%, from $5.8 million for the three maseénded
September 30, 2013 to $6.6 million for the samépesf 2014. This increase was due primarily taramease in compensation costs, as we
increased our headcount in this area by 29% teesegrowing number of students and faculty in @gsand new client programs. As a
percentage of revenue, servicing and support desteased from 28.5% for the three months endeti®épr 30, 2013 to 23.2% for the same
period of 2014, as client programs continued toungaand greater operational efficiencies were aelie

Technology and content developmdrchnology and content development costs increlag&.6 million, or 12.0%, from $5.1
million for the three months ended September 303260 $5.7 million for the same period of 2014.sas due primarily to a $0.5 million
increase in compensation costs (net of capitaéradunts for software and content development),eamuereased our headcount in this area b
27% to support additional client program launchas scaling of existing client programs. Furtherjrarease of $0.4 million resulted from
higher depreciation expense associated with outataed internal use software and content devekapngosts, primarily as a result of an
increase in the number of courses that have beeriaped for our client programs. Additionally, costlated to our cloud-based server usage
increased by $0.1 million to support a greater nenab our clients’ programs, while other technol@md content development expenses
increased by $0.1 million. These increases werebffy lower curriculum development and producéspenditures of $0.5 million related to
the discontinuation of a pilot program. As a petage of revenue, technology and content developotesis decreased from 24.9% for the
three months ended September 30, 2013 to 20.2%dmame period of 2014, driven by our increasedmee.
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Program marketing and saleBrogram marketing and sales expense increased.®y#tlion, or 10.1%, from $15.4 million for the
three months ended September 30, 2013 to $17.imitr the same period of 2014. This increase degsprimarily to a $1.8 million increase
in compensation costs, as we increased our heatlcotimis area by 36% to acquire students for, @ik revenue growth in, new client
programs. Additionally, prospective student genienatosts increased by a total of $0.2 million ¢qure students for our clients’ new
programs. These increases were partially offséblygr advertising costs of $0.4 million driven périly by the discontinuation of a pilot
program. As a percentage of revenue, program magkahd sales expense decreased from 75.2% fa thoaths ended September 30, 2013
to 59.7% for the same period of 2014, reflectinggher year-over-year percentage increase in revéman the corresponding increase in
program marketing and sales expense.

General and administrativéseneral and administrative expense increased loyrsflion, or 47.7%, from $4.3 million for the thee
months ended September 30, 2013 to $6.3 milliothersame period of 2014. This was due primarilg §1.4 million increase in
compensation costs, as we increased our headaothisiarea by 30% to support our growing busina&dslitionally, employee education
benefit costs increased by $0.3 million, while legacounting and other professional fees increage®D.2 million and other general and
administrative costs increased by $0.1 million.asercentage of revenue, general and administraxipense increased from 20.8% for the
three months ended September 30, 2013 to 22.2%arechjpo the same period of 2014.

Comparison of Nine Months Ended September 30, 2ah8 2014

The following table sets forth selected unauditeddensed consolidated statement of operationsfalagach of the periods indicated.

Nine Months Ended

September 30
2013 2014 Period-to-Period Change
Percentage Percentage
Amount of Revenue Amount of Revenue Amount Percentage
(dollars in thousands)

Revenue $ 58,324 100.0% $ 79,483 100.0% $ 21,159 36.3%
Costs and expense
Servicing and suppo 16,516 28.3 19,846 25.0 3,330 20.2
Technology and content developm 12,944 22.2 17,218 21.6 4,274 33.0
Program marketing and sal 40,877 70.1 48,922 61.5 8,045 19.7
General and administrative 10,794 18.5 17,447 22.0 6,653 61.6
Total costs and expenses 81,131 139.1 103,433 130.1 22,302 27.5
Loss from operations (22,807 (39.1) (23,950 (30.1) (1,143 5.0
Other income (expense
Interest expens 12 0.0 (1,094 (1.4) (1,206 (8,913.0)
Interest income 21 0.1 62 0.1 41 195.3
Total other income (expense) 33 0.1 (1,032 (1.3) (1,065 (3,190.4)
Net loss $ (22,774 (39.00% $ (24,982 (Bl4H% $ (2,208 9.7
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RevenueRevenue increased by $21.2 million, or 36.3%, f&5%8.3 million for the nine months ended Septemife2813 to $79.5
million for the nine months ended September 3042@if the increase, $9.9 million was primarily ititable to increased period-over-period
full course equivalent enroliments in the four stiprograms launched prior to January 1, 2013. ¢aufse equivalent enrollments in the new
client programs that launched during 2013 and 28%dlted in additional revenues of $9.9 million &1d4 million, respectively.

Servicing and supporServicing and support costs increased by $3.3omijllor 20.2%, from $16.5 million for the nine mosi#gmded
September 30, 2013 to $19.8 million for the santéodeof 2014. This increase was due primarily %224 million increase in compensation
costs, and a $0.4 million increase in travel experas we increased our headcount in this area%yt@8erve a growing number of students
and faculty in existing and new client programse Témaining increase of $0.5 million was primaatyributable to increased costs associated
with student immersion courses andaampus initiatives. As a percentage of revenu®jaeg and support costs decreased from 28.3%hfe
nine months ended September 30, 2013 to 25.0%héosame period of 2014, as client programs contitmenature and greater operational
efficiencies were achieved.

Technology and content developmdtchnology and content development costs increlag&d.3 million, or 33.0%, from $12.9
million for the nine months ended September 303201$17.2 million for the same period of 2014.sTWias due primarily to a $2.1 million
increase in compensation costs (net of capitaéradunts for software and content development),eamuereased our headcount in this area b
35% to support additional client program launchas scaling of existing client programs. Additiopaliiue to the increase in the number of
courses that have been developed for our cliergrpros, an increase of $0.9 million resulted froghkr depreciation expense associated witt
our capitalized internal use software and contenetbpment costs. Further, in support of our bissirexpansion, costs related to our cloud-
based server usage increased by $0.5 million, vdlideommunication costs and equipment rental esggeimcreased by $0.5 million. The
remaining increase of $0.3 million was attributaioldigher travel and other expenses. As a pergerdhrevenue, technology and content
development costs decreased from 22.2% for themiorghs ended September 30, 2013 to 21.6% foraime period of 2014, reflecting a
higher year-over-year percentage increase in revéman the corresponding increase in technologycantent development expense.

Program marketing and saleBrogram marketing and sales expense increased.Oyrifion, or 19.7%, from $40.9 million for the
nine months ended September 30, 2013 to $48.%miitir the same period of 2014. This increase waspdimarily to a $5.2 million increase
in compensation costs, as we increased our heatlcotimis area by 36% to acquire students for, @ik revenue growth in, new client
programs. Additionally, prospective student gerienatosts increased by a total of $2.6 million @&saentinued to expand our program
marketing efforts to acquire students for our ¢éénew programs. Finally, our rent expense inadasy $0.2 million as we expanded our
office space to accommodate our growing headc@ma percentage of revenue, program marketing aled expense decreased from 70.1%
for the nine months ended September 30, 2013 &6 for the same period of 2014, reflecting a highear-over-year percentage increase in
revenue than the corresponding increase in prognarketing and sales expense.

General and administrativéseneral and administrative expense increased Igyriflion, or 61.6%, from $10.8 million for the rén
months ended September 30, 2013 to $17.4 milliothi® same period of 2014. This was due primaailg 4.4 million increase in
compensation costs, as we increased our headaothisiarea by 21% to support our growing busin€esgher, legal, accounting and other
professional fees increased by $0.8 million, traral related costs increased by $0.7 million ahérageneral and administrative expenses
increased by $0.7 million as we incurred highet€ts sustain our growing operations. As a perggntd revenue, general and administrative
expense increased from 18.5% for the nine monttisceBeptember 30, 2013 to 22.0% compared to the paniod of 2014.

Interest expensénterest expense increased by $1.1 million, fromaduction of expense of $12 thousand for the ninaths ended
September 30, 2013 to an expense of $1.1 milliothi® same period of 2014. This increase was dagapity to a $0.7 million increase in the
fair value of the Series D redeemable convertilbddgured stock warrants resulting from an increagbe value of the underlying shares and
$0.4 million of higher fees associated with ouraleing line of credit.
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Liquidity and Capital Resources
Sources of Liquidity

From inception until the closing of our initial pidboffering on April 2, 2014, we funded our opeoais primarily through private
placements of redeemable convertible preferrecksite raised $31.5 million, $26.0 million and $Bdlion from the sale of redeemable
convertible preferred stock in 2011, 2012 and 2048pectively.

On December 31, 2013, we entered into a crediteageat with Comerica Bank under which we may borugao $37.0 million from
a syndicate of lenders including Comerica Bank @qdare 1 Bank. Through September 30, 2014, we havewed and repaid in full $5.0
million under this facility. Under this revolvingnke of credit, we have the option of borrowing fermlibject to (i) a base rate, which is equal to
1.5% plus the greater of Comerica Bangtime rate, the federal funds rate plus 1% oBthday LIBOR plus 1%, or (ii) LIBOR plus 2.5%. F
amounts borrowed under the base rate, we may mékest-only payments quarterly, and may prepay auwounts with no penalty. For
amounts borrowed under LIBOR, we may make intenat-payments in periods of one, two and three imoand will be subject to a
prepayment penalty if we repay such borrowed ansbetore the end of the interest period.

Borrowings under the line of credit are collaterad by substantially all of our assets. The avditglof borrowings under this credit
line is subject to our compliance with reportingldimancial covenants, including, among other tkirthat we achieve specified minimum
three-month trailing revenue levels during the tefrthe agreement and specified minimum six-morghing profitability levels for some of
our client programs, measured quarterly. In addljtwe are required to maintain a minimum adjustgidigratio, which measures our short t
liquidity.

The covenants under the line of credit also plangdtions on our ability to incur additional indeliness or to prepay permitted
indebtedness, grant liens on or security inteliestsir assets, carry out mergers and acquisitiisppse of assets, declare, make or pay
dividends, make capital expenditures in excespefiied amounts, make investments, loans or acddgmmnter into transactions with our
affiliates, amend or modify the terms of our matkcontracts, or change our fiscal year. If werarein compliance with the covenants under
the line of credit, after any opportunity to cutels non-compliance, or we otherwise experiencevanteof default under the line of credit, the
lenders may require repayment in full of all prjpadiand interest outstanding. If we fail to repagtsamounts, the lenders could foreclose on
the assets we have pledged as collateral undéinéhef credit. We are currently in compliance wétsuch covenants.

On April 2, 2014, we closed our initial public ofiieg in which we issued and sold 8,626,377 shafesmmon stock resulting in net
proceeds of $100.3 million. Refer to Note 2 in tNetes to our Condensed Consolidated Financiak8tants” included in Part |, Item | of this
Quarterly Report on Form 10-Q for additional detail

Cash Flows

The following table summarizes our cash flows fa periods indicated:

Nine Months Ended
September 30,
2013 2014
(in thousands)

Cash (used in) provided b

Operating activitie! $ (17,04) $ (20,129
Investing activities (5,677) (7,855
Financing activitie: 4,92¢ 101,52«
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Operating Activities

For the nine months ended September 30, 2013 ashtussed in operating activities of $17.0 millimmsisted of a net loss of $22.8
million, partially offset by $4.8 million in non-s& items and a $1.0 million net cash inflow fronahes in working capital. Non-cash items
consisted primarily of depreciation and amortizatxpense of $3.1 million and non-cash stock corsgion charges of $1.7 million. The
increase in cash resulting from changes in workimgjtal consisted primarily of an increase in def@revenue of $12.8 million and an incre
in accrued expenses and other current liabilitfeg50l million, offset by an increase in accourgseivable of $16.9 million.

