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Special Note Regarding Forward-Looking Statements

This Annual Report on Form 10-K contains certain “forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933, as
amended (the “Securities Act”), and Section 21E of the Securities Exchange Act of 1934, as amended (the “Exchange Act”). All statements other than statements
of historical fact may be forward-looking statements. Forward-looking statements are contained principally in Part I, Item 1, “Business,” Part I, Item 1A, “Risk
Factors” and Part II, Item 7, “Management's Discussion and Analysis of Financial Condition and Results of Operations,” but appear throughout this annual report.
Such forward-looking statements may include, among others, statements regarding future events, the future financial and operating results of Zovio Inc (“Zovio,”
the “Company,” “we,” “us” or “our”), strategies, expectations, the competitive environment, regulation and the availability of financial resources, including,
without limitation, statements regarding:

• our ability to either (i) successfully convert Ashford University® (“Ashford”) to a nonprofit California public benefit corporation and for Ashford to
separate from the Company, including meeting all required conditions and obtaining all required approvals, or (ii) consummate another strategic
opportunity regarding Ashford;

• our ability to post, and the impact of posting, a letter of credit and meeting other conditions of the U.S. Department of Education (the “Department”)
with respect to the potential conversion and separation of Ashford;

• our ability to comply with the extensive and continually evolving regulatory framework applicable to us and Ashford, including but not limited to Title
IV of the Higher Education Act of 1965, as amended (“Higher Education Act”), and its implementing regulations, the gainful employment regulations,
defense to repayment regulations, state authorization regulations, state laws and regulatory requirements, and accrediting agency requirements;

• our anticipated seasonal fluctuations in enrollment and operating results;

• our ability to obtain continued approval of Ashford’s programs for GI Bill benefits through the Iowa State Approving Agency (“ISAA”), the Arizona
State Approving Agency (“ASAA”), or the California State Approving Agency for Veteran's Education (“CSAAVE”), and to prevent any disruption of
educational benefits to Ashford’s veteran students;

• the ability of Ashford to continue participating in the U.S. Department of Defense Tuition Assistance Program for active duty military personnel and to
prevent any disruption of educational benefits to Ashford’s active duty military students;

• the outcome of various lawsuits, claims and legal proceedings;

• initiatives focused on student success, retention and academic quality;

• expectations regarding the adequacy of our cash and cash equivalents and other sources of liquidity for ongoing operations, planned capital expenditures
and working capital requirements;

• expectations regarding capital expenditures;

• our ability to remediate control deficiencies in our disclosure controls and procedures;

• the impact of accounting standards on our financial statements;

• the reasonableness and acceptance of our tax accruals;

• management's goals and objectives; and

• other similar matters that are not historical facts.

Forward-looking statements may generally be identified by the use of words such as “may,” “should,” “could,” “would,” “predicts,” “potential,” “continue,”
“expects,” “anticipates,” “future,” “intends,” “plans,” “believes,” “estimates” and similar expressions, as well as statements in the future tense.

Forward-looking statements should not be interpreted as a guarantee of future performance or results and will not necessarily be accurate indications of the
times at or by which such performance or results will be achieved. Forward-looking statements are based on information available at the time such statements are
made and the current good faith beliefs, expectations and assumptions of management regarding future events. Such statements are subject to risks and
uncertainties that could cause actual performance or results to differ materially from those expressed in or suggested by the forward-looking
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statements. Important factors that could cause actual performance or results to differ materially from our expectations include, but are not limited to:

• the inability of Ashford to comply with the additional reporting and disclosure obligations arising as a result of its operation as a California Bureau for
Private Postsecondary Education (“California BPPE”) approved institution;

• the imposition of fines or other corrective measures against Ashford or our other subsidiaries;

• adverse regulatory changes affecting our industry;

• our failure to comply with the extensive and continually evolving regulatory framework applicable to our industry, including but not limited to Title IV
of the Higher Education Act and its implementing regulations, the gainful employment rules and regulations, the “defense to repayment” regulations,
state laws and regulatory requirements, and accrediting agency requirements;

• our inability to continue to recruit and retain students;

• our inability to continue to provide Tuition Assistance benefits to our active duty military students;

• our inability to continue to provide GI Bill benefits to our veteran students;

• Ashford's competition in the postsecondary education market and its potential impact on our market share, recruiting costs and tuition rates;

• reputational and other risks related to potential compliance audits, regulatory actions, negative publicity or service disruptions;

• our inability to develop new programs or expand existing programs in a timely and cost-effective manner;

• economic or other developments potentially impacting demand in Ashford's core disciplines or the availability or cost of Title IV or other funding;

• the preceding and other factors discussed in Item 1A, “Risk Factors,” and in other reports we may file with the Securities and Exchange Commission (the
“SEC”) from time to time; and

• the factors set forth in Item 7, “Management's Discussion and Analysis of Financial Condition and Results of Operations.”

All forward-looking statements in this annual report are qualified in their entirety by the cautionary statements included in this annual report, and you should
not place undue reliance on any forward-looking statements. These forward-looking statements speak only as of the date of this annual report. We assume no
obligation to update or revise any forward-looking statements contained herein to reflect actual results or any changes in our assumptions or expectations or any
other factors affecting such forward-looking statements, except to the extent required by applicable securities laws. If we do update or revise one or more forward-
looking statements, no inference should be drawn that we will make additional updates with respect to those or other forward-looking statements.
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PART I

Item 1. Business.

BUSINESS

Overview

Zovio Inc is an education technology services company that partners with higher education institutions and employers to deliver innovative, personalized
solutions to help learners and leaders achieve their aspirations. One of our wholly owned subsidiaries, Ashford, is a regionally accredited academic institution,
which delivers programs primarily online.

In March 2005, we acquired Ashford, whose mission is to provide high-quality, accessible, affordable, and innovative educational programs that meet the
diverse needs of individuals pursuing advancement in their lives, professions, and communities. We believe Ashford is helping to define the modern college
experience by providing the flexibility and effectiveness of online learning. The institution offers associate's, bachelor's, master's and doctoral degree programs
primarily online. Ashford is comprised of five colleges: the Forbes School of Business and Technology™, the College of Education, the College of Health, Human
Services and Science, the College of Liberal Arts and the College of Doctoral Studies. As of December 31, 2019, Ashford had a total of 34,722 students enrolled.

Ashford is committed to providing a high-quality educational experience to its students, and its online delivery models, weekly start dates, commitment to
affordability and transferability of credits make its programs highly attractive and accessible. Ashford's online platform has been designed to deliver a quality
educational experience while offering the flexibility and convenience that many students require, particularly working adults. Ashford has a comprehensive
curriculum development process and employs qualified faculty members with significant academic and practitioner credentials. Ashford conducts ongoing faculty
and student assessment processes and provides a broad array of student services. We are also focused on providing innovative technologies to enhance the student
experience and support faculty and student engagement.

Ashford is accredited by WASC Senior College and University Commission (“WSCUC”). For additional information regarding accreditation, see
“Regulation — Accreditation” below. Ashford maintains a website at www.ashford.edu, the contents of which are not incorporated by reference into, or in any way
a part of, this report.

On April 1, 2019, we acquired Fullstack Academy, Inc, (“Fullstack”) and on April 3, 2019, we acquired TutorMe.com, Inc. (“TutorMe”), which became our
wholly-owned subsidiaries. Fullstack is an innovative web development school offering immersive technology bootcamps, whereas TutorMe is an online education
platform that provides 24/7 on-demand tutoring and online courses. The operating results of Fullstack and TutorMe have been included in the Company's
consolidated statements of income (loss), subsequent to their respective acquisition dates. Although Fullstack and TutorMe are not yet material to our operations,
both are contributors to the strategy of Zovio becoming a best-in-class education technology services company.

Enrollment

The following table summarizes period-end enrollment for Ashford as of each of the periods presented:

December 31, 2019 December 31, 2018 December 31, 2017

Doctoral 816  2.4 % 729  1.9 % 841  2.1 %
Master's 5,424  15.6 % 5,804  15.2 % 5,655  13.9 %
Bachelor's 26,833  77.2 % 29,604  77.6 % 32,153  78.9 %
Associate's 1,027  3.0 % 1,323  3.5 % 1,263  3.1 %
Other* 622  1.8 % 693  1.8 % 818  2.0 %

Total 34,722  100.0 % 38,153  100.0 % 40,730  100.0 %

* Includes students who are taking one or more courses at Ashford but have not declared that they are pursuing a specific degree.

Ashford defines period-end enrollment as the number of active students on the last day of the financial reporting period. A student is considered active if the
student has attended a class within the prior 15 days or is on an institutionally-approved break not to exceed 45 days, unless the student has graduated or provided
notice of withdrawal, or for new students who have completed their third week of attendance, and posted attendance in the fourth week.

As of December 31, 2019, approximately 69% of Ashford's students were female, 54% identified themselves as minorities and the average age was 35.
Ashford has online students throughout the United States and students in 22 different countries.
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Graduation

As of December 31, 2019, approximately 129,000 students have graduated from Ashford. The total number of credits required to obtain a degree for online
programs varies based on the type of degree: an associate's degree requires a minimum of 64 credits; a bachelor's degree requires a minimum of 120 credits; a
master's degree requires a minimum of 30 credits; and a doctoral degree requires a minimum of 59 credits.

Many students have previously completed some postsecondary education and have credits they would like to transfer to a new degree program. We believe
students should receive credit for their prior work and Ashford works closely with its accrediting agency to obtain the right to accept transfer credits.

Tuition and Fees

The price of Ashford's courses varies based upon the number of credits per course (with most courses representing three credits), the degree level of the
program and the discipline. Refer to the academic catalog for the relative price per credit for undergraduate and graduate courses.

Revenue realized from tuition is reduced by the amount of scholarships awarded to students. For the years ended December 31, 2019, 2018 and 2017, we
recorded $144.5 million, $119.1 million and $103.8 million, respectively, for institutional scholarships awarded to students.

Student Financing

Students finance their education at Ashford through a combination of the various financing options:

Title IV programs

If a student attends any institution certified as Title IV eligible by the Department and meets applicable student eligibility standards, that student may receive
grants, loans, or both grants and loans to help fund their education under programs authorized by Title IV of the Higher Education Act (“Title IV”). An institution
participating in federal student financial aid programs authorized by Title IV (“Title IV programs”) must ensure that all program funds are accounted for and
disbursed properly. To continue receiving program funds, students must demonstrate satisfactory academic progress toward the completion of their program of
study.

During the fiscal year ended December 31, 2019, Ashford derived 72.4% of its cash revenues from Title IV program funds.

Federal Direct Loans

The Federal Direct Loan Program (the “Direct Loan Program”) consists of two types of loans: Stafford loans, which are either subsidized or unsubsidized,
and PLUS loans, which are made available to graduate and professional students, as well as parents of dependent undergraduate students. For a Direct Subsidized
Loan, the federal government pays the interest on the loan while the student is in school and during grace periods and any approved periods of deferment, until the
student's obligation to repay the loan begins. Direct Unsubsidized Loans are not based on financial need and are available to students who do not qualify for a
Direct Subsidized Loan, or in some cases, in addition to a Direct Subsidized Loan. Loan funds are paid to Ashford, which in turn credits the student's account for
tuition and fees and disburse any requested amounts in excess of tuition and fees to the student.

Interest rates are established each year for Direct Subsidized Loans, Direct Unsubsidized Loans, and PLUS loans for which the first disbursement is on or
after July 1 of that year through the following June 30. The interest rate, once established, will be fixed and apply for the life of the loan. With respect to loans for
which the first disbursement was on or after July 1, 2019 but before July 1, 2020, the interest rates are (i) 4.5% for Direct Subsidized Loans and Direct
Unsubsidized Loans for undergraduate students, (ii) 6.1% for Direct Unsubsidized Loans for graduate/professional students and (iii) 7.1% for Direct PLUS loans.

Federal Pell Grant Program

Under the Federal Pell Grant Program, the Department makes grants to undergraduate students who demonstrate financial need. Beginning with the 2012-
2013 award year, a student's eligibility to receive a Pell Grant was reduced from 18 semesters (or its equivalent) to 12 semesters (or its equivalent). The funding for
Labor, Health and Human Services, and Education appropriations is part of the Consolidated Appropriations Act, 2014, which is subject to change annually. The
maximum funding amount for Pell Grant award year 2019-2020 increased to $6,195.
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Non-Title IV funding sources

Other funding sources consist primarily of payments made in cash by individuals, private loans from third parties, reimbursement from corporate affiliates
and government tuition assistance programs for military personnel, including veterans. During the fiscal year ended December 31, 2019, Ashford derived 27.6% of
its cash revenues from these other funding sources.

Financial aid processing

Ashford has dedicated staff that provide call center and transactional processing services for the online financial aid student populations, including services
related to disbursement eligibility review and Title IV fund returns. We believe this improves student financing outcomes and enhances efforts to comply with Title
IV rules and regulations.

Curricula and Scheduling

Ashford is committed to providing their students with a rigorous and rewarding academic experience that gives them the knowledge and experience
necessary to be contributors, educators and leaders in their chosen professions. Ashford seeks to maintain a high level of quality in curriculum, faculty and student
support services, all of which contribute to the overall student experience. The curricula are reviewed periodically to ensure that content is refined and updated as
necessary. Ashford provides extensive student support services, including academic, administrative and technology support, to help maximize the success of its
students. Additionally, Ashford monitors the success of the educational delivery processes through periodic faculty and student assessments. Ashford believes their
commitment to quality is evident in the satisfaction and demonstrated proficiency of their students, which is measured at the completion of every course.

As of December 31, 2019, Ashford offered approximately 1,210 courses and approximately 90 degree programs through its five various colleges. Ashford's
online courses are offered with weekly start dates throughout the year, except for two weeks total in late December and early January. Courses typically run five to
six weeks and all courses are offered in an asynchronous format so students can complete their coursework as their schedule permits. Online students typically
enroll in one course at a time. This focused approach to learning allows the student to engage fully in each course. Doctoral students are required to participate in
periodic seminars and to compose and defend a dissertation on an approved topic.

Program Development

Ashford designs its academic offerings to meet the needs of a broad cross-section of prospective students. In addition to adding programs in high-demand
disciplines, Ashford enhances its programs through the addition of specializations. Specialization areas are comprised of a select number of courses within an
existing program that supplement that program's required courses. Specializations are used to create an offering that is tailored to the specific objectives of a
student population and, therefore, is more attractive to potential students interested in a particular program. We believe the addition of specializations represents a
cost-effective way to both expand our market and further enhance the differentiation of programs in that market. Ashford continues to place increased emphasis on
the growth of our graduate student population through master and doctoral level programs that represent those subjects and disciplines most in demand by our
student population. This is consistent with Ashford's commitment to a quality academic offering, and to pursue increased graduate student enrollments because we
believe graduate students represent an attractive segment of the market.

Ashford seeks to offer programs in disciplines in which we believe there is strong demand for education and significant opportunity for employment.
Ashford's current program portfolio includes offerings at the associate's, bachelor's, master's and doctoral levels in the disciplines of business, education,
psychology, social sciences and health sciences. Ashford follows a defined process for identifying new degree program opportunities that incorporates student,
faculty and market feedback, as well as macro trends in the relevant disciplines, in order to evaluate the expected level of demand for a new program prior to
developing the content and marketing it to potential students.

Potential new programs and specializations are determined based on proposals submitted by faculty and staff and an assessment of overall market demand.
Ashford's faculty and academic leadership work in collaboration with our marketing team to research and select new programs that are expected to have strong
demand and that can be developed at a reasonable cost. Programs are reviewed by Ashford and must also receive approval through the normal governance process
at the relevant institution. Once a program is selected for development, one or more subject matter experts are assigned to work with curriculum development staff
to define measurable program-level student learning objectives. Each course in a program is designed to include learning activities that address the program
objectives, foster student engagement and assess learning outcomes. All courses undergo extensive internal and external third-party quality assurance reviews
before they are offered to students, and the new program is reviewed for approval through the appropriate governance processes. Following approval, an online
program is conformed to the standards of our online learning management system and our marketing department creates
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a marketing plan for the program. In most cases, the time frame to identify, develop and internally approve a new program is approximately six months, not
including the external regulatory approvals required before a program can be offered to students.

Comprehensive Assessment

Ashford has developed and implemented a comprehensive assessment plan focused on student learning and effective instruction. The plan stipulates
assessment of learning outcomes at the course, program and institutional levels. Learning outcomes are unique to the institution and demonstrate the skills that
graduates should be able to demonstrate upon completion of their respective programs. With the assistance of our dedicated assessment team, Ashford's faculty
routinely evaluates and revises courses and learning resources based upon outcomes and institutional research data. Using direct and indirect measurements,
student performance is assessed on an ongoing basis to help ensure student success.

We utilize Waypoint Outcomes, our proprietary assessment platform, which is an innovative, web-based assessment system of interactive rubrics, to gather
data from specific learning activities. Data results from Waypoint Outcomes are shared with the student and are also accessible by the faculty and program
administrators.

In addition to course and program assessments, faculty instructional performance is continuously assessed by institutional deans and instructional specialists
and through the results of student surveys at the completion of each course. The results of all our assessment practices are reviewed by an assessment team,
including faculty, and based on their conclusions, recommendations may be made to add to or modify programs.

Branding and Marketing

We have invested significant resources in developing processes and implementing technologies that allow us to effectively identify, recruit and retain
qualified students. We develop and participate in various marketing activities to generate leads for prospective students and to build the Zovio and Ashford brands.

For Ashford's online student population, we align ourselves with working adults, many of whom have already completed some postsecondary courses and are
seeking an accessible, affordable education from a quality institution. The admissions policies that require a minimum age for online students at Ashford are
focused on attracting students with a greater commitment to completing their degrees.

The Ashford branding campaigns utilize digital channels to communicate their message, and leads are generated from online sources. We also purchase
keywords from search providers to generate online leads directly, rather than acquiring them solely through aggregators. Additionally, we have a team internally
who focuses on generating online leads through search engine optimization techniques.

Recruiting and Admissions

Ashford employs teams who facilitate all aspects of enrollment and integration of a prospective student into a program of study. These teams consist of
enrollment service advisors, financial services advisors and academic advisors. This structure promotes internal accountability among employees involved in
identifying, recruiting, enrolling and retaining new students.

Prospective student leads are managed through a customer relations management (“CRM”) system, which directs a lead for a prospective student to a
recruiting team and assigns an enrollment service advisor within that team to serve as the primary liaison for that prospective student. Once contact with a
prospective student is established, the enrollment service advisor, along with the academic and financial services advisors, begins an assessment process to
determine if Ashford's program offerings match the student's needs and objectives. Additionally, enrollment service advisors communicate other criteria, including
expected duration and cost of the program, to the prospective student.

The enrollment service advisors go through a comprehensive training program that addresses Ashford's academic offerings, financial aid options and the
regulatory environment in which we operate, including the restrictions imposed by regulations on the admissions process. We place significant emphasis on
regulatory requirements and demand an environment of strict compliance.

Ashford has a presence in both military and corporate channels. Our military and academic outreach teams work with military education services officers, as
well as with the military students we serve, to demonstrate the quality, impact and value that Ashford's programs provide to individuals in those organizations.
Military students may frequently change locations or seek to complete a program intermittently over the course of several years.

In the corporate channel, we have the Education Partnerships program. These corporate partnership programs provide companies with the opportunity to
allow their employees to pursue and complete a college degree while incurring little to no
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student debt. We believe employers value Ashford's affordability, which allows employer tuition reimbursements to be used more efficiently.

The admissions process is designed to offer access to prospective students who seek the benefits of a postsecondary education. Ashford undergraduate
students may qualify in various ways, including by having a high school diploma or a GED equivalent. Graduate level students at Ashford are required to have an
undergraduate degree from an accredited college and may be required to have a minimum grade point average or meet other criteria to qualify for admission to
certain programs. Doctoral students are required to have a master’s degree from a regionally or approved nationally accredited institution with a graduate-level
cumulative GPA of 3.0 or higher, or an earned Doctoral degree from a regionally or approved nationally accredited institution.

Retention

Once a student enrolls in an Ashford online program, the institution provides consistent, ongoing support to assist the student in acclimating to the online
environment and to address challenges that arise in order to increase the likelihood that the student will persist through graduation.

Providing a superior learning experience is a key component in retaining students at Ashford. We believe that our team-based approach to recruitment and
the robust student services we provide enhance retention because of the quality of each student's interaction with his or her team and the accountability inherent in
the team structure. We also incorporate a systematic approach to contacting students at key milestones during their experience at Ashford, providing
encouragement and highlighting their progress. There are frequent personal interactions between academic advisors and students, which we view as a key
component to our retention strategy. Ashford has a team that monitors performance metrics and other key data to analyze student retention rates, as well as the
causes of and potential risks for student drops.

Our dispute resolution department serves as a neutral third-party for students to raise any concerns or complaints. Such concerns and complaints are then
elevated to the appropriate department.

Ashford has various programs focused on academic quality and student success that we believe help students succeed in their courses, help retain higher
quality students and ultimately increase student retention. Ashford has a free two-week orientation course that is mandatory for all incoming students who have not
earned any previous college credits. The orientation is designed to provide students with a complete overview of the online classroom experience, prepare them for
success in their courses and help them self-evaluate their readiness to succeed in an online college setting. The experience provides a realistic, up-front overview of
expectations so that students are aware of what is expected of them as they prepare for their studies. Students also gain an understanding of how to access and
navigate within the online classroom, so they can feel confident when they move to their first course in their respective programs. For students taking the
orientation course, successful completion of the orientation is required before they can begin their first class.

Ashford also offers the “Ashford Promise,” which allows a student to experience the first three weeks of their first class before incurring any financial
obligation. After the first three weeks, students who do not demonstrate satisfactory academic progress, or those who simply opt out, will not be admitted as
students. These individuals will not be responsible for any tuition or fees, and therefore will not incur any debt. We believe the Ashford Promise initiative helps
increase student retention while reducing the financial risk to the student.

Technology

We have created a scalable technology system that we believe is secure, reliable and redundant, and permits courses and support services to be offered online.

Online course delivery and management

Ashford utilizes the Canvas learning management system provided by Instructure, Inc. (“Instructure”), a third-party software and services provider. Canvas is
a software-as-a-service (“SaaS”) platform that enables us to develop and deliver the latest in engaging online learning experiences. As a native cloud platform,
Canvas software and data are hosted by Amazon Web Services, providing for a fast, secure and readily scalable experience for Ashford's students and faculty.
Additionally, students and faculty will have greater flexibility to learn and teach from anywhere, anytime and on any iOS or Android device.

Internal administration

Ashford utilizes a CRM application from Campus Management Corp. for lead management, workflow, analytics, reporting and a complete view of our
students. This tool enables Ashford to view the entire student history from the lead to
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graduation, individually or in cohorts, and to respond appropriately. Additionally, Ashford utilizes online application portals to accept, integrate and process
student applications.

Ashford utilizes CampusVue, a student information system provided by Campus Management Corp., to manage student data (including grades, attendance,
status and financial aid) and to generate periodic management reports. This system interfaces with our online learning management system.

Constellation

Constellation is an innovative suite of interactive educational materials that increases the educational quality for online students at Ashford. Constellation is
our proprietary learning platform that takes the best features of traditional textbooks and combines them with the best features of the internet to create a premium
student experience. We developed Constellation as an alternative to third-party textbooks with digital course materials. Constellation gives students access to their
digital course materials across platforms without sacrificing time-tested studying tools like highlighting and note taking. Constellation includes customized content
geared to courses and students, combined with a robust set of features that make course materials engaging and accessible to students of various learning styles and
abilities. Constellation is cloud-based and is compatible across operating systems, browsers and mobile technologies, including web-enabled smartphones and
tablet devices. We have developed Constellation-enabled courses primarily in core classes to attempt to reach as many students as possible.

The Constellation team includes editors with extensive experience at leading textbook publishing firms. Highly qualified subject matter experts are recruited
to author content that addresses course and institutional outcomes. Constellation digital texts are organized around accelerated courses.

Waypoint Outcomes

Waypoint Outcomes is our proprietary assessment software which provides learning and assessment tools to Ashford. The software combines classic rubric
grading scales with easy, efficient technology to help educators teach writing, critical thinking and cognitive skills. Its sophisticated grading palette frees teachers
to focus on meaningful, personalized feedback for students by automating repetitive tasks.

Mobile application technology

Ashford offers mobile applications compatible with most web-enabled smartphones and tablet devices in order to increase the accessibility of the student
learning experience. The applications enable students to use their mobile device to contact support staff, complete discussion posts and review important
information regarding their academic status. We have received positive feedback from students indicating that these mobile applications further their learning
experience, and we have incorporated feedback received into the periodic updates to these mobile applications.

Employees

As of December 31, 2019, Ashford had approximately 100 full-time faculty roles, including programs chairs, as well as approximately 2,590 active adjunct
faculty. Adjunct faculty members are part-time employees engaged on a course-by-course basis and are compensated based upon a fixed amount per course, which
varies among faculty members based on each individual's experience and background. In addition to teaching assignments, adjunct faculty members may also be
asked to serve on student committees, such as comprehensive examination and dissertation committees, or assist with course development.

As of December 31, 2019, the Company and its institution also employed approximately 1,730 combined non-faculty staff in the areas of university services,
academic advising and academic support, enrollment services, university administration, financial aid, information technology, human resources, corporate
accounting, finance and other administrative functions. None of our employees is a party to any collective bargaining or similar agreement with us.

Competition

The education technology services market is fairly new, with no individual company representing a significant market share. For Ashford specifically, the
postsecondary education market is also highly fragmented and competitive, with no private or public institution representing a significant market share. Ashford
competes primarily with public and private degree-granting regionally accredited colleges and universities. Many colleges and universities enroll working adults,
in addition to traditional 18 to 24-year-old students. Many of those colleges and universities offer a variety of distance education and online initiatives. We believe
that competitive factors in the postsecondary education market include the reputation of an institution among students and employers, the number of qualified and
experienced faculty, the program costs, the relevant and accredited program offerings, the regulatory approvals, the convenient, flexible and dependable access to
programs and classes, the

10



relative marketing and selling effectiveness, the time necessary to earn a degree and the level of student support services. We expect to encounter increased
competition as a result of new entrants to the online education market, including traditional colleges and universities that had not previously offered online
education programs.

Intellectual Property

We rely on a combination of copyrights, trademarks, service marks, patents, trade secrets, domain names and agreements with employees and third parties to
protect our intellectual property rights. We have trademark and service mark registrations and pending applications for additional registrations in the United States
and select foreign jurisdictions. We also own the domain name rights for Ashford, as well as other words and phrases important to our business. In addition, we
have applied for domestic and international patents for certain technology developed by us. We also have registered copyrights for exemplary business course
materials. In many instances, Ashford's course content is produced by faculty and other content experts under work-for-hire agreements pursuant to which we own
the course content in return for a fixed development fee. In certain limited cases, course content is licensed from third parties on a royalty fee basis.

Environmental Matters

We believe our facilities are in material compliance with federal, state and local laws and regulations that have been enacted or adopted regulating the
discharge of materials into the environment, or otherwise relating to the protection of the environment. Compliance with these laws and regulations has not had,
and is not expected to have, a material effect on our capital expenditures, results of operations or competitive position. For additional information on our
environmental, social and governance programs and initiatives located on our website at http://www.zovio.com/our-story/corporate-social-responsibility.

Financial Information about Segments and Geographic Areas

We operate our business in one reportable segment and we have no significant foreign operations or assets located outside of the United States. For
information about our revenues from external customers, measures of profits and losses, and total assets, see our annual consolidated financial statements included
elsewhere in this report.

Proposed Changes in the Structure of our Operations

We plan to undertake a conversion transaction pursuant to which Ashford will separate from the Company through a series of conversion and merger
transactions ultimately resulting in Ashford being owned and operated by AU NFP, a California nonprofit public benefit corporation that was formed for the
purpose of the conversion transaction and is independent of the Company (“AU NFP”). Following the proposed conversion and separation of Ashford, we will
continue to operate as an education technology services provider that would provide certain services to AU NFP, and potentially, in the future, to other customers.
The services to AU NFP would be provided pursuant to a Service Agreement (as defined below) with the Company. The transactions described above are
collectively hereinafter referred to as the “Conversion Transaction.” The Company and the trustees of Ashford and AU NFP have taken steps, including Ashford’s
formation of a special independent negotiating committee, to protect Ashford’s and AU NFP’s independence in considering the Conversion Transaction in order to
enable Ashford and AU NFP to act in the best interests of Ashford and its students.

In furtherance of the Conversion Transaction, on December 30, 2019, the Company and AU NFP entered into a non-binding letter of intent (the “LOI”)
contemplating that the Company, Ashford and AU NFP would enter into an agreement and plan of conversion pursuant to which the Company, in exchange for
$1.00 and entry into the Services Agreement (as defined below), would cause Ashford to separate from the Company through a series of conversion and merger
transactions ultimately resulting in Ashford (inclusive of all of the operations and assets constituting Ashford) being independently owned and operated by AU
NFP. The Company would retain the assets and contracts related to, and continue to operate, its educational technology and services business, including all
employees and assets necessary to perform the services contemplated by the Services Agreement. The parties also contemplate entering into a transition services
agreement, pursuant to which the Company would provide identified services to AU NFP for a period of up to five years in exchange for which AU NFP would
pay to the Company its direct cost charges incurred in providing such services.

In connection with the Conversion Transaction, the Company would enter into a services agreement with AU NFP and Ashford (the “Services Agreement”)
pursuant to which the Company would provide certain defined services to AU NFP, including recruiting services, student finance and financial aid advising
services, student program and retention advising services, institutional support services, information technology services, and support services for academics. In
exchange for providing the services under the Services Agreement, AU NFP would pay to the Company (i) AU NFP’s direct cost charges incurred in providing the
services, plus (ii) a share of AU NFP’s revenue from tuition and fees. The LOI contemplates that AU NFP’s revenue from tuition and fees would be shared
approximately 80.5% in favor of AU NFP and 19.5% in favor of the Company. During the first 10 years of the Services Agreement, the services fees payable by
Ashford would be adjusted
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downward in an amount necessary for Ashford to achieve a composite score (as calculated by the Department) of 1.6 and an operating margin of 1.5% (provided,
that the latter target would be calculated based on Ashford limiting increases in its cost per enrollment to no more than 2% per year). Any such fee adjustments
(with limited exceptions for certain adjustments in the first year of the agreement) would be restored to the Company in years in which Ashford exceeds those two
targets. The Company’s performance of the services under the Services Agreement would be subject to certain mutually agreeable key performance indicators and
related remedies. The parties contemplate that the Services Agreement would have an initial term of 15 years, subject to renewal options, although AU NFP would
have the right to terminate the agreement after 10 years.