For the nine months ended September 30, 2014 ashtused in operating activities of $20.1 milli@msisted of a net loss of $25.0
million and a $5.5 million net cash outflow fromastges in working capital, partially offset by $1@nlion in non-cash items. The decrease in
cash resulting from changes in working capital &iad primarily of an increase in accounts recdealb $8.2 million, partially offset by a $1
million decrease in other assets, an increaseferréel revenue of $0.8 million, an increase in nefsipayable of $0.6 million and other net
increases of $0.2 million. Non-cash items consigtgaharily of non-cash stock-based compensatiomggsaof $5.5 million, depreciation and
amortization expense of $4.2 million and an inceeafs$0.7 million related to the change in the failue of the Series D redeemable
convertible preferred stock warrant prior to itsieersion to additional paid-in capital upon thesahg of the initial public offering.

Investing Activities

For the nine months ended September 30, 2014 ashtused in investing activities was $7.9 millidhe increase in cash used in
investing activities during the nine months endegt&mber 30, 2014 compared to the same periodli® @0$2.2 million related to increased
expenditures for equipment, internally developeitisre and content development associated withclimmt program launches.

Financing Activities

For the nine months ended September 30, 2013 ashtarovided by financing activities of $4.9 mitlicesulted primarily from the
issuance of redeemable convertible preferred s1686.0 million and $0.1 million from the exercigéstock options. These proceeds were
partially offset by $0.2 million used to repurchabares of common stock from a former employee.

For the nine months ended September 30, 2014 asbktprovided by financing activities was $101.9iom| consisting primarily of
$100.3 million in net proceeds from our initial figkoffering. In addition, we received net cashbdf2 million from the exercise of stock
options.

Off-Balance Sheet Arrangements

As of September 30, 2014, w e did not have anyafénce sheet arrangements .
Contractual Obligations

We are contractually obligated to make fixed paytsém certain of our university clients in excharfigevarious intellectual property
and other rights. See Note 6 in the “Notes to Cordd Consolidated Financial Statements” includd®irt I, Item 1 of this Quarterly Report
on Form 10-Q for additional information regardirgmmitments.

See Note 6 in the “Notes to Condensed Consolidaiteghcial Statements” included in Part |, Iltem #l alnegal Proceedings”
contained in Part Il, Iltem 1 of this Quarterly Repan Form 10-Q for additional information regamglicontingencies.
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Special Note Regarding Forward-Looking Statements

This Quarterly Report on Form 10-Q contains forwimaking statements that involve substantial rigkd uncertainties. In some

cases, you can identify forward-looking statemdytshe words “may”, “might”, “will”, “could”, “would”, “should”, “expect”, “intend”, “plan’

“objective”, “anticipate”, “believe”, “estimate”,predict”, “project”, “potential”, “continue” and “egoing”, or the negative of these terms, or
other comparable terminology intended to identiftements about the future. These statements iewslown and unknown risks,
uncertainties and other factors that may causaadtual results, levels of activity, performanceohievements to be materially different from
the information expressed or implied by these fadalaoking statements. Although we believe thathage a reasonable basis for each
forward-looking statement contained in this Qudyt&eport on Form 10-Q , we caution you that thetstements are based on a combination
of facts and factors currently known by us andeyrectations of the future, about which we canieotdrtain. Forward-looking statements
include statements about:

« trends in the higher education market and the nidokenline education, and expectations for groimtthose markets;

» the acceptance, adoption and growth of online Iagrby colleges and universities, faculty, studeatsployers, accreditors and si
and federal licensing bodies;

« the potential benefits of our solutions to clieatsl students;
* anticipated launch dates of new client programs;
« the predictability, visibility and recurring natuo¢ our business model;

« our ability to acquire new clients and expand paogg with existing clients, including in the intetioaal, undergraduate and doctc
markets;

« our ability to continue to acquire prospective stotd for our clients’ programs;

« our ability to affect or increase student reteniioour clients’ programs;

* our growth strategy;

« the scalability of our platform;

* our expected expenses in future periods and takitionship to revenue;

« potential changes in regulations applicable torusuo clients; and

« the amount of time that we expect our cash balaacdther available financial resources to bedafft to fund our operations.

You should refer to the “Risk Factors” sectiontistQuarterly Report on Form 10-Q for a discussibimportant factors that may
cause our actual results to differ materially frirase expressed or implied by our forward-lookitegesnents. As a result of these factors, we
cannot assure you that the forward-looking statésierthis Quarterly Report on Form 10-Q will praeebe accurate. Furthermore, if our
forward-looking statements prove to be inaccutthie jnaccuracy may be material. In light of thenffigant uncertainties in these forward-
looking statements, you should not regard theserstnts as a representation or warranty by usyoo#er person that we will achieve our
objectives and plans in any specified timeframegtall. We undertake no obligation to publicly apelany forward-looking statements,

whether as a result of new information, future ésem otherwise, except as required by law.

You should read this Quarterly Report on Form 16e@pletely and with the understanding that ouraldiuture results may be
materially different from what we expect. We qugabil of our forward-looking statements by thesatwmary statements.
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Item 3. Quantitative and Qualitative Disclostes About Market Risk

Market risk is the risk of loss to future earningalues or future cash flows that may result frdrarges in the price of a financial
instrument. The value of a financial instrument rohgnge as a result of changes in interest ratebaage rates, commodity prices, equity
prices and other market changes. Our exposure ttketi@sk related to changes in foreign currencghexge rates is deemed low as further
described below. In addition, we do not use deirrediinancial instruments for speculative, hedgimgrading purposes, although in the future
we may enter into exchange rate hedging arrangemembhanage the risks described in the succeedirapmphs.

Interest Rate Risk

We are subject to interest rate risk in conneactith potential borrowings available under our $3million bank line of credit
procured in December 2013. Borrowings under theluvg line of credit bear interest at variablessatincreases in the LIBOR or our lender’s
prime rate would increase the amount of interegaple on any borrowings outstanding under this diheredit. Through September 30, 2014,
we have borrowed and repaid in full $5.0 milliordenthis line of credit.

Foreign Currency Exchange Risk

All of our current client contracts are denominaitetl.S. dollars. Therefore, we have minimal, ifyaforeign currency exchange risk
with respect to our revenue.

We have an office in Hong Kong for program markgtimd student support and incur expenses relatiésldperations. The functior
currency of this office is Hong Kong Dollars, whiekposes us to changes in foreign currency exchatge. Hong Kong Dollar currency rates
have historically been tied to the U.S. Dollar, leser. In addition, because of the small size oftbomg Kong office and the relatively nomit
amount of our expenses denominated in Hong Kon¢pBolwe do not expect any material effect on marfcial position or results of
operations from fluctuations in exchange rates. elmwv, our exposure to foreign currency exchandgemiay change over time as business
practices evolve, and if our exposure increasesgrad movement in foreign currency exchange ratekldhave a material adverse impact on
our financial results.

ltem 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and proceduresatetiesigned to ensure that information requiveaketdisclosed in our Exchange
Act reports is recorded, processed, summarizedepuatted within the time periods specified in tHeC3 rules and forms, and that such
information is accumulated and communicated torsanagement, including our Chief Executive Officed £hief Financial Officer, as
appropriate, to allow timely decisions regardinguieed disclosure based on the definition of “discire controls and procedures” as
promulgated under the Exchange Act and the ruldsegulations thereunder. In designing and evalgdtie disclosure controls and
procedures, management recognized that any comaimdiprocedures, no matter how well designed ardatgd, can provide only reasonable
assurance of achieving the desired control objesfignd management necessarily was required tg @ppidgment in evaluating the cost-
benefit relationship of possible controls and pcages. Based on this evaluation, management coadlticht our disclosure controls and
procedures were not effective as of September@D4 Aue to a material weakness in our internalrosover financial reporting that was
identified in connection with the preparation of @onsolidated financial statements for the yeaded December 31, 2011, 2012 and 201:
is described in the following paragraphs.

In conducting its audit of our consolidated fina@tatements as of and for the years ended Deee8tth2011, 2012 and 2013, our
independent registered public accounting firm idieat control deficiencies in the design and operabf our internal control over financial
reporting that together constituted a material waeak in our internal control over financial repugtiA material weakness is a deficiency, or a
combination of deficiencies, in internal controkovinancial reporting such that there is a reablenpossibility that a material misstatement of
our financial statements will not be prevented etedted on a timely basis. The unremediated mateeiakness identified specifically relate:
inadequacy in the segregation of duties in our aetng processes and our monitoring controls. Adicmyly, our internal control over financial
reporting was not designed or operating effectivAly a result, there were adjustments requireegimection with closing our books and
records and preparing our financial statementd asafor the years ended December 31, 2011 ang, 20t there were no adjustments
required in connection with closing our books aecbrds and preparing our financial statements asafor the year ended December 31,
2013.

33




Table of Contents

In response to the identified material weaknessargan the process of implementing procedurescanttols designed to mitigate the
material weakness and underlying significant deficies. For example, we have expanded our in-haes®inting and finance resources,
including hiring more than ten experienced emplgyiaghis function since April 2012, including d@hief Financial Officer. We have also
implemented enhanced review procedures, begun preti@nsive documentation of our internal contral$ procedures, implemented a
business process and internal controls managemectidn and implemented more formal procedureshferevaluation of non-routine
judgments and estimates. In addition, during tineaiader of 2014 we expect to formalize roles asghoasibilities within our accounting a
finance function, expand our monitoring controlsl @omplete the documentation of our internal cdatamd procedures.

In addition to these efforts, we are in the proadstocumenting and testing our internal contratérofimnancial reporting in order for
our management to report on the effectiveness iointernal controls as of December 31, 2015. Howewe can provide no assurance at this
time that management will be able to report thatioternal control over financial reporting is effeve as of December 31, 2015, or that our
independent registered public accounting firm Wdlable to attest that such internal controls Heetive at the time they are required to
provide such attestation.

Notwithstanding the identified material weaknes@iernal controls over financial reporting, managat believes the consolidated
financial statements included in this Quarterly &&pn Form 10-Q fairly represent in all materiapects our financial condition, results of
operations and cash flows at and for the periodsated in accordance with U.S. GAAP.

Changes in Internal Control Over Financial Reportn

There have been no changes in our “internal cooirei financial reporting” (as defined in Rule 1B&({) of the Exchange Act) that
occurred during the period covered by this Quarteeport on Form 10-Q that have materially affectedare reasonably likely to materially
affect, our internal control over financial repodi
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PART Il. OTHER INFORMATION
Item 1. Legal Proceedings

The information required by this Item is incorpedherein by reference to Note 6 in “Notes to Coseéd Consolidated Financial
Statements” included in Part I, Item 1, of this Qedy Report on Form 10-Q.

Iltem 1A. Risk Factors

In addition to the other information set forth imst Quarterly Report on Form 10-Q, you should adhetonsider the factors discussed
in the “Special Note Regarding Forward-Looking &ta¢nts” section in Part |, Item 2, of this Quasté&keport on Form 10-Q.

Risks Related to Our Business Model, Our Operationand Our Growth Strategy

We have a limited operating history, which makesglitficult to predict our future financial and opeating results, and we may not achieve
our expected financial and operating results in tfigture.

We were incorporated in 2008 and launched our difsht program in 2009. We are currently engageedight colleges and
universities to enable 12 graduate programs thag leunched and in which students have enrolled &f these programs launched in 2013
and three programs launched in 2014. We also lathatdual degree between an additional univerbégtcand one of our existing clients in
2014, and we have one additional program with astiag client scheduled to commence in the fouthrter of 2014. We have also contrac
with three additional universities to enable foemngraduate programs that we expect to launch 15 2As a result of our limited operating
history, our ability to forecast our future openatiresults, including revenue, cash flows and tabfiity, is limited and subject to a number of
uncertainties. We have encountered and will enasurgks and uncertainties frequently experiengedrowing companies in the technology
industry. If our assumptions regarding these riks uncertainties are incorrect or change duectorfaimpacting our targeted markets, or if
we do not manage these risks successfully, ouratipgrand financial results may differ materialfgrh our expectations and our business ma
suffer.