The Company anticipates that the parties will simultaneously enter into and close the transaction (the “Closing”) on or before June 1, 2020. The Closing is
subject to a number of closing conditions, and no assurance can be given that the Conversion Transaction will ultimately be completed. The Company anticipates
the Department completing its review of the Conversion Transaction following the Closing. Customarily such review and notification of approval from the
Department can take approximately 18 months following the Closing, but the Company could receive such approval prior to or after that time-period.

As previously disclosed, on October 7, 2019, the Company announced that in connection with the Conversion Transaction, the Department indicated that it
would require AU NFP to post an irrevocable letter of credit with the Department within 10 days of the Conversion Transaction for approximately $103 million,
representing the Department’s determination of 25% of the Title IV funding in fiscal year 2018 (the “25% LOC”). In entering the LOI with AU NFP, the Company
contemplated having to guarantee, on AU NFP’s behalf, the 25% LOC and the Company is currently planning to obtain financing through a $103 million senior
secured term loan facility (the “Facility”) in order to collateralize the 25% LOC. The Company anticipates that the Facility will be structured through the use of an
insurance trust.

Additional Information

We were incorporated in Delaware in May 1999 under the name TeleUniversity, Inc. and we changed our name to Bridgepoint Education, Inc. in February
2004. In April 2019, we changed our name to Zovio Inc. Our website is located at www.zovio.com. We make available free of charge on our website our Annual
Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and amendments to those reports filed pursuant to Section 13(a) or 15(d) of
the Exchange Act as soon as reasonably practicable after we electronically file such material with, or furnish it to, the SEC. The website for the SEC is located at
www.sec.gov. The reference to our website is intended to be an inactive textual reference and the contents of our website are not incorporated by reference into, or
in any way a part of, this report.
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REGULATION

Ashford is an accredited institution of higher education that is subject to extensive regulation by a variety of agencies, including WSCUC (the agency that
accredits Ashford), educational licensing authorities in states where it is physically located or conducts certain operations, and by the Department due to our
participation in Title IV programs. Institutions that participate in Title IV programs are subject to an extensive set of laws and regulations. To participate in Title
IV programs, a school must maintain authorization by the state education agency or agencies where it is physically located, be accredited by an accrediting agency
recognized by the Department and be certified by the Department as an eligible institution. Accrediting agencies provide an independent assessment of educational
quality. The laws, regulations and standards of WSCUC, the Department and state agencies affect the vast majority of Ashford's operations.

Accreditation

Prior to being institutionally accredited by WSCUC in July 2013, Ashford had been accredited by the Higher Learning Commission since 1950. WSCUC is
one of seven regional accrediting agencies that accredits colleges and universities in the United States. Most traditional, public and private non-profit, degree-
granting colleges and universities are accredited by one of these seven agencies.

Accreditation by WSCUC is recognized by the Department and by prospective students as a reliable indicator of educational quality. Accreditation is a
private, non-governmental process for evaluating the quality of an educational institution and its programs and an institution's effectiveness in carrying out its
mission in areas including integrity, student performance, curriculum, educational effectiveness, faculty, physical resources, administrative capability and
resources, financial stability and governance. To be recognized by the Department, an accrediting agency, among other things, must adopt specific standards to be
maintained by educational institutions, conduct peer-review evaluations of institution's compliance with those standards, monitor compliance through periodic
institutional reporting and the periodic renewal process and publicly designate those institutions that meet the agency's criteria. An accredited institution is subject
to periodic review by its accrediting agency to determine whether it continues to meet the performance, integrity, quality and other standards required for
accreditation. An institution that is determined not to meet the standards of accreditation may have its accreditation revoked or not renewed.

Accreditation is important to Ashford as it establishes comprehensive criteria designed to promote educational quality and effectiveness. Accreditation also
represents a public acknowledgment by a recognized independent agency of the quality and effectiveness of Ashford and its programs. It also facilitates the
transferability of educational credits when students transfer to or apply for graduate school at other regionally accredited colleges and universities. The Department
relies on accreditation as an indicator of educational quality and effectiveness in determining an institution's eligibility to participate in Title IV programs, as do
certain corporate and government sponsors in connection with tuition reimbursement and other student aid programs.

We believe that regional accreditation is viewed favorably by certain students when choosing a school, by other schools when evaluating transfer and
graduate school applications, and by certain employers when evaluating the credentials of candidates for employment.

WSCUC Accreditation of Ashford University

In July 2013, WSCUC granted Initial Accreditation to Ashford for five years, until July 2018. In December 2013, Ashford effected its transition to WSCUC
accreditation and designated its San Diego, California facilities as its main campus and its Clinton, Iowa campus as an additional location. As part of the WSCUC
Institutional Review Process a Reaffirmation of Accreditation Visit was conducted by an evaluation team April 3-5, 2019. At its meeting June 26-28, 2019, the
Commission acted to reaffirm Ashford’s accreditation through Spring 2025.

WSCUC also visited Ashford on May 1, 2019 to conduct its federally mandated, six-month post-implementation review, due to the merger of University of
the Rockies and into Ashford which was finalized on October 31, 2018. WSCUC has verified that Ashford has met all post-implementation requirements related to
the merger of the two entities.

In a separate action, Ashford submitted a change of control and legal status application (the “Change of Control Application”) related to the Conversion
Transaction. On July 12, 2019, WSCUC notified Ashford that it had approved the Change of Control Application for the Conversion Transaction. The approval is
subject to certain conditions which must be met prior to the close of the Conversion Transaction, including divestiture of financial and ownership interest in the
Company by all Ashford officers and related parties and submission of a revised services agreement with respect to the Conversion Transaction, including the
incorporation of key performance indicators into that agreement. WSCUC is also requiring a post-implementation site visit of Ashford within six months of the
close of the Conversion Transaction.
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U.S. Department of Education Abbreviated Preacquisition Review Letter

On October 7, 2019, the Company announced that in connection with the Conversion Transaction, the Department has provided a response (the “Abbreviated
Preacquisition Review Letter”) to the request for review made on July 15, 2019. The request for an abbreviated preacquisition review was made in accordance with
Department procedures pursuant to which the Department provides information about conditions it intends to impose in connection with the continued participation
in federal Title IV student financial aid programs by the applicant following a change in ownership.

In the Abbreviated Preacquisition Review Letter, along with other conditions, the Department indicated that it would require the posting of the “25% LOC.”
The 25% LOC would require coverage for 12 months, unless extended or replaced as determined by the Department. The Department is expected to conduct a
post-closing review of Ashford following the change of control resulting from the Conversion Transaction consistent with the Department’s procedures during
which the Department makes a determination on the institution’s request for recertification from the Department following the change of control, including
whether to impose an increase in the letter of credit requirement or place other conditions or restrictions on Ashford.

Licensure by California BPPE

To be eligible to participate in Title IV programs, an institution must be legally authorized to offer its educational programs by the states in which it is
physically located. Ashford is approved by the California BPPE to operate as an accredited institution. As a result, Ashford is subject to laws and regulations
applicable to private, postsecondary educational institutions located in California, including reporting requirements related to graduation, employment and
licensing data, certain changes of ownership and control, faculty and programs, and student refund policies. Ashford also remains subject to other state and federal
student employment data reporting and disclosure requirements.

Negotiated Rulemaking and Other Executive Action - State Authorization

On July 31, 2018, the Department published a notice in the Federal Register announcing its intention to establish a negotiated rulemaking committee (the
“Rulemaking Committee”) to prepare proposed regulations for the Federal Student Aid programs authorized under Title IV of the Higher Education Act of 1965,
as amended. In September 2018, interested parties commented at three public hearings on the topics suggested by the Department in the notice, and suggested
additional topics for consideration for action by the Rulemaking Committee.

The Rulemaking Committee met from January 2019 through March 2019 on topics related to accreditation, competency-based education, state approval of
online programs (commonly known as “state authorization”), and distance learning. The Rulemaking Committee reached consensus on all topics and the
Department issued proposed regulations based on that consensus on June 12, 2019. On October 31, 2019, the Department issued final regulations on accreditation
and state authorization to be effective on July 1, 2020.

The new regulations, among other things: (i) define the roles and responsibilities of accrediting agencies, States, and the Department in oversight of
institutions participating in the Federal Student Aid programs authorized under Title IV of the Higher Education Act of 1965, as amended (Title IV, Higher
Education Act programs); (ii) establish “substantial compliance” as the standard for agency recognition; (iii) modify “substantive change” requirements to provide
greater flexibility to institutions to innovate and respond to the needs of students and employers, while maintaining strict agency oversight in instances of more
complicated or higher risk changes in institutional mission, program mix, or level of credential offered; (iv) clarify the Department’s accrediting agency
recognition process, including accurate recognition of the geographic area within which an agency conducts business; and (v) modify the requirements for state
authorization.

The new regulations provide for early implementation of select pieces of the state authorization component. However, Ashford has not chosen early
implementation in this area.

For additional information regarding negotiated rulemaking, see also “Gainful employment” and “Defense to repayment” sections below. For additional
information regarding state authorization, see the “State authorization” section below.

Authorization by Congress of Title IV Programs

Congress must periodically reauthorize the Higher Education Act and annually determine the funding level for each Title IV program through the budget and
appropriations process. In 2008, the Higher Education Act was reauthorized through September 2014 and on December 13, 2017, the House of Representatives’
Committee on Education and the Workforce passed H.R. 4508, the Promoting Real Opportunity, Success, and Prosperity through Education Reform Act
(“PROSPER Act”). No date has been set for consideration by the full House on the legislation, nor has a companion Higher Education Act reauthorization bill been
introduced in the U.S. Senate. The Higher Education Act's programs will continue year-to-year without explicit reauthorization as long as Congress appropriates
funds for the programs. Congress may propose and pass
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revisions to the Higher Education Act between reauthorizations by using other legislative vehicles such as budget bills and appropriations bills, which could impact
funding for student financial aid programs.

Department Regulation of Title IV Programs

To be eligible to participate in Title IV programs, an institution must comply with the Higher Education Act and the regulations thereunder that are
administered by the Department. Among other things, the law and regulations require that an institution (i) be licensed or authorized to offer its educational
programs by the states in which it is physically located, (ii) maintain institutional accreditation by an accrediting agency recognized for such purposes by the
Department and (iii) be certified to participate in Title IV programs by the Department. Ashford's participation in Title IV programs allows for extensive oversight
and review pursuant to regulations promulgated by the Department. Those regulations are subject to revision and amendment from time to time by the Department.
The Department's interpretation of its regulations likewise is subject to change. As a result, it is difficult to predict how Title IV program requirements will be
applied in all circumstances.

An institution must periodically seek recertification from the Department to continue to participate in Title IV programs and may, in certain circumstances,
be subject to review by the Department prior to seeking recertification.

On April 23, 2018, Ashford received an updated Program Participation Agreement (“PPA”) from the Department. Based on the updated PPA, Ashford is
provisionally certified to participate in Federal Student Financial Aid Programs until March 31, 2021. Ashford is required to submit its reapplication for continued
certification by December 31, 2020.

During the time when an institution is provisionally certified, it may be subject to adverse action with fewer due process rights than those afforded to other
institutions, and it must apply for and receive approval from the Department for any substantial change including but not limited to the establishment of an
additional location, an increase in the level of academic offerings, or the addition of certain programs.

The 90/10 rule

Under the Higher Education Act, a proprietary institution loses eligibility to participate in Title IV programs if the institution derives more than 90% of its
revenues from Title IV program funds for two consecutive fiscal years, as calculated in accordance with Department regulations. This rule is commonly referred to
as the “90/10 rule.” Any institution that violates the 90/10 rule for two consecutive fiscal years becomes ineligible to participate in Title IV programs for at least
two fiscal years. In addition, an institution whose rate exceeds 90% for any single fiscal year is placed on provisional certification and may be subject to other
enforcement measures. In September 2016, the Department issued new audit standards, for financial statement audits of proprietary institutions for fiscal years
ending June 30, 2017 or later, which include a requirement that institutions must determine Title IV and non-Title IV revenue on a student by student basis. Based
on this calculation, during the fiscal year ended December 31, 2019 and 2018, Ashford derived 72.4% and 78.6%, respectively, of its respective cash revenues
from Title IV program funds.

Revenue derived from government tuition assistance for military personnel, including veterans, is not considered federal student aid for purposes of
calculations under the 90/10 rule. As of December 31, 2019, approximately 27.4% of Ashford's students were affiliated with the military, some of whom are
eligible to receive government tuition assistance that may be used to pursue postsecondary degrees.

Cohort default rate

For each federal fiscal year, the Department calculates a rate of student defaults over a three-year measuring period for each educational institution, which is
known as a “cohort default rate.” An institution may lose eligibility to participate in the Direct Loan Program and the Federal Pell Grant Program if, for each of the
three most recent federal fiscal years, 30% or more of its students who became subject to a repayment obligation in that federal fiscal year defaulted on such
obligation by the end of the following federal fiscal year.

The most recent official three-year cohort default rates for Ashford for the 2016, 2015 and 2014 federal fiscal years were 13.7%, 13.5% and 14.9%,
respectively.

Financial responsibility

The Higher Education Act and Department regulations establish standards of financial responsibility that an institution must satisfy in order to participate in
Title IV programs. The Department evaluates compliance with these standards annually upon receipt of an institution's annual audited financial statements and
when an institution applies to the Department to reestablish its eligibility to participate in Title IV programs following a change in ownership. One financial
responsibility standard is based on the institution's composite score, which is derived from a formula established by the Department. The
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composite score is a number between negative 1.0 and positive 3.0. It must be at least 1.5 for the institution to be deemed financially responsible without the need
for further Department financial oversight. In addition to having an acceptable composite score, an institution must, among other things, meet all its financial
obligations (including required refunds to students and any Title IV liabilities and debts), be current in its debt payments and not receive an adverse, qualified or
disclaimed opinion by its accountants in its audited financial statements. If an institution fails to satisfy the Department’s financial responsibility requirements, it
could be limited in its access to or lose Title IV program funding, or it may be required to post a letter of credit in favor of the Department and possibly accept
other conditions to its continued participation in Title IV programs.

For the prior fiscal year ended December 31, 2018, the consolidated composite score calculated was 2.2, satisfying the composite score requirement of the
Department's financial responsibility test. We expect the consolidated composite score for the year ended December 31, 2019 to be 0.7 and below the composite
score requirement as a result of non-recurring restructuring and acquisition related charges. The Department has historically calculated Ashford’s composite score
based on Zovio’s consolidated audited financial statements rather than Ashford’s stand alone audited financial statements. However, the deadline to submit audited
financial statements to the Department is June 30, 2020, by which date we expect that Ashford will have been separated from Zovio as a result of the Conversion
Transaction currently scheduled to close on or before June 1, 2020. Following separation and closing, and given that Ashford will no longer be owned by Zovio,
Ashford will submit its stand-alone audited financial statements to the Department for the purpose of calculating the institution’s composite score. We expect
Ashford’s composite score, based on its standalone audited financial statements for the year ended December 31, 2019, to be at least 1.6 and above the
Department’s requirement for a composite score of 1.5 or greater.