We have incurred significant net losses since intiep, and we expect our operating expenses to iase significantly in the foreseeable
future, which may make it more difficult for us tachieve and maintain profitability

We incurred net losses of $22.8 million and $25ilian during the nine months ended September 8032and 2014, respectively,
and we had an accumulated deficit of $124.8 milisrof September 30, 2014. We will need to genenadesustain increased revenue levels i
future periods to become profitable, and, evenefde, we may not be able to maintain or increasdeme! of profitability. We anticipate that
our operating expenses will increase substantialtiie foreseeable future as we undertake incre@staiology and production efforts to
support a growing number of client programs andease our program marketing and sales effortsite thie acquisition of potential students
in these programs. In addition, as a public compaywill incur significant accounting, legal anther expenses that we did not incur as a
private company. These expenditures will make iitdbafor us to achieve and maintain profitabili®ur efforts to grow our business may be
more costly than we expect, and we may not betalilecrease our revenue enough to offset our higherating expenses. If we are forced to
reduce our expenses, our growth strategy coulcbgmmised. We may incur significant losses inftliare for a number of reasons,
including unforeseen expenses, difficulties, congilons, delays and other unknown events. As dtyesei can provide no assurance as to
whether or when we will achieve profitability. Ifenare not able to achieve and maintain profitahithe value of our company and our
common stock could decline significantly.

35




Table of Contents

Our business depends heavily on the adoption byegms and universities of online delivery of thgirograms and courses. If we fail to
attract new colleges and universities as clientsr cevenue growth and profitability may suffer.

The success of our business depends in large padroability to enter into agreements with addiibnonprofit colleges and
universities for their offering of degree prograomdine. In particular, to engage new clients, wech® convince nonprofit colleges and
universities, many of which have been educatindesits in generally the same types of on-campusaneg)for hundreds of years, to invest
significant time and resources to adjust the maimmeshich they teach students for an online degregram. The delivery of degree-granting
programs online at leading nonprofit colleges anidersities is nascent, and many administratorsfaculty members have expressed concert
regarding the perceived loss of control over thecatlon process that might result from offeringtem online, as well as skepticism regarding
the ability of colleges and universities to providgh quality education online that maintains ttendards they set for their on-campus
programs. It may be difficult to overcome this st@ince, and there can be no assurance that ontigeams of the kind we develop with our
clients will ever achieve significant market aceeyite.

Our financial performance depends heavily on ouriity to acquire qualified potential students foruw clients’ programs, and our ability to
do so may be affected by circumstances beyond outrol.

Building awareness of our clients’ programs isicaitto our ability to acquire prospective studédiotsour clients’ programs and
generate revenue. A substantial portion of our Bges is attributable to program marketing and seffests dedicated to attracting potential
students to our clients’ programs. Because we gémeevenue based on a portion of the tuitiondbatlients collect from the students
enrolled in their programs, it is critical to owrcgess that we identify prospective students whetmer clients’ admissions criteria in a cost-
effective manner, and that enrolled students remetitve in our clients’ programs.

The following factors, many of which are largelytside of our control, may prevent us from succdbstiriving and maintaining
student enrollment in our clients’ programs in ateeffective manner or at all:

*  Negative perceptions about online learning prografsa non-traditional form of education deliveryy alients’ online degree
programs will be subject to increased scrutiny tspective students. Online learning programswleabr our competitors offer may
not be successful or operate efficiently, and netvamts to the field of online learning also may perform well. Such
underperformance could create the perception thiateoprograms in general are not an effective wagducate students, whether or
not our clients’ programs achieve satisfactory @enance, which could make it difficult for us tocsessfully attract prospective
students for our clients’ programs. Students masehectant to enroll in online programs for feaattthe learning experience may be
substandard, that employers may be averse to tstidents who received their education onlinehat trganizations granting
professional licenses or certifications may beatalnt to grant them based on degrees earned thamligle education.

» Ineffective program marketing efforidle invest substantial resources in developing empdedmenting data-driven program marketing
and sales strategies that focus on identifyingitte potential student at the right time. Our paog marketing efforts make
substantial use of search engine optimization, pa#&dch and custom website development and dephdytheur execution of this
strategy proves to be inefficient or unsuccessfganerating a sufficient quantity of high quafitypspective students, our revenue
could be adversely affected.

« Damage to client reputatio®Because we market a specific client degree progogpotential students, the reputations of our ¢dien
are critical to our ability to enroll students. Maiactors affecting our clients’ reputations argdred our control and can change over
time, including their academic performance and iregmkmong nonprofit educational institutions offfigria particular degree program.

» Lack of interest in the degree offered by the progiWe may encounter difficulties attracting qualifistddents for degree programs
that are not highly desired or that are relativedy within their fields. Macroeconomic conditiorsylond our control may diminish
interest in employment in a field, and that coubditcibute to lack of interest in degrees in theigines offered by our clients.

*  Our lack of control over our clients’ admissionidons.Even if we are able to identity prospective studdat a program, there is
no guarantee that students will be admitted togthagram. Our clients retain complete discretiothigir admissions decisions, and
changes to admissions standards, or inconsistgtitafion of admissions standards, could affeatistil enroliment and our ability to
generate revenue.

« Inability of students to secure fundingke traditional college and university studentsm of the students in our clients’ programs
rely heavily on the availability of third-party famcing to pay for the costs of their educationsluiding tuition. This tuition assistance
may include federal or private student loans, saisblips and grants, or benefits or reimbursementighed by the studentemployers
Any developments that reduce the availability o&ficial aid for higher education generally, ordar clients’ programs in particular,
could impair students’ abilities to meet their ficéal obligations, which in turn could result irdteed enroliment and harm our ability
to generate revenue.
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*  General economic conditionStudent enrollment in our clients’ programs mayafiected by changes in the U.S. economy and, to a
lesser extent, by global economic conditions. Apriovement in economic conditions in the United &atnd, in particular, an
improvement in the U.S. unemployment rate, may cedlemand among potential students for higher ¢idued services, as they m
find adequate employment without additional eduweatConversely, a worsening of economic and empémtraonditions may reduce
the willingness of employers to sponsor higher atiooal opportunities for their employees or dise@e existing or potential stude
from pursuing higher education due to a perceptianthere are insufficient job opportunities, Eesed economic uncertainty or ot
factors, any of which could adversely impact outitgtto attract qualified students to our cliengograms. If one or more of these
factors reduces student demand for our clientgjams, enroliment could be negatively affected,amsts associated with student
acquisition and retention could increase, or batty, of which could materially compromise our akitib grow our revenue or achieve
profitability. These developments could also hatmmputation and make it more difficult for uselagage additional clients for new
programs, which would negatively impact our abitiyexpand our business.

Disruption to or failures of our platform could redce client and student satisfaction with our clies’ programs and could harm our
reputation.

The performance and reliability of our platforncidtical to our operations, reputation and abitiyattract new clients, as well as our
student acquisition and retention efforts. Ourrdberely on our technology solutions to offer th@iograms online, and students access our
platform on a frequent basis as an important gfati@r educational experience. Accordingly, ansoes, defects, disruptions or other
performance problems with our platform could damageor our clients’ reputations, decrease studatisfaction and retention and impact ou
ability to attract new students, clients and praggalf any of these problems occur, our clients ni@ljowing notice and our failure to cure,
terminate their agreements with us, or make ind&oation or other claims against us. In additiomstgained or recurring disruptions in our
technology platform could adversely affect our and clients’ compliance with applicable regulati@ml accrediting body standards.

Our market may be limited based on the types of piarfit colleges and universities we target for omi degree programs.

We primarily market degree programs to selectivepnofit colleges and universities, a market thatdsessarily limited. The contra
we enter into with our clients generally contamitations on our ability to contract with otherftitigtions to offer the same degree program,
maintaining good relations with our clients may mézat we may be less likely to approach certastitutions that they regard as their direct
competitors to offer similar programs, even if we allowed to do so under our contracts. Moredvecause of the long-term nature of our
client contracts, and because of the relationsbiisist we strive to build with our current clisptve generally will not be able or willing to
terminate our existing client relationships to uere competitive program with another college dvensity, even if it may prove to be more
profitable to us. Instead, we may continue witlr@gpam that does not generate expected levelssefite to us, or one from which we may
be able to fully recover the program marketing salés expenses we incur in attracting studentsrtalén the program, if, for example, the
client limits enrollment in the program. As a rdsthe nature of our contracts and our relatiorshijth our clients could restrict the overall
revenue potential of our business.

Attracting new clients for the launch of new progmas is complex and tin-consuming. If we pursue unsuccessful client oppantties, we
may forego more profitable opportunities and ourenating results and growth would be harmed.

The process of identifying specific degree progranthe selective nonprofit colleges and universithat we believe will be a good fit for our
platform, and then negotiating contracts with pt&lients, is complex and time-consuming. Beeaofthe initial reluctance on the part of
some nonprofit colleges and universities to embeanew method of delivering their education serviged the complicated approval process
within universities, our sales process to attract angage a new client can be lengthy. Dependirtheparticular college or university, we
may face resistance from university administratwriaculty members during the process.
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The sales cycle for a new degree program oftensspa@ year or longer. In addition, our sales cygale vary substantially from
program to program because of a number of facdituoekjding the client’s approval processes or disagrents over the terms of our offerings.
We spend substantial effort and management resporceur new program sales efforts without any rasse that our efforts will result in the
launch of a new program. If we invest substantaburces pursuing unsuccessful program opportanitie may forego other more profitable
client relationships, which would harm our opergtiasults and growth.

To launch a new program, we must incur significagkpense in technology and content development, a6 as program marketing and
sales, to identify and attract prospective studefasd it may be several years, if ever, before waeyate revenue from a new progra
sufficient to recover our cost:

To launch a new program, we must integrate oufgrtatwith the various student information and otbperating systems our clients
use to manage functions within their institutioimsaddition, our content development staff mustkudosely with that cliens faculty membel
to produce engaging online coursework and congarit,we must commence student acquisition activilibs process of launching a new
program is time-consuming and costly and, underagueements with our clients, we are primarily cesible for the significant costs of this
effort, even before we generate any revenue. Aafditly, during the life of our client agreements are responsible for the costs associated
with continued program marketing, maintaining aetinology platform and providing non-academic atimeiosupport for students enrolled in
the program. We invest significant resources is¢h@gew programs from the beginning of our relatigmsvith a client, and there is no
guarantee that we will ever recoup these costs.

Because our client agreements provide that weveeefixed percentage of the tuition that the ¢lierceive from the students
enrolled in their programs, we only begin to regabhese costs once students are enrolled and paging tuition. The time that it takes for us
to recover our investment in a new program depends variety of factors, primarily the level of aiudent acquisition costs and the rate of
growth in student enrollment in the program. Wéneste that, on average, it takes approximately fodive years after engagement with a
client to fully recover our investment in that clitss new program. Because of the lengthy periodired to recoup our investment in a
program, unexpected developments beyond our cardrdt occur that result in the client ceasingignigicantly curtailing a program before
we are able to fully recoup our investment. Assule we may ultimately be unable to recover tHeifivestment that we make in a new
program or achieve our expected level of profiigbfor the program.

If we are not successful in quickly and efficientlcaling up programs with new and existing clientsjr reputation and our revenue wi
suffer.

Our continued growth and profitability depends am ability to successfully scale newly launchedgseons with our clients. As we
continue aggressively growing our business, we fdaontinue to hire new employees at a rapid paasicularly in our program marketing
and sales team and our technology and contentafeweint teams. If we cannot adequately train theseemployees, we may not be
successful in acquiring potential students foraignts’ programs, which would adversely impact ahility to generate revenue, and our
clients and the students in their programs coudé konfidence in the knowledge and capability afedaployees. If we cannot quickly and
efficiently scale our technology to handle growstgdent enroliment and new client programs, o@ntt’ and their students’ experiences with
our platform may suffer, which could damage oumtafion among colleges and universities and tlaeiuity and students.

Our ability to effectively manage any significambgth of new programs and increasing student emesit will depend on a number
of factors, including our ability to:

e satisfy existing students in, and attract and émel students for, our clients’ programs;
e assist our clients in recruiting qualified facultysupport their expanding enroliments;
e assist our clients in developing and producingrangased volume of course content;
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»  successfully introduce new features and enhancenagct maintain a high level of functionality in glatform; and
» deliver high quality support to our clients anditdaculty and students.

Establishing new client programs or expanding exgsprograms will require us to make investmentsianagement and key staff,
increase capital expenditures, incur additionalketing expenses and reallocate other resourcesidént enrollment in our clients’ programs
does not increase, if we are unable to launch rregrpms in a cost-effective manner or if we arespilise unable to manage new client
programs effectively, our ability to grow our busas and achieve profitability would be impaired] #re quality of our solutions and the
satisfaction of our clients and their students daulffer.

Our financial performance depends heavily on studeatention within our clients’ programs, and facte influencing student retention may
be out of our control.

Once a student is enrolled in a cliengrogram, we and our client must retain the studeer the life of the degree program to gene
ongoing revenue. Our strategy involves offeringhhigiality support to students enrolled in our dképrograms to support their retention. If
we do not help students quickly resolve any edonati technological or logistical issues they emtey otherwise provide effective ongoing
support to students or deliver the type of highligueengaging educational content that studenfseek students may withdraw from the
program, which would negatively impact our revenue.

In addition, student retention could be compromisgdhe following factors, many of which are langeltside of our control:

» Reduced support from our clienBecause revenue from a particular program is dyrettributable to the level of student enroliment
in the program, our ability to grow our revenuenfra client relationship depends on the client caritig to offer its online program to
students, as well as the growth of enrollment at gfrogram. Although our contracts with clients eratly require that the client
expand enrollment in their programs to includegatlified applicants, our only recourse if they ab® not to do so is termination of
the exclusivity limitations on developing prograwish other colleges or universities that are inelddn our agreements with our
clients. Despite the agreements we have in platteaur clients, our clients could limit enroliménttheir programs, cease providing
the programs altogether or significantly curtaiirdnibit our ability to promote their programs, asfywhich would negatively impact
our revenue.

»  Lack of support from client faculty membedtgakes a significant time commitment and dedaafrom our clients’ faculty members
to work with us to develop course content desigoedn online learning environment. Our client£d#ty may be unfamiliar with the
development and production process, may not uratetshe time commitment involved to develop therseuwontent, or may
otherwise be resistant to changing the ways in lwttiey present the same content in an on-campss. €aur ability to maintain high
student retention will depend in part on our apild convince our clients’ faculty of the valuetire time and effort they will spend
developing the course program. Lack of support ffaculty could cause the quality of our clientsdbgrams to decline, which could
contribute to decreased student satisfaction ateditien.

*  Student dissatisfactiofenrolled students may drop out of our clients’ pergs based on their individual perceptions of thieie they
are getting from the program. For example, we naag fretention challenges as a result of studeigsatisfaction with the quality of
course content and presentation, dissatisfactitmevir clients’ faculty, changing views of the valaf our clients’ programs and
degrees offered and perceptions of employment paispollowing completion of the program. Factousside our control related to
student satisfaction with, and overall perceptiGragorogram may contribute to decreased studésntien rates for that program.

e Personal factorsFFactors impacting a student’s willingness and ghibt stay enrolled in a program include persoaatdrs, such as
ability to continue to pay tuition, ability to metse rigorous demands of the program, and lackred to continue classes, all of which
are generally beyond our control.
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Any of these factors could significantly reduce teeenue that we generate from a client’s progmahich would negatively impact
our return on investment for the particular programd could compromise our ability to grow our Inesis and achieve profitability.

We currently have, and for the foreseeable futungect to continue to have, a small number of clispand therefore we expect the loss, or
material underperformance, of any one client coudirt our future financial performance.

We are currently engaged by eight colleges andeusities to enable 12 existing graduate prograntsvae launched a dual degree
between an additional university client and onewfexisting clients in 2014. We also expect onditamhal program with an existing client to
launch in the fourth quarter of 2014, and we hay@racted with three additional universities toldadour new graduate programs that we
expect to launch in 2015. For the foreseeable éutne expect to launch a small number of new grteddiegree programs per year. As a result
of this small number of programs, the material updeformance of any one program, including thaufailto increase student enroliment in a
program, or any decline in the ranking of one afdients’ programs or other impairment of theipugation, could have a disproportionate
effect on our business. Additionally, because viye @a our own reputation for delivering high qugldgnline programs and recommendations
from existing clients to attract potential new olig, the loss of any single client program, orftikire of any client to renew its agreement with
us upon expiration, could impair our ability to pue our growth strategy and ultimately to beconoditable.

A significant portion of our revenue is currentlytiibutable to programs with the University (Southern California. A decline in enrollmer
in these programs could significantly reduce ourvenue.

Our two longest running programs, launched in 2888 2010, are with the University of Southern @atifa, or USC. For the nine
months ended September 30, 2013 and 2014, 70%78adrBspectively, of our revenue was derived frbasé two programs. We expect that
USC will continue to account for a large portionoofr revenue until our other client programs becomeee mature and achieve significantly
higher enroliment levels. Any decline in USC's rigiion, any increase in USC's tuition, or any chemim USC's policies could adversely
affect the number of students that enroll in theseprograms. Further, the faculty or administratof these two schools could become resi
to offering courses through our platform, makingire difficult for us to attract and retain stutdemhese graduate schools are not required |
expand student enrollment in their online programd, upon the expiration of their contracts, theyreot required to continue using us as the
provider of their online programs. If either of seeprograms were to materially underperform for @agon or to terminate their relationships
with us, it would significantly reduce our revenue.

If our security measures are breached or fail andsult in unauthorized disclosure of data, we coldde clients, fail to attract new clien
and be exposed to protracted and costly litigation.

Maintaining platform security is of critical impartce for our clients because the platform stordsrmamsmits proprietary and
confidential university and student information,igfhmay include sensitive personally identifiabléormation that is subject to stringent legal
and regulatory obligations. As a technology compavg/face an increasing number of threats to amtelogy platform, including
unauthorized activity and access, system virusesn®, malicious code and organized cyberattackspwhich could breach our security &
disrupt our solutions and our clients’ programsuf security measures are breached or fail asuit ref third-party action, employee error,
malfeasance or otherwise, we could be subjecahilily or our business could be interrupted, ptétly over an extended period of time. Any
or all of these issues could harm our reputatidueesely affect our ability to attract new clieatsd students, cause existing clients to scale
back their programs or elect not to renew theieagrents, cause prospective students not to emrstildents to stay enrolled in our clients’
programs, or subject us to third-party lawsuitgutatory fines or other action or liability. Furthany reputational damage resulting from
breach of our security measures could create distfuour company by prospective clients or stusleint addition, our insurance coverage may
not be adequate to cover losses associated withestgnts, and in any case, such insurance mayomet all of the types of costs, expenses
losses we could incur to respond to and remediagzarity breach. As a result, we may be requivezkpend significant additional resource
protect against the threat of these disruptionssaedrity breaches or to alleviate problems cabgesiich disruptions or breaches.
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We have grown rapidly and expect to continue toesvin our growth for the foreseeable future. If wail to manage this growth effectively,
the success of our business model will be compremis

We have experienced rapid growth in a relativelyrsheriod of time, which has placed, and will éoné to place, a significant strain
on our administrative and operational infrastruetdiacilities and other resources. Our ability anage our operations and growth will require
us to continue to expand our program marketingsahels personnel, technology team, finance and astnaition teams, as well as our facilities
and infrastructure. We will also be required tamefour operational, financial and management otsyind reporting systems and procedures
If we fail to manage this expansion of our busirneffisiently, our costs and expenses may increase ihan we plan and we may not
successfully expand our client base, enhance atfiopin and technology-enabled services, developpregrams with new and existing
clients, attract a sufficient number of qualifigddents in a cost-effective manner, satisfy thairegnents of our existing clients, respond to
competitive challenges or otherwise execute ouiniess plan. Although our business has experiengedisant growth in the past, we cannot
provide any assurance that our revenue will costiougrow at the same rate in the future.

Our ability to manage any significant growth of dusiness effectively will depend on a number ofdes, including our ability to:

» effectively recruit, integrate, train and motivatéarge number of new employees, including our gnegmarketing and technology
teams, while retaining existing employees;

*  maintain the beneficial aspects of our corporateiceiand effectively execute our business plan;

*  continue to improve our operational, financial amanagement controls;

»  protect and further develop our strategic assetdjding our intellectual property rights; and

»  make sound business decisions in light of the Bgratssociated with operating as a public company.

These activities will require significant capitaipenditures and allocation of valuable managemeatesnployee resources, and our
growth will continue to place significant demanasaur management and our operational and finairdiastructure.

There are no guarantees that we will be able &ctffely manage any future growth in an efficiemst-effective or timely manner, or
at all. In particular, any failure to implement &ras enhancements and improvements successfulllikell negatively impact our ability to
manage our expected growth, ensure uninterruptechtipn of key business systems and comply withrikes and regulations that are
applicable to public reporting companies. Moreofare do not manage the growth of our businessapetations effectively, the quality of
our solutions could suffer, which could negativaffect our reputation, results of operations anerall business.

We face competition from established and other egieg companies, which could divert clients to ousrapetitors, result in pricing pressu
and significantly reduce our revenue.

We expect existing competitors and new entrantsgmnline learning market to revise and improwarthusiness models constantly
in response to challenges from competing busingssgading ours. If these or other market partieits introduce new or improved delivery of
online education and technology-enabled servicaiswie cannot match or exceed in a timely or cadgtetif’e manner, our ability to grow our
revenue and achieve profitability could be compsedi

Our primary competitors include EmbanetCompasskaithk, which were acquired in 2012 by PearsonJuofoh Wiley & Sons,
respectively, both of which are large education jamolishing companies. There are also several meleaisting vendors providing some or
of the services we provide to other segments oéthesation market, and these vendors may pursuaedtititions we target. In addition,
colleges and universities may choose to continirggus to develop their own online learning solagdn-house, rather than pay for our
solutions.

Some of our competitors and potential competitangetsignificantly greater resources than we daelsed competition may result in
pricing pressure for us in terms of the percentsgaition and fees we are able to negotiate teikecfrom a client. The competitive landscape
may also result in longer and more complex saletesywith a prospective client or a decrease innoanket share among selective nonprofit
colleges and universities seeking to offer onliegrée programs, any of which could negatively affec revenue and future operating results
and our ability to grow our business.
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A number of competitive factors could cause uste Ipotential client opportunities or force usfferoour solutions on less favorable
economic terms, including:

e competitors may develop service offerings thatpatential clients find to be more compelling thamsy

e competitors may adopt more aggressive pricing fediand offer more attractive sales terms, adape moickly to new technologies
and changes in client and student requirementsgdenate greater resources to the acquisition difqechstudents than we can; and

e current and potential competitors may establistpecative relationships among themselves or witldtparties to enhance their
products and expand their markets, and our indusstilgely to see an increasing number of new emngrand increased consolidation.
Accordingly, new competitors or alliances among petitors may emerge and rapidly acquire significaatket share.

We may not be able to compete successfully againstnt and future competitors. In addition, coritjget may intensify as our
competitors raise additional capital and as esthbtl companies in other market segments or geagnagainkets expand into our market
segments or geographic markets. If we cannot cargeatcessfully against our competitors, our abititgrow our business and achieve
profitability could be impaired.

If for -profit postsecondary institutions, which offer ank education alternatives different from ours, ferm poorly, it could tarnish the
reputation of online education as a whole, whichudd impair our ability to grow our business.

For-profit postsecondary institutions, many of whjirovide course offerings predominantly online ander intense regulatory and
other scrutiny, which has led to media attentiat tias sometimes portrayed that sector in an terflag light. Some for-profit online school
operators have been subject to governmental imaiins alleging the misuse of public funds, firahicregularities, and failure to achieve
positive outcomes for students, including the itighio obtain employment in their fields. Theséeghtions have attracted significant adverse
media coverage and have prompted legislative hgsmend regulatory responses. These investigatiawes focused on specific companies and
individuals, and even entire industries in the aafsecruiting practices by fagurofit higher education companies. Even though waat marke
our solutions to these institutions, this negathedia attention may nevertheless add to skeptialsout online higher education generally,
including our solutions.