If the Conversion Transaction is not completed as scheduled or the Department calculates Ashford’s composite score based on Zovio’s consolidated financial
statements, the institution’s composite score for the period ended December 31, 2019 would be below the required composite score of at least 1.5. In such event, to
continue participation in Title IV programs, Ashford would unless the Department accepts a previously submitted letter of credit toward the requirement, either
need to: (1) submit a letter of credit equal to at least 50% or more of the Title IV Program funds received by the institution during its most recently completed
fiscal year; or (2) at the discretion of the Department, submit a letter of credit equal to at least 10% or more of the Title IV Program funds received by the
institution during its most recently completed fiscal year and accept additional conditions (including, but not limited to, a provisional certification, compliance with
monitoring requirements, remain current on debt payments, meet certain financial obligations, agree to receive Title IV Program funds under an arrangement other
than the Department’s standard advance funding arrangement, and agree to pay Title IV credit balances due to students before submitting a request for funds to the
Department). The Department typically conducts its calculation of the composite score and its determination of any requirements arising from the composite score
during the period after the institution submits audited financial statements to the Department. The institution is required to submit by the regulatory deadline of
June 30, 2020. Therefore, we anticipate any potential letter of credit arising from the composite score would be due to the Department no earlier than the second
half of 2020.

Substantial misrepresentation

The Higher Education Act prohibits an institution participating in Title IV programs from engaging in substantial misrepresentation regarding the nature of
its educational programs, its financial charges or the employability of its graduates. Under the Department's rules, a “misrepresentation” is any false, erroneous or
misleading statement an institution, one of its representatives or any ineligible institution, organization or person with whom the institution has an agreement to
provide educational programs or marketing, advertising, recruiting or admissions services makes directly or indirectly to a student, prospective student or any
member of the public, or to an accrediting agency, a state agency or the Department. The Department's rules define a “substantial misrepresentation” as any
misrepresentation on which the person to whom it was made could reasonably be expected to rely, or has reasonably relied, to that person's detriment. For-profit
educational institutions are also subject to the general deceptive practices jurisdiction of the Federal Trade Commission (“FTC”) and the Consumer Financial
Protection Bureau (“CFPB”).

On December 10, 2015, Ashford received a request for information from the Multi-Regional and Foreign School Participation Division of the Department’s
Office of Federal Student Aid (“FSA”) for (i) advertising and marketing materials provided to prospective students regarding the transferability of certain credit,
(ii) documents produced in response to the CFPB's August 10, 2015 Civil Investigative Demand related to the CFPB's investigation to determine whether for-profit
postsecondary education companies or other unnamed persons have engaged in or are engaging in unlawful acts or practices related to the advertising, marketing or
origination of private student loans, (iii) certain documents produced in response to subpoenas and interrogatories issued by the Attorney General of the State of
California and (iv) records created between 2009 and 2012 related to the disbursement of certain Title IV funds. The FSA is reviewing representations made by
Ashford to potential and enrolled students, and has asked us and Ashford to assist in its assessment of Ashford's compliance with the
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prohibition on substantial misrepresentations. We, together with Ashford, intend to provide the FSA with our full cooperation with a view toward demonstrating
the compliant nature of our practices.

Return of Title IV funds for students who withdraw

If a student who has received Title IV funds withdraws, the institution must determine the amount of Title IV program funds the student has earned pursuant
to applicable regulations. If the student withdraws during the first 60% of any payment period (which, for our undergraduate online students, is typically a 20-week
term consisting of four five-week courses), the amount of Title IV funds that the student has earned is equal to a pro rata portion of the funds the student received
or for which the student would otherwise be eligible for the payment period. If the student withdraws after the 60% threshold, then the student is deemed to have
earned 100% of the Title IV funds received. If the student has not earned all the Title IV funds disbursed, the institution must return the unearned funds to the
appropriate lender or the Department in a timely manner, which is generally no later than 45 days after the date the institution determined that the student
withdrew. If an institution's annual financial aid compliance audit in either of its two most recently completed fiscal years determines that 5% or more of such
returns were not timely made, the institution may be required to submit a letter of credit in favor of the Department equal to 25% of the amount of unearned Title
IV funds the institution was required to return for its most recently completed fiscal year. For the fiscal year ended December 31, 2019, Ashford did not exceed the
5% threshold for late refunds sampled.

Gainful employment

In October 2014, the Department published gainful employment regulations impacting programs required to prepare graduates for gainful employment in a
recognized occupation. The gainful employment regulations became effective July 1, 2015, with certain institutional disclosure requirements which became
effective early 2017.

On July 1, 2019, the Department then published a final rule rescinding the Department’s 2014 gainful employment regulations. The Higher Education Act
requires that regulations affecting programs under Title IV of the Higher Education Act be published in final form by November 1, prior to the start of the award
year (July 1) to which they become effective. This section also permits the Secretary of Education to designate any regulation as one that an entity subject to the
regulations may choose to implement earlier, as well as conditions for early implementation. The Department designated the regulatory changes for early
implementation, and an institution that early implements the rescission must document its early implementation internally. Ashford has chosen and documented
early implementation.

Institutions that have early implemented the rescission of the gainful employment rule are not required to report gainful employment data to the National
Student Loan Data System. Additionally, those that have early implemented are not required to include the disclosure template, or a link thereto, in their gainful
employment program promotional materials and directly distribute the disclosure template to prospective students. Those that have early implemented should
remove the template and any other gainful employment disclosures from their web pages.

Defense to repayment

On October 28, 2016, the Department published borrower defense to repayment regulations to change processes that assist students in gaining relief under
certain provisions of the Direct Loan Program regulations. The defense to repayment provisions then in effect allowed a student to assert as a defense against
repayment of federal direct loans any commission of fraud or other violation of applicable state law by the school related to such loans or the educational services
for which the loans were provided. The borrower defense to repayment regulations were to become effective July 1, 2017.

On June 14, 2017, the Department announced a postponement of the 2016 defense to repayment regulations and its intention to resubmit the regulations
through the negotiated rulemaking process. The Department announced an additional postponement on October 24, 2017. On February 14, 2018, the Department
announced that it was postponing the effective date of this rule until July 1, 2019, so that it could complete the negotiated rulemaking process and develop the new
regulations. Because the negotiated rulemaking committee did not reach consensus, the Department published a proposed regulation through a notice of proposed
rulemaking (“NPRM”), took public comment, and planned to issue final regulations by November 1, 2018, effective July 1, 2019. This did not occur.

In September and October of 2018, the U.S. District Court for the District of Columbia issued a series of orders and opinions holding these procedural delays
by the Department to be improper. The Court reinstated the 2016 repayment regulations as of October 16, 2018.

The 2016 defense to repayment regulations allow a borrower to assert a defense to repayment on the basis of a substantial misrepresentation, any other
misrepresentation in cases where certain other factors are present, a breach of contract or a favorable nondefault contested judgment against a school for its act or
omission relating to the making of the borrower’s loan or
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the provision of educational services for which the loan was provided. In addition, the financial responsibility standards contained in the new regulations establish
the conditions or events that trigger the requirement for an institution to provide the Department with financial protection in the form of a letter of credit or other
security against potential institutional liabilities. Triggering conditions or events include, among others, certain state, federal or accrediting agency actions or
investigations, and in the case of publicly traded companies, receipt of certain warnings from the SEC or the applicable stock exchange, or the failure to timely file
a required annual or quarterly report with the SEC. The new regulations also prohibit schools from requiring that students agree to settle future disputes through
arbitration.

On March 15, 2019, the Department issued guidance for the implementation of parts of the regulations. The guidance covers an institution's responsibility in
regard to reporting mandatory and discretionary triggers as part of the financial responsibility standards, class action bans and pre-dispute arbitration agreements,
submission of arbitral and judicial records, and repayment rates. We will continue to monitor guidance on or changes to these 2016 regulations that are currently in
effect subject to the early implementation of the 2019 regulations described below.

On August 30, 2019, the Department finalized the regulations derived from the 2017-2018 negotiated rulemaking process and subsequent public comments.
This version of the borrower defense regulations applies to all federal student loans made on or after July 1, 2020, and, among other things: (i) grants borrowers the
right to assert borrower defense to repayment claims against institutions, regardless of whether the loan is in default or in collection proceedings; (ii) allows
borrowers to file defense to repayment claims three years from either the student's date of graduation or withdrawal from the institution; and (iii) gives students the
ability to allege a specific amount of financial harm and to obtain relief in an amount determined by the Department, which may be greater or lesser than their
original claim amount. It also includes financial triggers and other factors for recalculating an institution's financial responsibility composite score that differ from
those in the 2016 regulations.

The regulations will take effect July 1, 2020; however, the regulations relating to financial responsibility are available for early implementation. Ashford has
chosen and documented early implementation in this area.

Potential sanctions for noncompliance with Title IV regulations

The Department can impose sanctions for violating the statutory and regulatory requirements of Title IV programs, including:

• transferring an institution from the advance method or the heightened cash monitoring level one method of Title IV payment, each of which permit the
institution to receive Title IV funds before or concurrently with disbursing them to students, to the heightened cash monitoring level two method of
payment or to the reimbursement method of payment, each of which delay an institution's receipt of Title IV funds until student eligibility has been
verified by the Department;

• imposing a monetary liability against an institution in an amount equal to any funds determined to have been improperly disbursed or not to have been
properly returned upon student withdrawal;

• requiring an institution to post a letter of credit in favor of the Department as a condition for continued Title IV eligibility;

• initiating proceedings to impose a fine or to limit, suspend or terminate an institution's participation in Title IV programs;

• referring a matter for possible civil or criminal investigation;

• failing to grant an institution's application for renewal of its certification, or revocation of an institution's provisional certification, to participate in
Title IV programs, or imposing conditions on its participation in Title IV programs; or

• taking emergency action to suspend an institution's participation in Title IV programs without prior notice or a prior opportunity for a hearing.

Compliance reviews, audits and reports

Ashford is subject to reviews in connection with periodic renewals of certification to participate in Title IV programs, as well as announced and unannounced
compliance reviews and audits by various external agencies, including the Department and the Office of Inspector General (“OIG”). The Department periodically
reviews institutions participating in Title IV programs for compliance with applicable laws and regulations. The OIG is responsible for promoting the efficiency,
effectiveness and integrity of the Department's programs and operations, including through the performance of general audits of institutions' administration of
federal funds and investigations of fraud, abuse or other wrongdoing by institutions.
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State licensing agencies, the U.S. Department of Veterans Affairs and accrediting bodies may also conduct audits and reviews of a similar fashion. In
addition, as part of the Department's ongoing monitoring of institutions' administration of Title IV programs, the Higher Education Act requires institutions to
submit to the Department an annual Title IV compliance audit conducted by an independent certified public accounting firm. Each institution must also annually
submit audited financial statements prepared in accordance with GAAP and Department regulations to enable the Department to make a determination of an
institution's financial responsibility.

Department of Education Open Program Review of Ashford

In July 2016, Ashford was notified by the Department that an off-site program review had been scheduled to assess Ashford’s administration of the Title IV
programs in which it participates. The off-site program review commenced in July 2016 and covered students identified in the 2009-2012 calendar year data
previously provided by Ashford to the Department in response to a request for information received from the Multi-Regional and Foreign School Participation
Division of the Department’s Office of Federal Student Aid (the “FSA”) in December 2015, but may be expanded if the Department deems such expansion
appropriate.

In December 2016, the Department informed Ashford that it intended to perform an on-site program review. The on-site program review commenced in
January 2017 and initially covered the 2015-2016 and 2016-2017 award years, but may be expanded if the Department deems such an expansion appropriate. To
date, we have not received a draft report from the Department.

GI Bill Benefits

In May 2016, the Iowa Department of Education (“Iowa DOE”), which is the Iowa State Approving Agency (“SAA”), informed the Company that, as a result
of the planned closure of the Clinton Campus, the Iowa DOE would no longer continue to approve Ashford’s programs for GI Bill benefits after June 30, 2016, and
recommending Ashford seek approval through the SAA for any location that met what the Iowa DOE determined to be the definition of a “main campus” or
“branch campus.” Ashford began the process of applying for approval through the California SAA (“CSAAVE”).

In June 2016, the Iowa DOE issued a stay of its intended withdrawal of approval of Ashford’s programs for GI Bill benefits effective until the earlier of (i) 90
days from June 20, 2016, or (ii) the date on which CSAAVE completed its review and issued a decision regarding the approval of Ashford in California. CSAAVE
subsequently indicated that additional information and documentation would be required before Ashford’s application could be considered. Ashford then withdrew
the CSAAVE application and continued working with the U.S. Department of Veterans Affairs (“VA”) and the Iowa DOE to obtain continued approval of
Ashford’s programs for GI Bill benefits and to prevent any disruption of educational benefits to Ashford's veteran students.

In June 2016, Ashford filed suit in the Iowa District Court for Polk County challenging the Iowa DOE’s announced intention to withdraw Ashford’s approval
as a GI Bill eligible institution. In September 2016, the Iowa District Court entered a written order (“Order”) staying the Iowa DOE’s announced intention to
withdraw the approval of Ashford as a GI Bill eligible institution. That suit has been appealed to the Iowa Supreme Court and remanded to the Iowa District Court
for Polk County, but the Order remains in place. The suit is currently set for a hearing on the merits in the Iowa District Court for Polk County on March 13, 2020.

On July 6, 2017, Ashford received approval from the Arizona State Approving Agency (“ASAA”) to provide GI Bill benefits to its students. On November 9,
2017, the VA informed Ashford that the ASAA had not provided sufficient evidence to establish that it has jurisdictional authority over Ashford’s online programs.
The VA stated an intention to suspend payment of educational assistance and approval of new student enrollments and student re-enrollments for Ashford’s online
programs in 60 days unless corrective action was taken.

On November 17, 2017, Ashford filed a petition for review in the United States Court of Appeals for the Federal Circuit challenging the VA’s actions. The
VA agreed to stay the announced suspensions for the duration of the Federal Circuit litigation, on the condition that Ashford request and submit an application for
approval to CSAAVE on or before January 8, 2018. Ashford submitted an application to CSAAVE for approval on January 5, 2018. CSAAVE, however, declined
to act on that application. At the VA’s request, Ashford submitted another approval application to CSAAVE on November 19, 2018. CSAAVE likewise declined to
act on that application.

On September 6, 2019, the VA announced that effective October 1, 2019, the VA would be assuming the functions of the SAA for California, based on its
negative assessment of CSAAVE’s performance during the preceding three years. On October 14, 2019 Ashford submitted an application for approval in
California to the VA. On February 14, 2020 Ashford received notice from the VA, serving as CSAAVE, that Ashford meets the criteria for approval for Veterans
education under the provisions of
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Title 38, United States Code, Section 3675, and that the VA had approved substantially all of Ashford’s programs that students and potential students could pursue
using their GI Bill benefits, retroactive to July 1, 2019.

The parties completed all briefing for the Federal Circuit petition for review on May 3, 2019 and the Court held oral argument on October 2, 2019. The Court
has not yet issued a ruling.