The precise impact of these negative public peimegton our current and future business is diffibuldiscern. If these few situations,
or any additional misconduct, cause all onlineréay programs to be viewed by the public or poliekers unfavorably, we may find it
difficult to enter into or renew contracts witheetive colleges and universities or attract addélstudents for our clients’ programs. In
addition, this perception could serve as the impéiumore restrictive legislation, which could itraur future business opportunities.
Moreover, allegations of abuse of federal finanaidlfunds and other statutory violations agaiostgrofit higher education companies could
negatively impact our opportunity to succeed duedtoeased regulation and decreased demand. Atnesé factors could negatively impact
our ability to increase our client base and growaients’ programs, which would make it difficatt continue to grow our business.

If we do not retain our senior management team akely employees, we may not be able to sustain oawtjt or achieve our busines
objectives.

Our future success is substantially dependent ®rdntinued service of our senior management tBa&cause of our small number of
clients and the significant nature of each newntlielationship, our senior management team isilyeimvolved in the client identification and
sales process, and their expertise is criticabivigating the complex approval processes of laoygrofit colleges and universities. We do not
maintain key-person insurance on any of our em@syimcluding our senior management team. Thedbg services of any individual on
our senior management team could make it morecdlffto successfully operate our business and aetoar business goals.
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Our future success also depends heavily on thatiebteof our program marketing and sales, technobotd content development and
support teams to continue to attract and retaififggecastudents in our clients’ programs, therel®ngrating revenue for us. In particular, our
highly-skilled technology and content developmenptyees provide the technical expertise underlpngbundled technology-enabled
services that support our clients’ programs andsthdents enrolled in these programs. CompetitionHfese employees is intense. As a result,
we may be unable to attract or retain these keygmerel that are critical to our success, resultirftarm to our relationships with clients, loss
of expertise or know-how and unanticipated recraittrand training costs.

We may need additional capital in the future to mure our business objectives. Additional capital nret be available on favorable terms,
at all, which could compromise our ability to groaur business.

We believe that our existing cash balances, intentdio the proceeds we received from our initigblic offering and the available
borrowing capacity under our revolving line of dtedill be sufficient to meet our minimum anticiieal cash requirements for at least the nex
twelve months. We may, however, need to raise imadit funds to respond to business challenges porpnities, accelerate our growth,
develop new programs or enhance our platform. Iee&k to raise additional capital, it may not bailable on favorable terms or may not be
available at all. In addition, if we have borrowsngutstanding under our credit facility, we mayréstricted from using the net proceeds of
financing transactions for our operating objectivesck of sufficient capital resources could sigrantly limit our ability to manage our
business and to take advantage of business amelgitrapportunities. Any additional capital raigacough the sale of equity or debt securities
with an equity component would dilute our stock evahip. If adequate additional funds are not abéglé and when needed, we may be
required to delay, reduce the scope of, or elineimaaterial parts of our business strategy.

Our employees located outside of the United Stated the international residents applying to and eling in our clients’ programs expose
us to international risks.

Operating in international markets requires sigatifit resources and management attention and ssibfetd regulatory, economic and
political risks that are different from those iretbnited States. We have a branch office in Hongd<for program marketing and student
support. Because we have employees in Hong Kongra&veubject to Hong Kong’'s compensation and besnefgulations, which differ from
compensation and benefits regulations in the Uriitiadies. Further, acquiring international applisartd enrollments for our clients requires u:
to comply with international data privacy regulatsoof the countries from which our client prograsinaw applicants and enrollments. Failure
to comply with international regulations or to adately adapt to international markets could harmaduility to successfully operate our
business and pursue our business goals.

Future programs with colleges and universities oigks the United States could expose us to risks emé in international operations.

One element of our growth strategy is to expandmternational operations and establish a worldveiient base. We cannot assure
you that our expansion efforts into internationalrkets will be successful. Our experience withaating clients in the United States may
be relevant to our ability to attract clients i@t emerging markets. In addition, we would faskgiin doing business internationally that cc
constrain our operations and compromise our gr@aalspects, including:

» the need to localize and adapt online degree pmugifar specific countries, including translatiotoifioreign languages and ensuring
that these programs enable our clients to comptlly wtal education laws and regulations;

* data privacy laws that may require data to be hehil a specific manner;

» difficulties in staffing and managing foreign opéoas, including employment laws and regulatioriffedent pricing environments,
longer sales cycles, longer accounts receivablepay cycles and collections issues;

* new and different sources of competition, and jicastwhich may favor local competitors;

*  weaker protection for intellectual property andawtlegal rights than in the United States and pralcdifficulties in enforcing
intellectual property and other rights outsidehsf tUnited States;
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» compliance challenges related to the complexitynoftiple, conflicting and changing governmental $aand regulations, including
employment, tax, privacy and data protection, amdlaibery laws and regulations such as the Ud@eign Corrupt Practices Act;

» increased financial accounting and reporting busderd complexities;

»  restrictions on the transfer of funds;

» adverse tax consequences, including the poteptiakfjuired withholding taxes for our overseas eygés; and

e unstable regional and economic political conditions

Future agreements with international clients mayijole for payments to us to be denominated in logalencies. In such case,
fluctuations in the value of the U.S. dollar andefgn currencies could impact our operating resulien translated into U.S. dollars, and we
may not be able to engage in currency hedgingitieswto effectively limit the risk of exchange edtuctuations.

We might not be able to utilize a significant pasti of our net operating loss carryforwards, whicloald adversely affect our profitability.

As of September 30, 2014, we had federal and s&teperating loss carryforwards due to prior gktasses, which, if not utilized,
will begin to expire in 2029 and 2021 for federatiastate purposes, respectively. These net opgiats carryforwards could expire unused
and be unavailable to offset future income taxilids, which could adversely affect our profithtyi. In addition, under Section 382 of the
Internal Revenue Code of 1986, as amended, iffgocation undergoes an “ownership change,” whigfeiserally defined as a greater than
50% change, by value, in its equity ownership @véree-year period, the corporation’s ability $& its pre-change net operating loss
carryforwards and other pre-change tax attribudesffset its post-change income may be limited. Mdee not completed an analysis to
determine what, if any, impact any prior ownersttignge has had on our ability to utilize our nedrafing loss carryforwards. In addition, we
may experience ownership changes in the futurerasudt of subsequent shifts in our stock ownerdfijwe determine that an ownership
change has occurred and our ability to use ouotiéstl net operating loss carryforwards is matéridnited, it would harm our future
operating results by increasing our future taxgations.

We engage some individuals classified as indepemdentractors, not employees, and if federal ortsttaw mandates that they be classified
as employees, our business would be adversely itegac

We engage independent contractors and are subjtwt Internal Revenue Service regulations andegige state law guidelines
regarding independent contractor classificatioresehregulations and guidelines are subject toipldiad agency interpretation, and it coulc
determined that the independent contractor clasgidin is inapplicable. Further, if legal standdiatsclassification of independent contractors
change, it may be necessary to modify our compimsatructure for these personnel, including byipgwdditional compensation or
reimbursing expenses. In addition, if our independentractors are determined to have been misiiéabas independent contractors, we
would incur additional exposure under federal aatedaw, workers’ compensation, unemployment hienyédbor, employment and tort laws,
including for prior periods, as well as potentiability for employee benefits and tax withholdingsy of these outcomes could result in
substantial costs to us, could significantly impair financial condition and our ability to conduetr business as we choose, and could dal
our reputation and our ability to attract and metather personnel.

Risks Related to Regulation of Our Business and Thaf Our Clients
Our business model relies on client institutionsraplying with federal and state laws and regulations

Higher education is heavily regulated. All of olients participate in Title IV federal student fir@al assistance programs under the
Higher Education Act of 1965, as amended, or HEA, are subject to extensive regulation by the D&partment of Education, or DOE, as
well as various state agencies, licensing boardsaanrediting commissions. To participate in thigeTlV programs, an institution must receive
and maintain authorization by the appropriate stdtecation agencies, be accredited by an accrgditmmission recognized by the DOE, anc
be certified by the DOE as an eligible institutitirany of our clients were to be found to be imranmpliance with any of these laws,
regulations, standards or policies, the client ddose some or all access to Title
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IV program funds, lose the ability to offer cert@irograms or lose their ability to operate in darates, any of which could cause our reve
from that client’s program to decline.

The regulations, standards and policies of ountdieegulators change frequently and are oftefjestitto interpretation. Changes in,
or new interpretations of, applicable laws, regafs or standards could compromise our clientsteditation, authorization to operate in
various states, permissible activities or use défal funds under Title IV programs. We cannot tedith certainty how the requirements
applied by our clients’ regulators will be interfgd, or whether our clients will be able to compigh these requirements in the future.

Our activities are subject to federal and state Eand regulations and other requirements.

Although we are not an institution of higher edimatwe are required to comply with certain eduwmrataws and regulations as a re
of our role as a service provider to higher edwcainstitutions, either directly or indirectly thrgh our contractual arrangements with clients.
Failure to comply with these laws and regulationsld result in breach of contract and indemnifigatelaims and could cause damage to our
reputation and impair our ability to grow our biess and achieve profitability.

Activities of the U.S. Congress could result in @ise legislation or regulatory actiot

The process of re-authorization of the HEA begaP(dh4 and is ongoing. Congressional hearings welceih 2013 and 2014 and will
continue to be scheduled by the U.S. Senate Comeritt Health, Education, Labor and Pensions, tBe louse of Representatives
Committee on Education and the Workforce and off@rgressional committees regarding various aspétte education industry, including
accreditation matters, student debt, student rixegyicost of tuition, distance learning, competebased learning, student success and
outcomes and other matters. In addition, Presi@é&®atma has proposed a college rating initiativewmatld publish school ratings based upon
measures of access, affordability and outcomes@iCbllege Scorecard and compare peer institutions.

The increased scrutiny and results-based accolityabitiatives in the education sector, as wedlagoing policy differences in
Congress regarding spending levels, could lea@jtoficant changes in connection with the reauthation of the HEA or otherwise. These
changes may place additional regulatory burdensostsecondary schools generally, and specifiainigs may be targeted at or have an
impact upon companies like us that serve highecatitn. The adoption of any laws or regulationg tinsit our ability to provide our bundled
services to our clients could compromise our abititdrive revenue through their programs or makesolutions less attractive to them.
Congress could also enact laws or regulationsréuatire us to modify our practices in ways thatldancrease our costs.

In addition, regulatory activities and initiativesthe DOE may have similar consequences for osinass even in the absence of
Congressional action. The DOE is conducting an omgseries of rulemakings intended to assure ttegiity of the Title IV programs. No
assurances can be given as to how any new rulesffeay our business.

Our business model, which depends on our abilityréceive a share of tuition revenue as payment froar clients, has been validated by a
DOE “dear colleague” letter, but such validation is nabdified by statute or regulation and may be suttjeo change.

Each institution that participates in Title IV prags agrees it will not “provide any commissionnbs, or other incentive payment
based in any part, directly or indirectly, uponaess in securing enrollments or the award of fir@rmid, to any person or entity who is
engaged in any student recruitment or admissiamiggtor in making decisions regarding the awafditte IV, HEA program funds.” All of
our clients participate in Title IV Programs.

Although this rule, referred to as the incentivenpensation rule, generally prohibits entities aividuals from receiving incentive-
based compensation payments for the successfuiitraent, admission or enrollment of students, ti@Hprovided guidance in 2011
permitting tuition revenue-sharing arrangementskmas the “bundled services rule.” Our current bess model relies heavily on the bundlec
services rule to enter into tuition revenue-shaeggeements with client colleges and universities.
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Because the bundled services rule was promulgatdtiform of agency guidance issued by the DOterform of a “dear colleague”
letter, or DCL, and is not codified by statute egulation, there is risk that the rule could berail or removed without prior notice, public
comment period or other administrative procedwrglirements that accompany formal agency rulemakiligough the DCL represents the
current policy of the DOE, the bundled services mduld be reviewed, altered or vacated in therutin addition, the legal weight the DCL
would carry in litigation over the propriety of aspecific compensation arrangements under the HEAeoincentive compensation rule is
uncertain. We can offer no assurances as to ho®@iewould be interpreted by a court. The revisi@moval or invalidation of the bundled
services rule by Congress, the DOE or a court, dréh an action involving our company or our clgror in action that does not involve us,
could require us to change our business model@mepotiate the terms of our client contracts anddcoompromise our ability to generate
revenue.

If we or our subcontractors or agents violate thecentive compensation rule, we could be liable to alients for substantial fines, sanctior
or other liabilities.

Even though the DCL clarifies that tuition reversi@ring arrangements with our clients are pernissite are still subject to other
provisions of the incentive compensation rule firahibit us from offering to our employees who emeolved with or responsible for recruitil
or admissions activities any bonus or incentiveedasompensation based on the successful idenidficadmission or enrollment of students
into any institution. If we or our subcontractorsagents violate the incentive compensation rukecauld be liable to our clients for substar
fines, sanctions or other liabilities, includinghilities related to “whistleblower” claims undéetfederal False Claims Act. Any such claims,
even if without merit, could require us to incugraficant costs to defend the claim, distract mamagnt’'s attention and damage our reputatior

If we or our subcontractors or agents violate theésrepresentation rule, or similar federal and stategulatory requirements, we could fa
fines, sanctions and other liabilities

We are required to comply with other regulationsnpulgated by the DOE that affect our student adfiuisactivities, including the
misrepresentation rule. The misrepresentationisubeoad in scope and applies to statements oulogegs, subcontractors or agents may r
about the nature of a client’s program, a cliefitiancial charges or the employability of a clienprogram graduates. A violation of this rule
other federal or state regulations applicable toroarketing activities by an employee, subcontmastagent performing services for clients
could hurt our reputation, result in the terminataf client contracts, require us to pay fines thieo monetary penalties or require us to pay the
costs associated with indemnifying a client fronivgtie claims or government investigations.

If our clients fail to maintain their state authogdations, or we or our clients violate other stagaMs and regulations, students in the
programs could be adversely affected and we coakklour ability to operate in that state and prowigervices to our client:

Our clients must be authorized in certain statesffeer online programs, engage in recruiting andrafe externships, internships,
clinical training or other forms of field experienaepending on state law. The loss of or failareltain state authorization would, among
other things, limit a client’s ability to enrollgtents in that state, render the client and itdesits ineligible to participate in Title IV program
in that state, diminish the attractiveness of fients program and ultimately compromise our @pito generate revenue and become
profitable.

In addition, if we or any of our clients fail tommply with any state agency’s rules, regulationstandards beyond authorizations, the
state agency could limit the ability of the cli¢atoffer programs in that state or limit our alyilib perform our contractual obligations to our
client in that state.
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If our clients fail to maintain institutional or pogrammatic accreditation for their programs, ourvenue could be materially affecte

The loss or suspension of a client’s accreditatioather adverse action by the client’s instituéibar programmatic accreditor would
render the institution or its program ineligibleparticipate in Title IV programs, could preveng ttlient from offering certain educational
programs and could make it impossible for the gadekiof the client’'s program to practice the prsifes for which they trained. If any of these
results occurs, it could hurt our ability to gernengevenue from that program.

Our future growth could be impaired if our client&il to obtain timely approval from applicable re¢atory agencies to offer new programs,
make substantive changes to existing programs quamd their programs into or within certain states.

Our clients are required to obtain the approprgerovals from the DOE and applicable state anceding regulatory agencies for
new programs or locations, which may be conditionietayed or denied in a manner that could impairstrategic plans and future growth.
Education regulatory agencies are generally expeirig significant increases in the volume of redgiés approvals as a result of new diste
learning programs and adjustments to the signifiealume of new regulations over the last seveealry. Regulatory capacity constraints have
resulted in delays to various approvals our cliestitutions are requesting, and such delays cioutdrn delay the timing of our ability to
generate revenue from our clients’ programs.

If more state agencies require specialized approvbur client’ programs, our operating costs could rise signifiain approval times coul
lag or we could be prohibited from operating in ¢ein states.

In addition to state licensing agencies, our cianty be required to obtain approval from professiticensing boards in certain st
to offer specialized programs in specific fieldssafdy. Currently, relatively few states requirstitutions to obtain professional board approva
for their professional programs when offered onlifewever, more states could pass laws requirinéepsional programs offered by our
clients, such as graduate programs in teachingising, to obtain approval from state professidiards. If a significant number of states
additional laws requiring schools to obtain profesal board approval, the cost of obtaining allessary state approvals could dramatically
increase, which could make our solutions lessdtito clients, and our clients could be barmedrf operating in some states entirely.

If the personally identifiable information we colke from students is unlawfully acquired, accessadobtained, we could be required to p
substantial fines and bear the cost of investigaithe data breach and providing notice to individeavhose personally identifiabl
information was unlawfully accessed.

In providing services to our clients, we collectgmnally identifiable information from students gombspective students, such as
names, social security numbers and birth datethelevent that the personally identifiable inforimatis unlawfully accessed or acquired, the
majority of states have laws that require institng to investigate and immediately disclose tha Betach to students, usually in writing. Ur
the terms of our contracts with our clients, we lddae responsible for the costs of investigating disclosing these data breaches to the
clients’ students. In addition to costs associatéh investigating and fully disclosing a data brean such instances, we could be subject to
substantial monetary fines or private claims bgetid parties and our reputation would likely berted.

We are required to comply with The Family EducatianRights and Privacy Act, or FERPA, and failure tdo so could harm our reputation
and negatively affect our business.

FERPA generally prohibits an institution of higleglucation from disclosing personally identifiabiéormation from a student’s
education records without the student’'s consent.dents and their students disclose to us certdormation that originates from or
comprises a student education record under FERBAnfentity that provides services to institutioms,are indirectly subject to FERPA, and
we may not transfer or otherwise disclose any pettpidentifiable information from a student reddo another party other than in a manner
permitted under the statute. If we violate FERRA&puld result in a material breach of contractwdhe or more of our clients and could harm
our reputation. Further, in the event that we diselstudent information in violation of FERPA, D@E could require a client to suspend our
access to their student information for at least fiears.
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Risks Related to Intellectual Property
We operate in an industry with extensive intelleatyproperty litigation. Claims of infringement agast us may hurt our business.

Our success depends, in part, upon our abilitweadainfringing intellectual property rights ownég others and being able to resolve
claims of intellectual property infringement withiauajor financial expenditures or adverse consecg®il he technology and software fields
generally are characterized by extensive inteleEgiuoperty litigation and many companies that oamglaim to own, intellectual property hs
aggressively asserted their rights. From timerteetiwve may be subject to legal proceedings anthslaglating to the intellectual property
rights of others, and we expect that third pamidsassert intellectual property claims againstparticularly as we expand the complexity and
scope of our business. In addition, our client agrents require us to indemnify our clients agattestns that our solutions infringe the
intellectual property rights of third parties.

Future litigation may be necessary to defend ouesebr our clients from intellectual property infyjement claims or to establish our
proprietary rights. Some of our competitors havessantially greater resources than we do and woeldble to sustain the costs of complex
intellectual property litigation to a greater degyend for longer periods of time than we couldadidition, patent holding companies that focus
solely on extracting royalties and settlements ffpreing patent rights may target us. Regardlesshdther claims that we are infringing
patents or other intellectual property rights hamg merit, these claims are time-consuming andyctsevaluate and defend and could:

e hurt our reputation;

» adversely affect our relationships with our currentuture clients;

e cause delays or stoppages in providing our solgfion

« divert management’s attention and resources;

e require technology changes to our software thakdccause us to incur substantial cost;
e subject us to significant liabilities; and

e require us to cease some or all of our activities.

In addition to liability for monetary damages agins, which may include attorneys’ fees, treblmages in the event of a finding of
willful infringement, or, in some circumstancesnueges against our clients, we may be prohibiteh fleveloping, commercializing or
continuing to provide some or all of our bundlechteology-enabled solutions unless we obtain licefisen, and pay royalties to, the holders
of the patents or other intellectual property riglwthich may not be available on commercially fade terms, or at all.

We may incur liability for the unauthorized duplideon, distribution or other use of materials postedhline.

In some instances, university personnel or studentsur employees or independent contractors, poayto our platform various
articles or other third-party content for use iasd discussions or within asynchronous lessonslaifgegoverning the fair use of these third-
party materials are imprecise and adjudicated casa-by-case basis, which makes it challengingdptsand implement appropriately
balanced institutional policies governing thesecticas. As a result, we could incur liability tarthparties for the unauthorized duplication,
distribution or other use of this material. Any Budaims could subject us to costly litigation amghose a significant strain on our financial
resources and management personnel regardlesstfiavithe claims have merit. Our various liabiiitgurance coverages may not cover
potential claims of this type adequately or atatid we may be required to alter or cease ourafsasch material, which may include changing
or removing content from courses or altering thecfionality of our platform, or to pay monetary dages.

Our failure to protect our intellectual property ghts could diminish the value of our solutions, wen our competitive position and reduce
our revenue.

We regard the protection of our intellectual préypewhich includes trade secrets, copyrights, tmaalds, domain names and patent
applications, as critical to our success. We ptaiac proprietary information from unauthorized as@l disclosure by entering into
confidentiality agreements with any party who mayne in contact with such information. We also sieeénsure that we own intellectual
property created for us by signing agreements ®itiployees, independent contractors, consultantspanies and any other third party who
may create intellectual property for us that assiggir copyright and patent rights to us. Howeteese arrangements and the other steps we
have taken to protect our intellectual property mayprevent the misappropriation of our proprigtaformation or deter independent
development of similar technologies by others.
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We have also begun seeking patent protection fopmcesses, including two patent applications penih the United States. These
pending applications are directed to computer-irmglieted processes that facilitate asynchronous rstuesponses to teacher questions. We
cannot predict whether these pending patent apjoliawill result in issued patents that will effieely protect our intellectual property. Even
if a patent issues, the patent may be circumvemntéts validity may be challenged in proceedingblethe U.S. Patent and Trademark Office
In addition, we cannot assure you that every sicaift feature of our products and services wilpb&tected by any patent or patent applical

We also pursue the registration of our domain natnedemarks and service marks in the United Statdsn jurisdictions outside the
United States. However, third parties may knowirgiyinknowingly infringe on our trademark or seevimark rights, third parties may
challenge our trademark or service mark rights, @mtling or future trademark or service mark apgitinis may not be approved. In addition,
effective trademark protection may not be availablevery country in which we operate or intendp®rate. In any or all cases, we may be
required to expend significant time and expengadéoent infringement or enforce our rights.

Monitoring unauthorized use of our intellectual pecty is difficult and costly. Our efforts to prateour proprietary rights may not be
adequate to prevent misappropriation of our intélial property. Further, we may not be able toaateauthorized use of, or take appropriate
steps to enforce, our intellectual property rigtar competitors may also independently developlairtechnology. In addition, the laws of
many countries may not protect our proprietarytsgb as great an extent as do the laws of theed8tates. Further, the laws in the United
States and elsewhere change rapidly, and any fahaeges could adversely affect us and our inteléé@roperty rights. Our failure to
meaningfully protect our intellectual property aduésult in competitors offering services that mawvate our most technologically advanced
features, which could seriously reduce demand dioisolutions. In addition, we may in the future ehé@ initiate litigation such as infringement
or administrative proceedings, to protect our ietglial property rights. Litigation, whether we arelaintiff or a defendant, can be expensive,
time-consuming and may divert the efforts of owhtgcal staff and managerial personnel, wheth@obsuch litigation results in a
determination that is unfavorable to us. In additi@tigation is inherently uncertain, and thus mvay not be able to stop our competitors from
infringing upon our intellectual property rights.

Our use of “open source” software could negativelffect our ability to offer our solutions and subge us to possible litigation.

A substantial portion of our cloud-based platfonma @ur solutions incorporates so-called “open sgusoftware, and we may
incorporate additional open source software irftigre. Open source software is generally freebeasible, usable and modifiable. Certain
open source licenses may, in certain circumstamegsijre us to offer our solutions that incorporthte open source software for no cost, that
we make available source code for modificationdesivative works we create based upon, incorpagatinusing the open source software anc
that we license such modifications or derivativeksaunder the terms of the particular open soucemse. If an author or other third party that
distributes open source software we use were ¢galihat we had not complied with the conditionsrad or more of these licenses, we could
be required to incur significant legal expensenédiing against such allegations and could be sutgjesignificant damages, including being
enjoined from the offering of our solutions thahtained the open source software and being reqteredmply with the foregoing conditions,
which could disrupt our ability to offer the affedtsolutions. We could also be subject to suitpdiyies claiming ownership of what we beli
to be open source software. Litigation could belgder us to defend, have a negative effect onaperating results and financial condition
require us to devote additional research and dpuatmt resources to change our products.