Adding teaching locations and implementing new educational programs

The requirements and standards of accrediting agencies, state education agencies and the Department limit Ashford's ability in certain instances to establish
additional teaching locations or implement new educational programs. WSCUC and state education agencies that may authorize or accredit Ashford or its
programs, generally require institutions to notify them in advance of adding certain new locations or implementing certain new programs, and may undertake a
review of the quality of the facility or the program and the financial, academic and other qualifications of the institution. In addition, if an institution participating
in Title IV programs plans to add a new location or educational program, the institution must apply under certain circumstances to the Department to have the new
location or educational program designated as within the scope of the institution's Title IV eligibility.

On April 23, 2018, Ashford received an updated Program Participation Agreement (“PPA”) from the Department. Based on the updated PPA, Ashford is
provisionally certified to participate in Federal Student Financial Aid Programs until March 31, 2021. Ashford was previously eligible to participate on a month-to-
month basis while its reapplication for certification was pending with the Department. As a result of the updated PPA, Ashford’s previously pending educational
programs have been approved and Ashford is required to submit its reapplication for continued certification by December 31, 2020. During the time when an
institution is provisionally certified, it must apply for and receive approval from the Department for any substantial change, including but not limited to the
establishment of an additional location, an increase in the level of academic offerings or the addition of certain programs.

Change in ownership resulting in a change of control

The Department and most state and accrediting agencies require institutions of higher education to report or obtain approval of certain changes of control and
changes in other aspects of institutional organization or operations. Transactions or events that constitute a change of control may include significant acquisitions
or dispositions of an institution's common stock and significant changes in the composition of an institution's governing board. The types of thresholds for such
reporting and approval vary among the states and among accrediting agencies. The Department regulations provide that a change of control occurs for a publicly
traded corporation if either (i) a person acquires such ownership and control of the corporation so that the corporation is required to file a Current Report on
Form 8-K with the SEC disclosing a change of control or (ii) the corporation's largest stockholder who owns at least 25% of the total outstanding voting stock of
the corporation, ceases to own at least 25% of such stock or ceases to be the largest stockholder owning at least 25% of the total stock. A significant purchase or
disposition of our voting stock could be determined by the Department to be a change of control under this standard. In such event, the regulatory procedures
applicable to a change in ownership and control would have to be followed in connection with the transaction. Similarly, if such a disposition were deemed a
change of control by the applicable accreditor or state educational licensing agency, any required regulatory notifications and approvals would have to be made or
obtained.

Privacy of student records

The Family Educational Rights and Privacy Act of 1974 (“FERPA”) and the Department's FERPA regulations require educational institutions to, among
other things, protect the privacy of students' educational records by limiting an institution's disclosure of a student's personally identifiable information without the
student's prior written consent. If an institution fails to comply with FERPA, the Department may require the institution to take corrective action or may terminate
the institution's receipt of federal funds. Educational institutions are also obligated to safeguard student information pursuant to the Gramm-Leach-Bliley Act
(“GLBA”), which requires an institution to, among other things, develop and maintain a comprehensive written information security program designed to protect
against the unauthorized disclosure of personally identifiable financial information of students, parents or other individuals with whom such institution has a
customer relationship. If an institution fails to comply with the applicable GLBA requirements, it may be required to take corrective action, be subject to
monitoring and oversight by the FTC, and be subject to fines or penalties imposed by the FTC.

State authorization

To be eligible to participate in Title IV programs, an institution must be legally authorized to offer its educational programs by the states in which it is
physically located. An institution is legally authorized by a state if, among other things, it meets one of the following sets of requirements:
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• the state establishes the institution by name as an educational institution through a charter, statute, constitutional provision or other action issued by an
appropriate state agency or state entity and is authorized to operate educational programs beyond secondary education, including programs leading to a
degree or certificate; the institution complies with any applicable state approval or licensure requirements, except that the state may exempt the
institution from any state approval or licensure requirement based on the institution's accreditation by one or more accrediting agencies recognized by
the Department or based upon the institution being in operation for at least 20 years; and the state has a process to review and appropriately act on
complaints concerning the institution including the enforcement of state laws;

• the institution is established by the state on the basis of an authorization to conduct business in the state or to operate as a nonprofit charitable
organization; the institution, by name, is approved or licensed by the state to offer programs beyond secondary education, including programs leading to
a degree or certificate; and the institution is not exempt from the state's approval or licensure requirements based on accreditation, years in operation, or
other comparable exemption; and the state has a process to review and appropriately act on complaints concerning the institution including the
enforcement of state laws; or

• the institution is exempt from state authorization as a religious institution under the state constitution or by state law, and the state has a process to
review and appropriately act on complaints concerning the institution and to enforce applicable state laws.

The Department has stated that it will not publish a list of states that meet, or fail to meet, the above requirements, and it is unclear how the Department will
interpret these requirements in each state.

The regulations also provide that if an institution is offering postsecondary education through distance or correspondence education to students in a state in
which it is not physically located or in which it is otherwise subject to state jurisdiction as determined by the state, the institution must meet any state requirements
to legally offer postsecondary distance or correspondence education to students in that state. Additionally, upon request by the Department, an institution must be
able to document that it has the applicable state approval. For additional information, see “Negotiated Rulemaking and Other Executive Action – State
Authorization” above and “State Education Licensure and Regulation” below.

State Education Licensure and Regulation

California, Arizona, Iowa and Colorado

The Higher Education Act requires Ashford to be legally authorized in the states in which it is physically located to participate in Title IV programs, and
Department regulations impose Title IV program requirements for an institution to be considered legally authorized by a state.

Ashford had designated its San Diego, California facilities as its main campus for Title IV purposes. Ashford timely submitted to California BPPE an
application to renew its approval to operate as an accredited institution on May 7, 2018. Ashford remains authorized in the state of California by California BPPE
while the renewal application is pending review and approval. For additional information, see “Regulation - Licensure by California BPPE” above.

Ashford also has physical locations in Arizona, Colorado and Iowa. Ashford is authorized to operate an administrative center in Arizona by the Arizona State
Board for Private Postsecondary Education (“State Board”) until June 30, 2020. To maintain its Arizona authorization, the university must comply with applicable
requirements under Arizona statutes and rules. Ashford is authorized to operate as a place of business in Colorado by the Colorado Commission on Higher
Education. To maintain its Colorado authorization, the university must comply with applicable requirements under Colorado statutes and rules. Ashford timely
submitted to Iowa College Student Aid Commission (“ICSAC”) an application to renew its registration as a postsecondary school on November 14, 2019. Ashford
remains authorized in the state of Iowa by ICSAC while the renewal application is pending review and approval. To maintain its Iowa registration, Ashford must
comply with applicable requirements under Iowa statutes and rules.
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Additional state regulation

Most state education agencies impose regulatory requirements on educational institutions operating within their boundaries. Several states have sought to
assert jurisdiction over out-of-state educational institutions offering online programs that have no physical location or other presence in the state but have some
activity in the state, such as enrolling or offering educational services to students who reside in the state, employing faculty who reside in the state or advertising to
or recruiting prospective students in the state. In addition to California, Arizona, Iowa and Colorado, we have determined that our activities in certain states
constitute a presence requiring licensure or authorization under the requirements of the applicable state education agency, and we have obtained state education
agency approvals in certain states as determined necessary in connection with our marketing and recruiting activities. We review state licensure requirements on a
regular basis to determine whether our activities in those states constitute a presence or otherwise require licensure or authorization. Because we enroll students
throughout the United States, we may have to seek licensure or authorization in additional states in the future.
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Item 1A. Risk Factors.

Investing in our common stock involves risk. Before making an investment in our common stock, you should carefully consider the risk factors set forth
below, as well as the other information contained in this Annual Report on Form 10-K, including our annual consolidated financial statements and the information
set forth in Part I, Item 1, “Business” and Part II, Item 7, “Management's Discussion and Analysis of Financial Condition and Results of Operations.” The risks
described below are those which we believe are the material risks we face. Additional risks and uncertainties not currently known to us or that we currently deem
to be immaterial also may impact our business operations. Any of the risks described below could materially adversely affect our business, prospects, financial
condition, cash flows and results of operations. In these circumstances, the trading price of our common stock could decline and you could lose all or part of your
investment.

Risks Related to the Proposed Conversion Transaction and Proposed Change in the Structure of Our Operations

The Conversion Transaction is subject to the receipt of regulatory approvals that if not obtained, could delay or prevent its consummation, and an excessive
delay in finalizing the Conversion Transaction could disrupt our business during its pendency.

The Conversion Transaction remains subject to various regulatory approvals both prior to and following the conversion. There can be no assurances that
these regulatory approvals will be obtained on the currently contemplated timeline or at all. In addition, as a condition to granting these regulatory approvals, a
regulatory authority may require changes to the structure of the Conversion Transaction, and these changes may negatively impact our financial condition and
results of operations. A material delay in obtaining such approvals may create uncertainty or otherwise have negative consequences, including adverse changes in
our relationships with Ashford’s students, vendors and faculty; adverse impacts on employee recruiting and retention efforts; and diversion of management’s
attention and internal resources from ongoing business, any of which may materially and adversely affect our financial condition and results of operations. We
cannot predict with certainty whether and when any of the required regulatory approvals will be granted. Whether or not the Conversion Transaction is
consummated, while it is pending, we will continue to incur costs, fees, expenses and charges related to the Conversion Transaction.

If the Conversion Transaction is consummated, we will be subject to various risks and uncertainties arising out of the changes in the structure of our
operations, any of which could materially and adversely affect our business and operations, and our stock price.

Having obtained most regulatory approvals and agreed upon the general structure and major terms and conditions regarding the Conversion Transaction, if it
is ultimately consummated, then various aspects of our operations would change in important ways. These changes include, but are not limited to, the following:

• Following the Conversion Transaction, we would no longer own and operate a regulated institution of higher education, but we would instead be an
education technology service provider to AU NFP and possibly other third-party education providers. While the services we would provide are services
that we provide as part of our business today, we have no experience operating solely as an education technology service provider to third parties.

• Initially, all of our revenue would be derived pursuant to the services agreement with AU NFP. Accordingly, AU NFP’s ability to increase its enrollment
and tuition and fee revenue, and our ability to continue to perform the services necessary to enable AU NFP to achieve such goals, would be critical to the
success of our services business.

• The letter of credit requirement by the Department will impact our future cash flows as an education technology service provider.

If the Conversion Transaction is consummated, but we are unable to successfully re-focus our business to providing education technology services to third-
party education providers, or if the contemplated services agreement with AU NFP fails to achieve the anticipated levels of performance, then our business,
financial condition and results of operations, as well as our stock price, could be materially and adversely affected.
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If the Department does not approve the change of control related to the Conversion Transaction and recertify Ashford to continue participating in the Title IV
programs, its students would lose their access to Title IV program funds, or there are significant limitations as a condition of Ashford’s continued participation
in the Title IV programs, as a service provider to Ashford, our business, financial condition and results of operations, as well as our stock price, could be
materially and adversely affected.

Institutions are required to seek recertification from the Department on a regular basis in order to continue their participation in Title IV programs. An
institution must also apply for recertification by the Department if it undergoes a change in control, as defined by the Department regulations, and may be subject
to similar review if it expands its operations or educational programs in certain ways. Ashford’s conversion to nonprofit status as a part of the Conversion
Transaction, if consummated, would constitute a change in control of Ashford. The Department conducted an abbreviated preacquisition review of the change of
control and is expected to conduct a post-closing review of Ashford following the change of control resulting from the Conversion Transaction, if consummated.
See “Regulation – U.S. Department of Education Abbreviated Preacquisition Review Letter” in Item 1, “Business.” There can be no assurance that the Department
will recertify Ashford or that the Department will not impose conditions or other restrictions on Ashford as a condition of granting Ashford a provisional
certification following the proposed change in control. If the Department does not renew, or withdraws, the certification of Ashford to participate in the Title IV
programs at any time, Ashford’s students would no longer be able to receive Title IV program funds. Similarly, the Department could renew Ashford’s
certification, but restrict or delay Ashford’s students’ receipt of Title IV funds, limit the students to whom Ashford could disburse funds, decline to approve
Ashford as a nonprofit institution for Title IV purposes, impose an increase in the letter of credit requirement, or place other restrictions on Ashford.

Any of these outcomes would have a material adverse effect on us. If the Conversion Transaction is consummated, we would no longer own or operate
Ashford, and we would no longer participate in the Title IV programs as an institution. However, we would face the risks discussed above in connection with
providing services to Ashford as a third-party education technology services provider, including adverse effects on our business and operations from a reduction or
loss in our revenues under the contemplated services agreement if Ashford loses or has limits placed on its Title IV eligibility.

As we transition to become an education technology services company, the separation of Ashford via the Conversion Transaction, may not be completed on the
terms or timeline currently contemplated and failure to complete, or any delay of, the separation of Ashford from Zovio Inc may negatively impact our planned
business, financial condition or results of operations.

We are planning the separation of Ashford from Zovio pursuant to the Conversion Transaction, which may be subject to a number of conditions including,
among other things, regulatory approval. The Company announced that in connection with the Conversion Transaction, the Department indicated that it would
require AU NFP to the 25% LOC. There can be no assurance that the conditions to the completion of the Conversion Transaction will be satisfied, or that the
separation will be completed on the terms or timeline currently contemplated, if at all. Other unanticipated developments could further delay, prevent or otherwise
adversely affect the separation of the university, including disruptions in the capital and other financial markets, among other things. If the separation of the
university is not completed or is delayed, we will be subject to several risks, including but not limited to:

• a failure to complete the separation and transition or a delay in such events could result in a negative perception by the market of the Company generally
and a resulting decline in the market price of our common stock;

• the Company and Ashford may experience negative reactions from its employees and business partners;

• there may be substantial disruption to our business and a distraction of our management team and employees from day-to-day operations, because matters
related to the separation and transition have required substantial commitments of time and financial and other resources, which could otherwise have been
devoted to other opportunities that might have been beneficial; and

• even if the Conversion Transaction occurs as planned, the 25% LOC may be costly.

Risks Related to the Extensive Regulation of Our Business

If Ashford fails to comply with applicable regulatory requirements, they could face monetary liabilities or penalties, operational restrictions, or loss of
eligibility to participate in Title IV programs from which we derive most of our revenue.

To participate in Title IV programs, an institution must be (i) legally authorized to operate in the state in which it is physically located, (ii) accredited by an
accrediting agency recognized by the Department as a reliable indicator of educational quality and (iii) certified as an eligible institution by the Department. As a
result, we are subject to extensive regulation by the
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Department, WSCUC, and state education agencies. These regulatory requirements cover many aspects of our operations. Given that the Department, WSCUC and
state education agencies periodically revise their requirements and modify their interpretations of existing requirements, we cannot reliably predict how these
regulatory requirements will be applied or whether we will be able to comply with all the requirements. If Ashford fails to comply with these regulatory
requirements, the Department could impose sanctions on that institution, including monetary liabilities or penalties, operational restrictions, or loss of eligibility to
participate in Title IV programs from which we derive most of our revenue. For additional information, see “Regulation — Department Regulation of Title IV
Programs — Potential sanctions for noncompliance with Title IV regulations” in Part I, Item 1, “Business.” If Ashford were to lose eligibility to participate in Title
IV programs or were to have such participation substantially curtailed, enrollments and our revenues, financial condition, cash flows and results of operations
would be materially and adversely affected.

Ashford must periodically seek recertification to participate in Title IV programs and may, in certain circumstances, be subject to review or other action by the
Department in connection with such recertification.

An institution must periodically seek recertification from the Department to continue to participate in Title IV programs and may, in certain circumstances,
be subject to review or other action by the Department in connection with such recertification. The Department may review an institution's continued certification
to participate in Title IV programs in the event of a change of control, and may take emergency action to suspend an institution's certification without advance
notice if it determines the institution is violating Title IV requirements and immediate action is necessary to prevent misuse of Title IV funds. If the Department
revokes or does not renew Ashford's certifications to participate in Title IV programs, Ashford's students would no longer be able to receive Title IV funds, which
would have a material adverse effect on enrollments and our revenues, financial condition, cash flows and results of operations.

Ashford is provisionally certified by the Department, which may make it more vulnerable to unfavorable Department action and place additional regulatory
burdens on its operations.

Ashford is currently provisionally certified by the Department until March 31, 2021 and is required to submit its reapplication for continued certification by
December 31, 2020. The Department typically places an institution on provisional certification following a change in ownership resulting in a change of control,
and may provisionally certify an institution for other reasons including, but not limited to, failure to comply with certain standards of administrative capability or
financial responsibility. During the time when an institution is provisionally certified, it may be subject to adverse action with fewer due process rights than those
afforded to other institutions. For example, Ashford's provisional status could subject it to additional sanctions if the Department were to find that Ashford engaged
in substantial misrepresentation, including the revocation of its program participation agreement or the imposition of limitations on its participation in Title IV
programs. In addition, an institution that is provisionally certified must apply for and receive approval from the Department for any substantial change including,
but not limited to, the establishment of an additional location, an increase in the level of academic offerings or the addition of certain programs. Any adverse action
by the Department or increased regulatory burdens as a result of Ashford's provisional status could have a material adverse effect on enrollments and our revenues,
financial condition, cash flows and results of operations.

Ashford's failure to maintain accreditation would denigrate the value of their educational programs and result in a loss of eligibility to participate in Title IV
programs.

An institution must be accredited by an accrediting agency recognized by the Department to participate in Title IV programs. Ashford is accredited by
WSCUC. For additional information, see “Regulation — Accreditation — Evaluations and renewals of accreditation” in Part I, Item 1, “Business.” WSCUC is
recognized by the Department as a reliable authority regarding the quality of education and training provided by the institutions it accredits. To remain accredited,
Ashford must continuously meet accreditation standards relating to, among other things, performance, governance, institutional integrity, educational quality,
faculty, administrative capability, resources and financial stability. If Ashford fails to satisfy any of the standards of its accrediting agency, it could lose its
accreditation. Loss of accreditation would denigrate the value of its educational programs and would result in its loss of eligibility to participate in Title IV
programs, which would have a material adverse effect on enrollments and our revenues, financial condition, cash flows and results of operations.

If WSCUC loses recognition by the Department, Ashford could lose its ability to participate in Title IV programs.

To participate in Title IV programs, an institution must be accredited by an accrediting body recognized by the Department. WSCUC is recognized by the
Department. If the Department ceased to recognize WSCUC for any reason, Ashford would not be eligible to participate in Title IV programs unless the
Department continued to certify the eligibility of the institution to participate in Title IV programs. The Department may continue to certify an institution for a
period of no longer than 18 months after the date on which recognition of the accrediting body ceased. The inability of Ashford to participate in
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Title IV programs would have a material adverse effect on enrollments and our revenues, financial condition, cash flows and results of operations.

Ashford may lose eligibility to participate in Title IV programs or face other sanctions if it is not legally authorized to operate in the states in which it is
physically located.

To be eligible to participate in Title IV programs, an institution must be legally authorized to offer its educational programs by the states in which it is
physically located. For additional information, see “Regulation — Department Regulation of Title IV Programs — State authorization” in Item 1, “Business.”
Ashford's California facilities have been designated as its main campus for Title IV purposes. Ashford has been authorized by the California BPPE to operate in
California, is authorized by the State Board to operate an administrative center in Arizona, is authorized by the Commission to operate as a place of business in
Colorado and is registered as a postsecondary school in Iowa by ICSAC. To maintain these authorizations and registrations, Ashford must comply with applicable
requirements under the statutes and rules of the applicable state. Any loss of authorization to operate by Ashford and the resulting imposition of sanctions,
including the loss of authorization to deliver educational programs and grant degrees and other credentials and the loss of eligibility to participate in Title IV
programs, would have a material adverse effect on enrollments and our revenues, financial condition, cash flows and results of operations.

Our failure to comply with the regulations of various states where we are not physically located could preclude us from recruiting or enrolling students in
those states or result in such students being ineligible to receive Title IV funds.

Department regulations provide that if an institution is offering postsecondary education through distance or correspondence education to students in a state
in which it is not physically located or in which it is otherwise subject to state jurisdiction as determined by the state, the institution must meet any state
requirements to legally offer postsecondary distance or correspondence education to students in that state. Several states have sought to assert jurisdiction over
online educational institutions that have no physical location or other presence in the state but that offer educational services to students who reside in the state or
that advertise to or recruit prospective students in the state. We have determined that our activities in certain states constitute a presence requiring licensure or
authorization under the requirements of the applicable state education agency, and we have obtained state education agency approvals in certain states as
determined necessary in connection with our marketing and recruiting activities. For additional information, see “Regulation — State Education Licensure and
Regulation — Additional state regulation” in Item 1, “Business.”

Our changing business and the constantly changing regulatory environment require us to regularly evaluate our state regulatory compliance activities.
Although Ashford has a process for evaluating the compliance of its online educational programs with state requirements regarding distance and correspondence
learning, state regulatory requirements for online education vary among the states, are not well developed in many states, are imprecise or unclear in some states,
and are subject to change. Consequently, a state education agency could disagree with our conclusion that we are not required to obtain a license or authorization in
the state or could determine that we are not in compliance with state requirements, and may subject us to sanctions including the loss of state licensure or
authorization, imposition of restrictions on our activities in the state, or imposition of fines and penalties. In addition, any failure to comply with state regulatory
requirements, or any enactment of new or modified state regulations, may result in our inability to enroll students or receive Title IV funds for students in those
states, which could have a material adverse effect on enrollments and our revenues, financial condition, cash flows and results of operations.

Ashford is approved by the California BPPE to operate in California, which presents a greater reporting burden and may subject the university to increased
regulatory or political scrutiny.

In connection with its transition to WSCUC accreditation, Ashford designated its San Diego, California facilities as its main campus for Title IV purposes
and submitted an Application for Approval to Operate an Accredited Institution to the California BPPE on September 10, 2013. To be eligible to participate in
Title IV programs, an institution must be legally authorized to offer its educational programs by the states in which it is physically located, often called “home state
authorization.” Ashford is approved by the California BPPE to operate as an accredited institution in California and for its home state authorization. As a result, the
university is subject to laws and regulations applicable to private, postsecondary educational institutions located in California, including reporting requirements
related to graduation, employment and licensing data, certain changes of ownership and control, faculty and programs, and student refund policies. There is current
legislation that may significantly increase that regulatory burden. Compliance with the existing or increased regulations arising as a result of Ashford's operation as
a California BPPE-approved institution may result in material additional costs of Ashford which could have a material, adverse effect on our profitability. Ashford
also remains subject to other state and federal student employment data reporting and disclosure requirements. Compliance with the additional reporting and
disclosure obligations arising as a result of Ashford's operation as a California BPPE-approved institution may result in material additional costs and increased
regulatory or political scrutiny of the university.
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Ashford could lose eligibility to participate in Title IV programs or face other sanctions if it derives more than 90% of its respective cash revenues from these
programs.

Under the Higher Education Act, a proprietary institution loses eligibility to participate in Title IV programs if the institution derives more than 90% of its
revenues from Title IV program funds for two consecutive fiscal years, as calculated in accordance with Department regulations. This rule is commonly referred to
as the “90/10 rule.” Any institution that violates the 90/10 rule for two consecutive fiscal years becomes ineligible to participate in Title IV programs for at least
two fiscal years. In addition, an institution whose rate exceeds 90% for any single fiscal year will be placed on provisional certification and may be subject to other
enforcement measures. During the fiscal year ended December 31, 2019, Ashford derived 72.4% of their respective cash revenues from Title IV program funds.
Ashford continues to monitor their respective 90/10 rule calculations and their compliance with the 90/10 rule.

Revenue derived from government tuition assistance for military personnel, including veterans, is not considered federal student aid for purposes of
calculations under the 90/10 rule, and accordingly helps Ashford satisfy the 90/10 rule. If there were a reduction in funding of government tuition assistance for
military personnel, including veterans, or if our revenue derived from such funding were otherwise to decrease, it could be significantly more difficult for Ashford
to satisfy the 90/10 rule. For additional information, see Note 19, “Regulatory” to our annual consolidated financial statements included elsewhere in this report.

Changes in federal law that increase Title IV grant and loan limits may result in an increase in the revenues we receive from Title IV programs and make it
more difficult for Ashford to satisfy the 90/10 rule. In addition, Congress could propose and adopt legislation that amends the 90/10 rule in ways that make it more
difficult for Ashford to satisfy the 90/10 rule. Failure to satisfy the 90/10 rule could result in losing eligibility to participate in Title IV programs, which would have
a material adverse effect on enrollments and our revenues, financial condition, cash flows and results of operations.

Ashford may lose eligibility to participate in Title IV programs if too many students default on their loans.

For each federal fiscal year, the Department calculates a rate of student defaults over a three-year measuring period for each educational institution, which is
known as a “cohort default rate.” An institution may lose its eligibility to participate in the Direct Loan Program and the Federal Pell Grant Program if for each of
the three most recent federal fiscal years 30% or more of its students who became subject to a repayment obligation in that federal fiscal year defaulted on such
obligation by the end of the following federal fiscal year. The most recent official three-year cohort default rates for Ashford for the 2016, 2015 and 2014 federal
fiscal years were 13.7%, 13.5% and 14.9%, respectively. If too many of Ashford's students were to default on their loans resulting in an increase in Ashford's
respective cohort default rates, Ashford may lose eligibility to participate in Title IV programs, which would have a material adverse effect on enrollments and our
revenues, financial condition, cash flows and results of operations.

The failure of Ashford to demonstrate financial responsibility may result in a loss of eligibility to participate in Title IV programs or require the posting of a
letter of credit in order to maintain eligibility to participate in Title IV programs.

To participate in Title IV programs, an eligible institution must satisfy specific measures of financial responsibility prescribed by the Department. For
additional information, see “Regulation — Department Regulation of Title IV Programs — Financial responsibility” in Item 1, “Business.” One measure of
financial responsibility is an institution's composite score, a number between negative 1.0 and positive 3.0. An institution's composite score must be at least 1.5 for
the institution to be deemed financially responsible without the need for further Department oversight. If Ashford is found not to have satisfied the Department's
financial responsibility requirements, they could be limited in their access to or lose Title IV program funding, or they may be required to post a letter of credit in
favor of the Department and possibly accept other conditions to their participation in Title IV programs, which would have a material adverse effect on enrollments
and our revenues, financial condition, cash flows and results of operations.

The Department historically has calculated Ashford’s composite score based on our consolidated audited financial statements, rather than the institution’s
stand-alone audited financial statements. For the fiscal year ended December 31, 2018, our consolidated composite score calculated was 2.2, satisfying the
composite score requirement of the Department's financial responsibility test. We expect our consolidated composite score for the fiscal year ended December 31,
2019 to be 0.7 and below the composite score requirement as a result of non-recurring restructuring and acquisition related charges unrelated to Ashford. However,
the deadline to submit audited financial statements to the Department is June 30, 2020, by which date we expect that Ashford will have been separated from Zovio
as a result of the Conversion Transaction currently scheduled to close on or before June 1, 2020. Following closing, Ashford will submit stand-alone audited
financial statements to the Department for purposes of satisfying the composite score requirement of the financial responsibility standards. We expect Ashford’s
composite score, based on its stand-alone audited financial statements for the year ended December 31, 2019, to be at least 1.6 and above the Department’s
requirement for a composite score of 1.5 or higher. If the Conversion Transaction is not completed
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as scheduled or the Department calculates Ashford’s composite score based on Zovio’s consolidated financial statements, the institution’s composite score for the
period ended December 31, 2019 would be below the required composite score of at least 1.5. In such event, to continue participation in Title IV programs, the
institution could be required to submit a letter of credit and agree to other conditions or restrictions on its Title IV participation. We also are subject to additional
financial responsibility standards contained in the 2016 defense to repayment regulations and in the amended regulations that take effect on July 1, 2020. See
“Regulation – Defense to repayment.”

Additionally, the separation of Ashford from Zovio through the Conversion Transaction will be subject to a post-closing review by the Department and, as
previously reported, the Department indicated that it would require, along with other conditions, the posting of a letter of credit with the Department within ten
days of the Conversion Transaction. See “Regulation – U.S. Department of Education Abbreviated Preacquisition Review Letter” in Item 1, “Business.”

If the institution is unable to submit a required letter of credit or to comply with any other applicable conditions or restrictions on its Title IV, the institution
could lose its eligibility for Title IV program funding and be subject to other sanctions. The requirement that the institution submit a letter of credit and be subject
to other conditions or restrictions on the institution’s Title IV participation, or any limitation or loss of the institution’s Title IV eligibility, would have a material
adverse effect on enrollments and our revenues, financial condition, cash flows and results of operations.

If we fail to maintain adequate systems and processes to detect and prevent fraudulent activity in student enrollment and financial aid, our business could be
adversely impacted.

We are susceptible to an increased risk of fraudulent activity by outside parties with respect to student enrollment and student financial aid programs. Our
systems and processes may not always be adequate in the face of increasingly sophisticated and ever-changing fraud schemes. The potential for outside parties to
perpetrate fraud in connection with the award and disbursement of Title IV program funds, including as a result of identity theft, may be heightened because we are
an online education provider. We must maintain systems and processes to successfully identify and prevent fraudulent applications for enrollment and financial
aid.

The Department's regulations require institutions that participate in Title IV programs to refer to the OIG credible information indicating that any applicant,
employee, third-party servicer or agent of the institution that acts in a capacity that involves administration of Title IV programs has been engaged in any fraud or
other illegal conduct involving Title IV programs. If the systems and processes that we have established to detect and prevent fraud are inadequate, the Department
may find that we do not satisfy its “administrative capability” requirements. In addition, Ashford's ability to participate in Title IV programs is conditioned on their
maintaining accreditation by an accrediting agency that is recognized by the Department. Under the Higher Education Act, accrediting agencies that evaluate
institutions offering distance learning programs, as Ashford does, must require such institutions to have processes by which they establish that a student who
registers for a distance education program is the same student who participates in and receives credit for the program. Failure to adequately detect fraudulent
activity related to student enrollment and financial aid could cause Ashford to fail to meet their accrediting agencies' standards and result in the loss of
accreditation at the discretion of such accrediting agencies. Any failure to satisfy the Department's administrative capability requirements or any loss of
accreditation as a result of a failure to detect and prevent fraudulent activity could result in limits on or loss of Ashford's eligibility to participate in Title IV
programs and have a material adverse effect on enrollments and our revenues, financial condition, cash flows and results of operations.