Individuals that appear in content hosted on ourgtlorm may claim violation of their rights

Faculty and students that appear in video segnm@sted on our platform may claim that proper asaignts, licenses, consents and
releases were not obtained for use of their likeegsimages or other contributed content. Our tsliare contractually required to ensure that
proper assignments, licenses, consents and relaasebtained for their course material, but wencaknow with certainty that they have
obtained all necessary rights. Moreover, the lamgegning rights of publicity and privacy, and tlavk governing faculty ownership of course
content, are imprecise and adjudicated on a casmby basis, such that the enforcement of agresrteetransfer the necessary rights is
unclear. As a result, we could incur liability tord parties for the unauthorized duplication, tigpdistribution or other use of this material.
Any such claims could subject us to costly litigatand impose a significant strain on our finangaburces and management personnel
regardless of whether the claims have merit. Otipua liability insurance coverages may not covaeptial claims of this type adequately or
at all, and we may be required to alter or ceasaisel of such material, which may include changingemoving content from courses, or to
pay monetary damages. Moreover, claims by facuitystudents could damage our reputation, regardfesiether such claims have merit.

49




Table of Contents
Risks Related to Ownership of Our Common Stock an@®ur Status as a Public Company
Our quarterly operating results have fluctuated the past and may do so in the future, which coulsuse our stock price to decline.

Our quarterly operating results have historicdlligfuated due to seasonality and changes in oundsss and our future operating
results may vary significantly from quarter to geadue to a variety of factors, many of which laegond our control. You should not rely on
period-to-period comparisons of our operating rssa an indication of our future performance. &i@cthat may cause fluctuations in our
quarterly operating results include, but are nuotitkd to, the following:

» the timing of our costs incurred in connection whk launch of new programs and the delay in réngikevenue from these new
programs, which delay may last for several years;

e seasonal variation driven by the semester scheftui@sir clients’ programs, which may vary from yéayear;
» changes in the student enrollment and retentiogldem our clients’ programs from one term to tieetn

« changes in our key metrics or the methods usedlbtulate our key metrics;

e changes in our clients’ tuition rates;

« the timing and amount of our program marketing salés expenses;

e  costs necessary to improve and maintain our soéwkatform; and

» changes in the prospects of the economy genevelfligh could alter current or prospective clientsstudents’ spending priorities, or
could increase the time it takes us to launch nemtcprograms.

Our operating results may fall below the expectetiof market analysts and investors in some fuytarads, which could cause the
market price of our common stock to decline sulittyn

The trading price of the shares of our common statlay be volatile, and purchasers of our common &teoould incur substantial losses.
Our stock price may be volatile. The stock markegéneral and the market for technology compamigaiticular have experienced

extreme volatility that has often been unrelatetheooperating performance of particular comparfasa result of this volatility, investors may

not be able to sell their common stock at or alibeeprice paid for the shares. The market pric@fwrcommon stock may be influenced by
many factors, including:

* actual or anticipated variations in our operatieguits;
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» changes in financial estimates by us or by anyrégsianalysts who might cover our stock;

e conditions or trends in our industry;

»  stock market price and volume fluctuations of corapbe companies and, in particular, those thataipen the software and
information technology industries;

e announcements by us or our competitors of new mtooluservice offerings, significant acquisitiosategic partnerships or
divestitures;

e announcements of investigations or regulatory sgyuif our operations or lawsuits filed against us;

e capital commitments;

e investors’ general perception of our company arboiginess;

e recruitment or departure of key personnel; and

» sales of our common stock, including sales by dnctbrs and officers or specific stockholders.

In addition, in the past, stockholders have irgtiatlass action lawsuits against technology congsaioilowing periods of volatility in
the market prices of these companies’ stock. Sitigation, if instituted against us, could causdacur substantial costs and divert
management’s attention and resources from our bssin

A significant portion of our total outstanding shas may be sold into the market in the near futufidnis could cause the market price of o
common stock to drop significantly, even if our boess is doing well.

Sales of a substantial number of shares of our camrstock in the public market could occur at anyeti If our stockholders sell, or
the market perceives that our stockholders intersell, substantial amounts of our common stodkénpublic market, the market price of our
common stock could decline significantly.

The holders of an aggregate of 29,359,674 sharesrafommon stock, or their transferees, have sigdubject to some conditions, to
require us to file one or more registration statetsieovering their shares or to include their shamagegistration statements that we may file
ourselves or other stockholders. If we were tostegithe resale of these shares, they could bly ekl in the public market. If these additio
shares are sold, or if it is perceived that thely vé sold, in the public market, the trading prafeour common stock could decline.

If equity research analysts do not continue to pighl research or reports, or publish unfavorable essch or reports, about us, our busine
or our market, our stock price and trading volumewld decline.

The trading market for our common stock will bduehced by the research and reports that equigarek analysts publish about us
and our business. As a newly public company, we loely limited research coverage by equity reseandlysts. Equity research analysts ma
elect not to initiate or to continue to providegasch coverage of our common stock, and such lasearch coverage may adversely affect
the market price of our common stock. Even if wehdwe equity research analyst coverage, we wilhage any control over the analysts or
the content and opinions included in their repdrte price of our stock could decline if one or meguity research analysts downgrade our
stock or issue other unfavorable commentary orarese If one or more equity research analysts seemeerage of our company or fails to
publish reports on us regularly, demand for ouclstmuld decrease, which in turn could cause agaksprice or trading volume to decline.

Provisions in our corporate charter documents andder Delaware law may prevent or frustrate attempgsour stockholders to change ol
management and hinder efforts to acquire a continfj interest in us, and the market price of our comon stock may be lower as a result.

Provisions in our amended and restated certifiohiecorporation and amended and restated bylawsmake it difficult for a third
party to acquire, or attempt to acquire, controbaf company, even if a change in control is coergid favorable by you and other
stockholders. For example, our board of directas the authority to issue up to 5,000,000 sharpsaférred stock. The board of directors car
fix the price, rights, preferences, privileges, aastrictions of the preferred stock without anstlier vote or action by our stockholders. An
issuance of shares of preferred stock may restiieidoss of voting control to other stockholdevkjch could delay or prevent a change in
control transaction. As a result, the market pateur common stock and the voting and other rigiitsur stockholders may be adversely
affected.

Our charter documents also contain other provisibascould have an anti-takeover effect, including

» only one of our three classes of directors wilebected each year;

» stockholders are not entitled to remove directtihgiothan by a 66 3 % vote and only for cause;

»  stockholders are not permitted to take actions bitem consent;

»  stockholders are not permitted to call a speciating of stockholders; and

» stockholders are required to give us advance nofitieeir intention to nominate directors or subpribposals for consideration at
stockholder meetings.

In addition, we are subject to the anti-takeovewmions of Section 203 of the Delaware GenerapGation Law, which regulates
corporate acquisitions by prohibiting Delaware aogtions from engaging in specified business coatimns with particular stockholders of
those companies. These provisions could discoyragntial acquisition proposals and could delagrevent a change in control transaction.
They could also have the effect of discouragingergtirom making tender offers for our common stae&luding transactions that may be in
your best interests. These provisions may alsogmtsthanges in our management or limit the prieg¢itivestors are willing to pay for o
stock.
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Concentration of ownership of our common stock angpaur existing executive officers, directors andipeipal stockholders may prevent
new investors from influencing significant corporatdecisions.

Our executive officers, directors and current bieredfowners of 5% or more of our common stock Hralr respective affiliates, in tl
aggregate, beneficially own approximately 60% af autstanding common stock. These persons, aaiettier, are able to significantly
influence all matters requiring stockholder appipirecluding the election and removal of directaey merger, consolidation, sale of all or
substantially all of our assets, or other significeorporate transactions. The interests of thasigof stockholders may not coincide with our
interests or the interests of other stockholders.

We are an “emerging growth company” and as a resoftthe reduced disclosure and governance requireseapplicable to emerging
growth companies, our common stock may be lessaattve to investors

We are an “emerging growth company” as definethendumpstart Our Business Startups Act of 20120@S Act, and we intend to
take advantage of some of the exemptions from teygorequirements that are applicable to other ipudt@mpanies that are not emerging
growth companies, including not being requireddmply with the auditor attestation requirementS&ettion 404 of the Sarban@sdey Act of
2002, or SarbaneBxley Act, reduced disclosure obligations regardimgcutive compensation in our periodic reportsjnoaty statements, a
exemptions from the requirements of holding a niedinig advisory vote on executive compensation amckbolder approval of any golden
parachute payments not previously approved. Weatgmedict if investors will find our common stoless attractive because we will rely on
these exemptions. If some investors find our comstook less attractive as a result, there maylbssaactive trading market for our common
stock and our stock price may be more volatile.m&y take advantage of these reporting exemptiotiswmare no longer an emerging
growth company. We will remain an emerging grondempany until the earlier of (1) the last day of tiseal year (a) following the fifth
anniversary of the completion of our initial pubdifering, (b) in which we have total annual grosgenue of at least $1.0 billion, or (c) in
which we are deemed to be a large acceleratedvildch means the market value of our common stoakis held by non-affiliates exceeds
$700 million as of the prior June 30th, and (2)dl& on which we have issued more than $1.0 bilicnon-convertible debt during the prior
three-year period.

Under Section 107(b) of the JOBS Act, emerging dhosompanies can delay adopting new or revisedustsw standards until such
time as those standards apply to private compaWeshave irrevocably elected not to avail oursebfethis exemption from new or revised
accounting standards and, therefore, we will bgestito the same new or revised accounting stasdasather public companies that are not
emerging growth companies.

If we fail to maintain proper and effective interdaontrols, our ability to produce accurate finanal statements on a timely basis could
impaired.

We are subject to the reporting requirements obeurities Exchange Act of 1934, the SarbanesyOxi¢ and the rules and
regulations of the NASDAQ Global Select Market. Berbanes-Oxley Act requires, among other thirgd,we maintain effective disclosure
controls and procedures and internal control owemicial reporting. Commencing with our fiscal yeading December 31, 2015, we must
perform system and process evaluation and tesfingrdanternal control over financial reportingatiow management to report on the
effectiveness of our internal control over finahcgporting in our Form 10-K filing for that yeaas required by Section 404 of the Sarbanes-
Oxley Act. This will require that we incur subst@htidditional professional fees and internal céstsxpand our accounting and finance
functions and that we expend significant managereffatts. Prior to our initial public offering, weere never required to test our internal
controls within a specified period, and, as a tteswg may experience difficulty in meeting thespamrting requirements in a timely manner.

We may in the future discover weaknesses in ouesysf internal financial and accounting contraisl @rocedures that could result
in a material misstatement of our financial statetseFor example, in connection with the audit wf financial statements for the years ended
December 31, 2011, 2012 and 2013, our independgigtered public accounting firm identified a mitleweakness in the design and
operation of our control over financial reportinghich is described in more detail in the next fesétor. In addition, our internal control over
financial reporting will not prevent or detect affor and all fraud. A control system, no mattewveell designed and operated, can provide
only reasonable, not absolute, assurance thabtiiteot system’s objectives will be met. Becausghefinherent limitations in all control
systems, no evaluation of controls can provide labs@ssurance that misstatements due to errgawd fvill not occur or that all control issues
and instances of fraud will be detected.
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If we are not able to comply with the requiremesftSection 404 of the Sarbanes-Oxley Act in a timmehlnner, or if we are unable to
maintain proper and effective internal controls,may not be able to produce timely and accurasnfiral statements. If that were to happen,
the market price of our stock could decline andceveld be subject to sanctions or investigationthieystock exchange on which our common
stock is listed, the Securities and Exchange Cosionisor SEC, or other regulatory authorities.