Ashford could lose eligibility to participate in Title IV programs or face other sanctions if it pays incentive compensation to persons or entities involved in
certain recruiting, admissions or financial aid awarding activities.

The Higher Education Act prohibits an institution from providing any commission, bonus or other incentive payment based directly or indirectly on securing
enrollments or financial aid to any persons or entities involved in student recruiting or admissions activities or making decisions about the award of student
financial assistance. The criteria for complying with the Department's rules prohibiting incentive compensation are not clear in all circumstances, and the
Department will not review or approve compensation plans prior to their implementation.

If it were determined that Ashford violated the incentive compensation rule, the institution could be subject to monetary liabilities or administrative action to
impose a fine or to limit, suspend or terminate its eligibility to participate in Title IV programs, which could have a material adverse effect on enrollments and our
revenues, financial condition, cash flows and results of operations.

28



Ashford may lose eligibility to participate in Title IV programs or face other sanctions if the Department or other federal agencies determine they have
misrepresented the nature of educational programs, financial charges or graduate employability.

The Higher Education Act prohibits an institution participating in Title IV programs from engaging in substantial misrepresentation regarding the nature of its
educational programs, its financial charges or the employability of its graduates. Given the Department's broad definition of “substantial misrepresentation,” it is
possible that despite our training efforts and compliance programs, Ashford's employees or service providers may make statements that could be construed as
substantial misrepresentations. In addition to the Department's prohibition on substantial misrepresentation, for-profit educational institutions are subject to the
general deceptive practices jurisdiction of the FTC and the CFPB. In addition, the Department completed its off-site program review to assess Ashford's
administration of the Title IV programs in which it participates. For additional information, see “Regulation — Compliance reviews, audits and reports —
Department of Education Open Program Review of Ashford University” in Item 1, “Business.”

If the Department determines that Ashford has engaged in substantial misrepresentation, the Department may (i) attempt to revoke the institution's program
participation agreement if the institution is provisionally certified, (ii) impose limitations on the institution's participation in Title IV programs if the institution is
provisionally certified, (iii) deny applications from the institution for approval of new programs or locations or other matters or (iv) initiate proceedings to fine the
institution or limit, suspend or terminate its eligibility to participate in Title IV programs. Because Ashford is provisionally certified, it could be subject to the
actions set forth in clauses (i) and (ii) above in addition to any other actions taken by the Department. The imposition of these sanctions, including the loss of
eligibility to participate in Title IV programs, would have a material adverse effect on enrollments and our revenues, financial condition, cash flows and results of
operations.

Ashford may lose eligibility to participate in Title IV programs or face other sanctions if it fails to correctly calculate and timely return Title IV program funds
for students who withdraw before completing their educational program.

An institution participating in Title IV programs must correctly calculate the amount of unearned Title IV program funds that have been disbursed to students
who withdraw from their educational programs before completion, and must return those unearned funds in a timely manner, generally within 45 days of the date
the institution determines that the student has withdrawn. For additional information, see “Regulation — Department Regulation of Title IV Programs — Return of
Title IV funds for students who withdraw” in Item 1, “Business.” Failure to make timely returns of Title IV program funds for 5% or more of students sampled in
the institution's annual financial aid compliance audit in either of its two most recently completed fiscal years can result in an institution having to post a letter of
credit equal to 25% of the amount of unearned Title IV funds the institution was required to return for its most recently completed fiscal year. If unearned funds are
not properly calculated and returned in a timely manner, an institution may also be subject to monetary liabilities or an action to impose a fine or to limit, suspend
or terminate its participation in Title IV programs. For the fiscal year ended December 31, 2019, Ashford did not exceed the 5% threshold for late refunds sampled.

The reinstatement of the 2016 regulations regarding borrower defense to repayment expand the circumstances in which students may assert a defense to
repayment against an institution and provide that certain conditions or events could trigger, automatically or in some cases at the Department’s discretion, a
requirement that an institution post a letter of credit or other security that could result in the imposition of significant restrictions on us and our ability to
operate.

As of October 16, 2018, the U.S. District Court for the District of Columbia reinstated the 2016 regulations regarding borrower defense to repayment. The
regulations allow a borrower to assert a defense to repayment on the basis of a substantial misrepresentation, any other misrepresentation in cases where certain
other factors are present, a breach of contract or a favorable nondefault contested judgment against a school for its act or omission relating to the making of the
borrower’s loan or the provision of educational services for which the loan was provided. In addition, the financial responsibility standards contained in the
regulations establish the conditions or events that trigger the requirement for an institution to provide the Department with financial protection in the form of a
letter of credit or other security against potential institutional liabilities. Triggering conditions or events include, among others, certain state, federal or accrediting
agency actions or investigations, and in the case of publicly traded companies, receipt of certain warnings from the SEC or the applicable stock exchange, or the
failure to timely file a required annual or quarterly report with the SEC. The regulations also prohibit schools from requiring that students agree to settle future
disputes through arbitration.

Under the reinstated regulations regarding borrower defense to repayment, Ashford could face claims by students based on the expanded circumstances in
which students may assert a defense to repayment of their student loans, and the Department may be entitled to seek recoupment of student loans discharged
pursuant to the regulations. The FSA is currently investigating representations made by Ashford to potential and enrolled students, and has asked the Company and
Ashford to assist in its assessment of Ashford’s compliance with the prohibition on substantial misrepresentations. In addition, Ashford is from time to
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time subject to certain actions or investigations by various state, federal or accrediting agencies, and as a public company we would be subject to the additional
triggering events outlined by the Department in the new regulations; therefore, we may be required to post a letter of credit or provide some other form of security
to the Department, which could result in the imposition of significant restrictions on us and our ability to operate. Any assertion by Ashford students of defenses to
repayment, including any resulting liability to, or remedial action against, Ashford, and any significant restrictions imposed on us or our ability to operate resulting
from a requirement to post a letter of credit or other security, could damage our reputation in the industry and have a material adverse effect on enrollments and our
revenues, financial condition, cash flows and results of operations.

The Department’s new regulations regarding borrower defense to repayment may expand the circumstances in which students may assert a defense to
repayment against an institution and may also provide that certain conditions or events could trigger a requirement that an institution post a letter of credit or
other security that could result in the imposition of significant restrictions on us and our ability to operate.

The current standard for determining whether a borrower has a defense to repayment of a student loan allows borrowers to assert a defense to repayment if a
cause of action would have arisen under applicable state law. On June 14, 2017, the Department announced a postponement of proposed changes to defense to
repayment regulations and its intention to resubmit the regulations through the negotiated rulemaking process. The Department announced an additional
postponement on October 24, 2017. On February 14, 2018, the Department announced they are postponing the effective date of this rule until July 1, 2019 so they
can complete the negotiated rulemaking process and develop the new regulations. Because the negotiated rulemaking committee did not reach consensus, the
Department published a proposed regulation through a NPRM, took public comment, and planned to issue final regulations by November 1, 2018, effective July 1,
2019. While rulemaking occurs, the Department will continue to process claims under the current borrower defense rules.

Under any new regulations regarding borrower defense to repayment, Ashford could face claims by students based on expanded circumstances in which
students may assert a defense to repayment of their student loans, and the Department may be entitled to seek recoupment of student loans discharged pursuant to
the regulations. The FSA is currently investigating representations made by Ashford to potential and enrolled students, and has asked the Company and Ashford to
assist in its assessment of Ashford’s compliance with the prohibition on substantial misrepresentations. In addition, Ashford is from time to time subject to certain
actions or investigations by various state, federal or accrediting agencies, and as a public company we could be subject to the additional triggering events outlined
by the Department in new regulations; therefore, we may be required to post a letter of credit or provide some other form of security to the Department, which
could result in the imposition of significant restrictions on us and our ability to operate. Any assertion by Ashford's students of defenses to repayment, including
any resulting liability to, or remedial action against, Ashford, and any significant restrictions imposed on us or our ability to operate resulting from a requirement to
post a letter of credit or other security, could damage our reputation in the industry and have a material adverse effect on enrollments and our revenues, financial
condition, cash flows and results of operations.

Ashford cannot offer new programs, expand its physical operations into certain states or acquire additional schools if such actions are not approved in a timely
fashion by the applicable regulatory agencies, and Title IV funds disbursed to students enrolled in any such programs, states or acquired schools may have to
be repaid if prior approval is not obtained.

Our operating plans may include the offering of new educational programs by Ashford, some of which may require regulatory approval. In addition, Ashford
may increase physical operations in additional states. Because Ashford is provisionally certified, it must apply for and receive approval from the Department for
any substantial change, including but not limited to the establishment of an additional location, an increase in the level of academic offerings or the addition of
certain programs. If we or Ashford are unable to obtain the necessary approvals for such new programs, operations or acquisitions or, in the case of Ashford, a
substantial change, from the Department, WSCUC or any applicable state education agency or other accrediting agency, or if we or Ashford are unable to obtain
such approvals in a timely manner, the ability to consummate such actions and provide Title IV funds to any affected students would be impaired, which could
have a material adverse effect on our business. If we, or Ashford, was to determine erroneously that any such action did not require approval or that all required
approvals have been obtained, Ashford could be liable for repayment of the Title IV program funds provided to students in the affected program or at the affected
location, which could have a material adverse effect on our revenues, financial condition, cash flows and results of operations.

If regulators do not approve, or if they delay their approval of, transactions involving a change of control of our company, our ability to participate in Title IV
programs may be impaired.

We must seek approval of a change of ownership resulting in a change of control under the standards of the Department, and/or applicable state education
agencies. For additional information, see “Regulation — Department Regulation of Title IV
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Programs — Change in ownership resulting in a change of control” in Item 1, “Business.” A failure by us or Ashford to reestablish its Department certification,
accreditation or state authorization, as applicable, following a change of control could result in a suspension or loss of operating authority or the ability to
participate in Title IV programs, which would have a material adverse effect on enrollments and our revenues, financial condition, cash flows and results of
operations.

Governmental proceedings or other claims and lawsuits asserting regulatory noncompliance could result in monetary liabilities or penalties, injunctions or loss
of Title IV funding for students at Ashford.

Because we operate in a highly regulated industry, we and Ashford are subject to compliance reviews, claims of noncompliance and lawsuits by government
agencies, regulatory agencies and third parties, including claims brought by third parties on behalf of the federal government under the federal False Claims Act. If
the results of these reviews or proceedings are unfavorable to us or if we are unable to defend successfully against such lawsuits or claims, we may be required to
pay money damages or be subject to fines, limitations, loss of Title IV funding, injunctions or other penalties, which could have a material adverse effect on our
business, financial condition, cash flows and results of operations. Even if we adequately address issues raised by an agency review or successfully defend a
lawsuit or claim, we may have to divert significant financial and management resources from our ongoing business operations to address issues raised by those
reviews or to defend against those lawsuits or claims. In addition, claims and lawsuits brought against us may damage our reputation or adversely affect our stock
price, even if such claims and lawsuits are eventually determined to be without merit. For additional information, see Note 21, “Commitments and Contingencies”
to our annual consolidated financial statements included elsewhere in this report.

Additional regulations or regulatory scrutiny resulting from action by the Department could result in increased compliance costs, fines, sanctions or lawsuits,
which could have a material adverse effect on enrollments and our revenues, financial condition, cash flows and results of operations.

On December 16, 2016, the Department released final regulations to clarify state authorization requirements for postsecondary institutions offering distance
education that participate in federal student loan programs, as required by the Higher Education Act. Among other things, the final regulations (i) require
institutions offering distance education to be authorized by each state in which they enroll students, if such authorization is required by the state, (ii) require
institutions to document the state process for resolving student complaints regarding distance education programs, (iii) require public and individualized
disclosures to enrolled and prospective students in distance education programs, including disclosures regarding adverse actions taken against the institution, the
institution’s refund policies and whether each of the institution’s programs meet applicable state licensure or certification requirements, and (iv) require institutions
to explain to students the consequences of moving to a state where the school is not authorized, which could include loss of eligibility for federal student aid. The
final regulations recognize authorization through participation in a state authorization reciprocity agreement, as long as the agreement does not prevent a state from
enforcing its own consumer laws. The final regulations were scheduled to take effect on July 1, 2018, however, on May 25, 2018, the Department published a
NPRM in the Federal Register announcing the postponement, until July 1, 2020, of the effective date of the final regulations. The Department delayed the
regulations based on concerns raised by regulated parties and to ensure that there would be adequate time to conduct negotiated rulemaking to reconsider the final
regulations, and as necessary, develop revised regulations.

We cannot predict the scope and content of the regulations that may emerge from these or other rulemaking activities that the Department initiates. The
Company’s compliance with these regulations or any additional or modified regulations, could result in direct and indirect costs related to compliance, increased
scrutiny, fines, liabilities, sanctions or lawsuits, which could have a material adverse effect on enrollments and our revenues, financial condition, cash flows and
results of operations.

Any action by Congress to revise the laws governing Title IV programs or to reduce funding for these programs could negatively impact our business.

Congress must periodically reauthorize the Higher Education Act and annually determine the funding level for each Title IV program through the budget and
appropriations process. In 2008, the Higher Education Act was reauthorized through September 2014, and on December 13, 2017, the House of Representatives’
Committee on Education and the Workforce passed H.R. 4508, the Promoting Real Opportunity, Success, and Prosperity through Education Reform Act
(“PROSPER Act”). No date has been set for consideration by the full House on the legislation, nor has a companion Higher Education Act reauthorization bill been
introduced in the U.S. Senate. The Higher Education Act's programs will continue year-to-year without explicit reauthorization as long as Congress appropriates
funds for the programs. Congress may propose and pass revisions to the Higher Education Act between reauthorizations by using other legislative vehicles such as
budget bills and appropriations bills, which could impact funding for student financial aid programs.

We cannot predict what legislation, if any, will arise out of the reauthorization of the Higher Education Act or other Congressional deliberations, or what
impact any such legislation might have on the for-profit education sector and our business. However, any action by Congress that significantly reduces Title IV
program funding or the eligibility of Ashford or students to
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participate in Title IV programs, or that requires us to modify our practices in ways that could increase our administrative costs and reduce our profit margin,
would have a material adverse effect on enrollments and our revenues, financial condition, cash flows and results of operations.

Our regulatory environment and our reputation may be negatively influenced by the actions of other postsecondary institutions.

In recent years, Congressional, federal, state and accrediting agency investigations and civil litigation have been commenced against several postsecondary
educational institutions. These investigations and lawsuits have alleged, among other things, deceptive trade practices and noncompliance with Department
regulations. These allegations have attracted adverse media coverage and have been the subject of federal and state legislative hearings. Although the media,
regulatory and legislative focus has been primarily on the allegations made against these specific companies, broader allegations against the postsecondary sector
may negatively impact public perceptions of all postsecondary educational institutions. Such allegations could result in increased scrutiny and regulation of all
postsecondary institutions, including Ashford, by the Department, Congress, accrediting bodies, state legislatures or other governmental authorities.

As a result of changes that have been made, or that may be required by the accreditors of Ashford, to our operational relationships with Ashford and to its
operations and business models, our historical financial and business results may not necessarily be representative of future results.