If we are unable to successfully remediate the ¢xig material weakness in our internal control ovéinancial reporting, or if other materia
weaknesses exist in the future, the accuracy amditig of our financial reporting may be compromised.

In conducting its audit of our consolidated fina@tatements as of and for the year ended Dece®ih@013, our independent
registered public accounting firm identified comtieficiencies in the design and operation of eterinal control over financial reporting that
together constituted a material weakness in oerrat control over financial reporting. A matenaakness is a deficiency, or a combinatic
deficiencies, in internal control over financiapogting such that there is a reasonable possiltiiéy a material misstatement of our financial
statements will not be prevented or detected amaly basis. The unremediated material weaknestifal specifically relates to inadequacy
in the segregation of duties in our accounting psses and our monitoring controls. Accordingly, iaternal control over financial reporting
was not designed or operating effectively. As alltethere were adjustments required in conneatiith closing our books and records and
preparing our financial statements as of and feryémars ended December 31, 2011 and 2012, butwleeesno adjustments required in
connection with closing our books and records aneggring our financial statements as of and foy#bsr ended December 31, 2013. We
cannot assure you that we have identified all ofexisting material weaknesses.

In response to the identified material weaknessargan the process of implementing procedurescanttols designed to mitigate the
material weakness and underlying significant deficies. For example, we have expanded our in-hausminting and finance resources,
including hiring more than ten experienced emplagyieghis function since April 2012, including o@hief Financial Officer. We have also
implemented enhanced review procedures, begun pretiensive documentation of our internal contrals procedures, implemented a
business process and internal controls managemectidn and implemented more formal procedureshferevaluation of non-routine
judgments and estimates. In addition, during tieaiader of 2014 we expect to formalize roles asgpoasibilities within our accounting a
finance functions, expand our monitoring contraid aomplete the documentation of our internal astand procedures.

Despite our efforts, we have not yet remediatednaatierial weakness, and there is no assurancevéhaidll be able to remediate the
material weakness in a timely manner, or at alldifidnally, we cannot guarantee that, in the futadditional material weaknesses will not
exist or otherwise be discovered. If our effortsemediate the material weakness identified aresnotessful, or if other material weaknesses
or other deficiencies occur, our ability to accahatind timely report our financial position colle impaired, which could result in late filings
of our annual and quarterly reports under the EnghaAct, restatements of our consolidated finarstetements, a decline in our stock price,
suspension or delisting of our common stock fromMASDAQ Global Select Market, and could adverséfgct our reputation, results of
operations and financial condition.
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Because we do not anticipate paying any cash dimteon our common stock in the foreseeable futucapital appreciation, if any, will b
your sole source of gains and you may never receiveturn on your investmen

You should not rely on an investment in our comrstmtk to provide dividend income. We have not decar paid cash dividends
on our common stock to date. We currently intencetain our future earnings, if any, to fund theelepment and growth of our business. In
addition, the terms of our existing credit facilgyeclude, and the terms of any future debt agregsne likely to similarly preclude, us from
paying dividends. As a result, capital appreciatibany, of our common stock will be your sole smiof gain for the foreseeable future.
Investors seeking cash dividends should not puscbas common stock.

We will incur increased costs and demands upon mg@aent as a result of being a public company.

As a public company listed in the United Stateswileincur significant additional legal, accoungirand other costs. These additional
costs could negatively affect our financial resultsaddition, changing laws, regulations and séadsl relating to corporate governance and
public disclosure, including regulations implemehby the SEC and the NASDAQ Global Select Markety imcrease legal and financial
compliance costs and make some activities more-tiomsuming. These laws, regulations and standaedsubject to varying interpretations
and, as a result, their application in practice meglve over time as new guidance is provided lgylegory and governing bodies. We inten
invest resources to comply with evolving laws, lagjans and standards, and this investment maytriesincreased general and administrative
expenses and a diversion of management’s time taatian from revenugenerating activities to compliance activitiesndtwithstanding ot
efforts to comply with new laws, regulations anainstards, we fail to comply, regulatory authoritieay initiate legal proceedings against us
and our business may be harmed.

Failure to comply with these rules might also mikaore difficult for us to obtain some types o$imance, including director and
officer liability insurance, and we might be foraedaccept reduced policy limits and coverage ouirsubstantially higher costs to obtain the
same or similar coverage. The impact of these evamild also make it more difficult for us to attrand retain qualified persons to serve on
our board of directors, on committees of our badrdirectors or as members of senior management.
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Item 2. Unregistered Sales of Equity Securities and Use Bfoceeds

None.

Item 3. Defaults Upon Senior Securities

None.

Item 4. Mine Safety Disclosures

None.

Iltem 5. Other Information

None.

Iltem 6. Exhibits

Exhibit

Number Description of the Document

3.1(0) Amended and Restated Certificate of Incorporatiothe Registrant

3.2(2) Amended and Restated Bylaws of the Registi

31.1 Rule 13a-14(a) Certification of Chief Executive ©#r of 2U, Inc. in accordance with Section 302hef Sarbanes-Oxley
Act of 2002.

31.2 Rule 13a-14(a) Certification of Chief Financial ©&r of 2U, Inc. in accordance with Section 302ha&f Sarbanes-Oxley
Act of 2002.

32.1 Section 1350 Certification of Chief Executive Officof 2U, Inc. in accordance with Section 906 & 8arbanes-Oxley Act
of 2002.

32.2 Section 1350 Certification of Chief Financial O#ficof 2U, Inc. in accordance with Section 906 & 8arbanes-Oxley Act
of 2002.

101.INS XBRL Instance

101.SCH XBRL Taxonomy Extension Schen

101.CAL XBRL Taxonomy Extension Calculatic

101.DEF XBRL Taxonomy Extension Definitio

101.LAB XBRL Taxonomy Extension Labe

101.PRE XBRL Taxonomy Extension Presentati

Q) Previously filed as Exhibit 3.1 to the Registrar@srrent Report on Form 8-K (File No. 001-3637&gd with the Commission on

April 4, 2014, and

incorporated by reference herein

(2) Previously filed as Exhibit 3.2 to the Registrar@@srrent Report on Form 8-K (File No. 001-3637@8gd with the Commission on

April 4, 2014, and

incorporated by reference herein

55




Table of Contents
SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly caussdréport to be signed on its behalf by the
undersigned thereunto duly authorized.

2U, Inc.
November 4, 201 By: /s/ Christopher J. Pauc

Christopher J. Pauce
Chief Executive Office

November 4, 201 By: /s/ Catherine A. Graha
Catherine A. Grahar
Chief Financial Office
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EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER

I, Christopher J. Paucek, certify that:

1.

2.

Date:

| have reviewed this quarterly report on Form 10fQU, Inc.;

Based on my knowledge, this report does not cor@aynuntrue statement of a material fact or ométate a material fact necessar
make the statements made, in light of the circuntets.under which such statements were made, nigadisg with respect to the
period covered by this report;

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

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate 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 13a-15(f) and 15d-15(f)) for the registramd &ave:

a) Designed such disclosure controls and proceduregused such disclosure controls and procedures ttesigned under @
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsubsidiaries, is made known to u
others within those entities, particularly duriig teriod in which this report is being prepared;

b) Designed such internal control over financial réjpgr, or caused such internal control over finahi@aorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

C) Evaluated the effectiveness of the registrant’sldiire controls and procedures and presentedsineport our conclusions
about the effectiveness of the disclosure conaintsprocedures, as of the end of the period coueydhis report based on such
evaluation; and

d) Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an aimeaport) that has materially affected,
or is reasonably likely to materially affect, thegyistrant’s internal control over financial repodj and

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationtexhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrastboard of directors (or persons performing theweden!
functions):

a) All significant deficiencies and material weaknesgethe design or operation of internal contratiofinancial reporting
which are reasonably likely to adversely affectrgistrant’s ability to record, process, summasiad report financial information;
and

b) Any fraud, whether or not material, that involveamagement or other employees who have a significéein the
registrant’s internal control over financial repogt

November 4, 2014 By:  /s/ Christopher J. Pauc
Name:Christopher J. Pauce
Title: Chief Executive Office




EXHIBIT 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER

I, Catherine A. Graham, certify that:

1.

2.

Date:

| have reviewed this quarterly report on Form 10fQU, Inc.;

Based on my knowledge, this report does not cor@aynuntrue statement of a material fact or ométate a material fact necessar
make the statements made, in light of the circuntets.under which such statements were made, nigadisg with respect to the
period covered by this report;

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

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate 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 13a-15(f) and 15d-15(f)) for the registramd &ave:

a) Designed such disclosure contrated procedures, or caused such disclosure comindiprocedures to be designed unde!
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsubsidiaries, is made known to u
others within those entities, particularly duriig teriod in which this report is being prepared;

b) Designed such internal control over financial réjpgr, or caused such internal control over finahi@aorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

C) Evaluated the effectiveness of the registrant’sldiire controls and procedures and presentedsineport our conclusions
about the effectiveness of the disclosure conaintsprocedures, as of the end of the period coueydhis report based on such
evaluation; and

d) Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an aimeaport) that has materially affected,
or is reasonably likely to materially affect, thegyistrant’s internal control over financial repodj and

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationtexhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrastboard of directors (or persons performing theweden!
functions):

a) All significant deficiencies and material weaknesgethe design or operation of internal contratiofinancial reporting
which are reasonably likely to adversely affectrgistrant’s ability to record, process, summasiad report financial information;
and

b) Any fraud, whether or not material, that involveamagement or other employees who have a significéein the
registrant’s internal control over financial repogt

November 4, 2014 By: /s/ Catherine A. Graha
Name:Catherine A. Grahar
Title: Chief Financial Office




EXHIBIT 32.1

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

In connection with the Quarterly Report on FormQ@f 2U, Inc. (the “Company”) for the quarterly jmet ended September 30, 2014
as filed with the Securities and Exchange Commissiothe date hereof (the “Report”), Christophd?alucek, as Chief Executive Officer of
the Company, hereby certifies, pursuant to 18 U.Settion 1350, as adopted pursuant to SectioroBde Sarbanes-Oxley Act of 2002, that,
to the best of his knowledge:

(1) The Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities ExafeAct of 1934; and

(2) The information contained in the Report faplgsents, in all material respects, the finana@aldition and results of operations of

the Company.

By: /sl Christopher J. Pauc

Name: Christopher J. Pauce
Title:  Chief Executive Office

Date: November 4, 2014
This certification accompanies the Report purstastection 906 of the Sarbanes-Oxley Act of 2002 strall not, except to the extent
required by the Sarbanes-Oxley Act of 2002, be @ekfited by the Company for purposes of Sectionflie Securities Exchange Act of

1934, as amended.

A signed original of this written statement reqdil®y Section 906 of the Sarbanes-Oxley Act of 2882 been provided to the
Company and will be retained by the Company andished to the Securities and Exchange Commissis staff upon request.




EXHIBIT 32.2

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

In connection with the Quarterly Report on FormQ@f 2U, Inc. (the “Company”) for the quarterly et ended September 30, 2014

as filed with the Securities and Exchange Commissiothe date hereof (the “Report”), Catherine Aaltam, as Chief Financial Officer of the
Company, hereby certifies, pursuant to 18 U.S.Cti&e 1350, as adopted pursuant to Section 90BeSarbanes-Oxley Act of 2002, that, to

the best of his knowledge:

(1) The Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities ExafeAct of 1934; and

(2) The information contained in the Report faphgsents, in all material respects, the finan@aldition and results of operations
of the Company.

By: /sl Catherine A. Graha

Name: Catherine A. Grahar
Title: Chief Financial Office

Date: November 4, 2014

This certification accompanies the Report purst@astection 906 of the Sarbanes-Oxley Act of 2002 strall not, except to the extent
required by the Sarbanes-Oxley Act of 2002, be @ekfited by the Company for purposes of Sectionflie Securities Exchange Act of
1934, as amended.

A signed original of this written statement reqdit®y Section 906 of the Sarbanes-Oxley Act of 20882 been provided to the Company and
will be retained by the Company and furnished s $iecurities and Exchange Commission or its sfaghuequest.