In connection with the WSCUC accreditation and our efforts to structure our operations to meet evolving regulatory expectations, Ashford has made
operational changes and launched various new business initiatives, and additional changes may be required. These changes and initiatives included hiring new
leadership, implementing smaller class sizes, requiring minimum age-levels for students, implementing the Ashford Promise (an initiative that allows students a
full refund for all tuition and fees through the third week of a student's first class), hiring additional full-time faculty and implementing new program review
models. Many of these changes and initiatives result in higher expense to the organization, primarily in the areas of instructional costs and services. In addition, we
have made changes in our organizational structure and operational relationships with Ashford to ensure its academic independence and satisfaction of
accreditation-related requirements. Some of these changes and initiatives have contributed to declines in new student enrollments. Accordingly, our historical
results and trends, including enrollments, admissions advisory and marketing expenses, and instructional costs and services, may not be indicative of our future
results, and there can be no assurance that changes to our operational relationship with Ashford or other changes we have made, or may make in the future, will not
have an adverse impact on regulatory compliance, satisfaction of accreditation-related standards, or our financial condition, cash flows and results of operations.

Risks Related to Our Business

Our financial performance depends on our ability to continue to develop awareness among, and to recruit and retain, students; adverse publicity may
negatively impact demand for Ashford's programs or those of our other subsidiaries.

Building awareness among potential students of Ashford and the programs it offers is critical to their ability to attract prospective students. It is also critical
to our success that these prospective students are converted to enrolled students in a cost-effective manner and that these enrolled students remain active in
Ashford's programs. Some of the factors that could prevent the successful recruiting and retention of students in Ashford's programs include:

• the emergence of more and better competitors;

• factors related to our marketing efforts, including the costs of online advertising and broad-based branding campaigns;

• performance problems with our online systems;

• Ashford's failure to maintain accreditation, state licensure and eligibility for Title IV programs;

• student dissatisfaction with Ashford's services and programs;

• a decrease in the perceived or actual economic benefits that students derive from Ashford's programs or programs provided by private sector
postsecondary education companies generally;

• adverse publicity regarding us, or online or private sector postsecondary education generally;

• price reductions by competitors that we are unwilling or unable to match; and

• a decline in the acceptance of online education or education provided by private sector postsecondary education companies.
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We face litigation and legal proceedings that could have a material adverse effect on enrollments and our revenues, financial condition, cash flows and results
of operations.

We are subject to lawsuits, investigations and claims covering a wide range of matters. We are the subject of complaints alleging violations of various laws
including, but not limited to, federal securities laws (including a securities class action), and the California State Attorney General. Additionally, derivative
shareholder complaints have also been asserted on our behalf against certain of our current and former officers and directors alleging breaches of fiduciary duties,
waste of corporate assets and unjust enrichment. These and other legal proceedings could cause us to incur significant defense costs, are disruptive to our normal
business operations and could damage our reputation and adversely affect our stock price. An adverse outcome of any legal proceeding could result in monetary
losses or restrictions on our business, which could have a material adverse effect on enrollments and our revenues, financial condition, cash flows and results of
operations.

For additional information regarding current material legal proceedings involving us and our subsidiaries, see Note 21, “Commitments and Contingencies” to
our annual consolidated financial statements included elsewhere in this report.

If our bad debt expense increases, it could have a material adverse effect on our financial condition, cash flows and results of operations.

As a percentage of revenues, our bad debt expense has decreased from 5.2% of revenues for the year ended December 31, 2018 to 3.9% for the year ended
December 31, 2019. We believe our bad debt expense is primarily driven by operational policies, timing of financial aid processing and collection management. If
our bad debt expense increases, it could have a material adverse effect on our financial condition, cash flows and results of operations.

A failure of our information systems to properly store, process and report relevant data may reduce our management’s effectiveness, interfere with our
regulatory compliance and increase our operating expenses.

We are heavily dependent on the integrity of our data management systems. If these systems do not effectively collect, store, process and report relevant data
for the operation of our business, whether due to equipment malfunction or constraints, software deficiencies or human error, our ability to effectively plan,
forecast and execute our business plan and comply with applicable laws and regulations will be impaired. Any such impairment could have a material adverse
effect on our business, revenues, financial condition, cash flows and results of operations.

Ashford relies on a third-party vendor to provide the online learning platform for students and related support and hosting.

We have a license agreement with Instructure pursuant to which we license an online Canvas learning management system and platform for students at
Ashford. Ashford currently relies on Instructure for administrative support and hosting of the applicable systems. If Instructure ceases to operate or is unwilling or
unable to work with Ashford, or if our agreement with Instructure is otherwise terminated, the online learning platform for students at Ashford and related
administrative support and hosting could be interrupted or become unavailable, which could have a material adverse effect on our business.

We are subject to laws and regulations as a result of our collection and use of personal information, and any violations of such laws or regulations, or any
security or cybersecurity breach, theft or loss of such information, could adversely affect our business.

Possession and use of personal information in our operations subjects us to risks and costs that could harm our business. We collect, use and retain large
amounts of personal information regarding our applicants, students, faculty and staff. We also collect and maintain personal information about our employees in
the ordinary course of our business. Our services can be accessed globally through the internet. Therefore, we may be subject to the application of national privacy
laws in countries outside the United States from which applicants and students access our services. Such privacy laws could impose conditions that limit the way
we market and provide our services.

Our computer networks and the networks of certain of our vendors that hold and manage confidential information on our behalf may be vulnerable to
unauthorized access, employee theft or misuse, computer hackers, computer viruses and other security and cybersecurity threats. Confidential information may also
inadvertently become available to third parties when we integrate systems or migrate data to our servers following an acquisition of a school or in connection with
periodic hardware or software upgrades. Due to the sensitive nature of the personal information stored on our servers, our networks may be targeted by hackers
seeking to access this data. Users who circumvents security measures could misappropriate sensitive information or cause interruptions or malfunctions in our
operations. Although we use security and business controls to limit access to and use of personal information, a third-party may be able to circumvent those
security and business controls, which could result in a breach of student or employee privacy. In addition, errors in the storage, use or transmission of personal
information could result in a breach of privacy for current or prospective students or employees.
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Possession and use of personal information also subjects us to legislative and regulatory burdens that could require notification of data breaches and could
restrict our use of personal information, and a violation of any laws or regulations relating to the collection or use of personal information could result in the
imposition of fines against us or lawsuits brought against us. As a result, we may be required to expend significant resources to protect against the threat of these
security and cybersecurity breaches or to alleviate problems caused by these breaches. A major breach, theft or loss of personal information held by us or our
vendors regarding Ashford's students and their families or our employees, or a violation of laws or regulations relating to the same, could have a material adverse
effect on our reputation, result in lawsuits and result in further regulation and oversight by federal and state authorities and increased costs of compliance. The
adoption of new or modified state or federal data or cybersecurity legislation could increase our costs and/or require changes in our operating procedures or
systems.

Changes in accounting principles and guidance could result in unfavorable accounting charges or effects.

We prepare our consolidated financial statements in accordance with GAAP. These principles are subject to interpretation by the SEC and various bodies
formed to create and interpret appropriate accounting principles and guidance. A change in these principles or guidance, or in their interpretations, may have a
material effect on our results and disclosures, as well as our processes and related controls. For additional information, see Note 2, “Summary of Significant
Accounting Policies - Recent Accounting Pronouncements” to our annual consolidated financial statements included elsewhere in this report.

System disruptions and vulnerability from security risks to our technology infrastructure could damage the reputation of Ashford and our other subsidiaries,
and negatively impact our business.

The performance and reliability of our technology infrastructure (including the software and related hosting and maintenance services for our online learning
platform, student information system, and lead management system) is critical to our reputation and our ability to attract and retain students. Any system error or
failure, or a sudden and significant increase in bandwidth usage, could result in the unavailability of systems to us or Ashford's students and negatively impact our
business and reputation. Our computer networks may also be vulnerable to unauthorized access, computer hackers, computer viruses, denial of service attacks and
other security problems. Although we continually monitor the security of our technology infrastructure and take proactive measures to prevent potential threats,
these efforts may not protect our computer networks against all threats of security breaches, which could damage the reputation of Ashford and our other
subsidiaries, and negatively impact our business and prospects.

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

Our spending is based in significant part on our estimates of future revenue and is largely fixed in the short term. As a result, we may be unable to adjust our
spending in a timely manner if our revenue falls short of our expectations. Accordingly, any significant shortfall in revenues in relation to our expectations would
have an immediate and material adverse effect on our profitability. In addition, we anticipate increasing operating expenses to expand program offerings and
marketing initiatives. Any such increase could cause material losses to the extent we do not generate additional revenues sufficient to cover those expenses.

Intense competition in the postsecondary education market, especially in the online education market, could decrease our market share, increase our cost of
recruiting students and put downward pressure on our tuition rates.

Postsecondary education is highly competitive. We compete with traditional public and private two- and four-year colleges as well as with other
postsecondary schools. Traditional colleges and universities may offer programs similar to those offered by Ashford at lower tuition levels as a result of
government subsidies, government and foundation grants, tax-deductible contributions and other financial sources not available to for-profit postsecondary
institutions. In addition, Ashford faces continued scrutiny from its accreditors, and some of our competitors, including traditional colleges and universities, have
substantially greater brand recognition and financial and other resources than we have, which may enable them to compete more effectively for potential students.
We also expect to face increased competition as a result of new entrants to the online education market, including traditional colleges and universities that had not
previously offered online education programs.

We may not be able to compete successfully against current or future competitors and may face competitive pressures that could adversely affect our
business. We may be required to reduce our tuition or increase marketing spending in order to attract or retain students or to pursue new market opportunities. We
may also face increased competition in maintaining and developing new marketing relationships with corporations, particularly as corporations become more
selective as to which online universities they will encourage or offer scholarships to their employees to attend and from which online universities they will hire
prospective employees.
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We may not be able to retain our key personnel or hire and retain the personnel we need to sustain and grow our business.

Our success depends largely on the skills, efforts and motivations of our executive officers, who generally have significant experience with our company and
within the education industry. Due to the nature of our business, we face significant competition in attracting and retaining personnel who possess the skill sets we
seek. In addition, key personnel may leave us and may subsequently compete against us. We do not carry life insurance on our key personnel as part of our
benefits. The loss of the services of any of our key personnel or our failure to attract, replace and retain other qualified and experienced personnel on acceptable
terms could impair our ability to sustain and grow our business. In addition, because we operate in a highly competitive industry, our hiring of qualified executives
or other personnel may cause us or such persons to be subject to lawsuits alleging misappropriation of trade secrets, improper solicitation of employees or other
claims.

If we are unable to hire new employees or to continue to develop existing employees responsible for student recruitment, the effectiveness of our new
enrollment efforts would be adversely affected.

We intend to (i) hire, develop and train additional employees responsible for new enrollment and (ii) retain and continue to develop and train our existing
new enrollment personnel. Our ability to develop and maintain a strong new enrollment function may be affected by a number of factors, including our ability to
integrate and motivate our enrollment service advisors, our ability to effectively train our enrollment service advisors, the length of time it takes new enrollment
service advisors to become productive, regulatory restrictions on the method of compensating enrollment service advisors and the competition involved in hiring
and retaining enrollment service advisors. If we are unable to hire new employees or retain and develop current employees responsible for new enrollment, it could
have a material adverse effect on enrollments and our revenues, financial condition, cash flows and results of operations.

Enrollment and revenues could decrease if government tuition assistance offered to military personnel is reduced, suspended or eliminated, if scholarships
which we offer to military personnel are reduced or eliminated.

As of December 31, 2019, approximately 27.4% of Ashford's students were affiliated with the military, some of whom are eligible to receive government
tuition assistance, including GI Bill benefits, that may be used to pursue postsecondary degrees. In some cases, we also provide scholarships to students who are
affiliated with the military. If government tuition assistance offered to military personnel is suspended or otherwise reduced or eliminated, enrollment by military
personnel, including veterans, may decline, which could have a material adverse effect on our revenues, financial condition, cash flows and results of operations.
Additionally, if in response to future reductions or suspensions in military tuition assistance we determine to reinstitute our Military Tuition Assistance Grant or a
similar program, or if we increase our scholarships to students who are affiliated with the military, our per student revenue from military personnel would decline.

We maintain relationships with the military and provide scholarships to students who are affiliated with the military. If our relationship with the military
deteriorates or we reduce or eliminate these scholarships, enrollment by military personnel, including veterans, may decline, which could have a material adverse
effect on our revenues, financial condition, cash flows and results of operations.

A decline in the overall growth of enrollment in postsecondary institutions, or in the number of students seeking degrees online or in our core disciplines,
could cause us to experience a further decline in enrollment at Ashford.

Enrollment at Ashford declined to 34,722 at December 31, 2019 as compared to 38,153 at December 31, 2018, and our revenues have declined in recent
periods and may continue to decline in the future. In addition, if job growth in the fields related to Ashford's core disciplines is weaker than expected, fewer
students may seek the types of degrees that Ashford offers. To return to growth in our revenues and increase enrollments, Ashford will need to attract and retain a
larger percentage of students in existing markets and expand their markets by creating new academic programs. Any further decline in enrollment at Ashford as a
result of our inability to attract and retain students in existing markets or expand our markets by creating new academic programs in areas where there is market
demand could have a material adverse effect on our revenues, financial condition, cash flows and results of operations.

Our success depends in part on Ashford's ability to update and expand the content of existing programs and to develop new programs and specializations on a
timely basis and in a cost-effective manner.

The updates and expansions of existing programs and the development of new programs and specializations may not be accepted by existing or prospective
students or prospective employers of Ashford's graduates. If we do not adequately respond to changes in market requirements by updating and expanding our
existing programs or developing new programs, our business will be adversely affected. Even if Ashford is able to develop acceptable new programs, they may not
be able to introduce these new programs as quickly as students require or as quickly as our competitors introduce competing programs. To offer a new academic
program, Ashford may be required to obtain appropriate federal, state and accrediting agency approvals, which may
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be conditioned or delayed in a manner that could significantly affect our operations. In addition, to be eligible for federal student financial aid programs, a new
academic program may need to be approved by the Department.

Establishing new academic programs or modifying existing programs requires investments in management, faculty and capital expenditures, additional
marketing expenses and reallocation of other resources. Ashford may have limited experience with programs in new disciplines and may need to modify existing
systems and strategies or enter into arrangements with other educational institutions to provide new programs effectively and profitably. If Ashford is unable to
increase enrollment in new programs, offer new programs in a cost-effective manner or otherwise manage effectively the operations of newly established academic
programs, it could have a material adverse effect on our revenues, financial condition, cash flows and results of operations.

Our failure to keep pace with changing market needs could harm Ashford's ability to attract students.

Our success depends partially on the willingness of employers to hire, promote or increase the pay of Ashford's graduates. Increasingly, employers demand
that their new employees possess appropriate technical and analytical skills, and appropriate interpersonal skills, such as communication and teamwork. These
skills can evolve rapidly in a changing economic and technological environment. Accordingly, it is important that Ashford's educational programs continually
evolve in response to those economic and technological changes.

The expansion of existing academic programs and the development of new programs may not be accepted by current or prospective students or by
prospective employers of Ashford's graduates. Even if Ashford develops acceptable new programs, they may not be able to begin offering those new programs in a
timely fashion or as quickly as our competitors offer similar programs. If we are unable to adequately respond to changes in market requirements due to regulatory
or financial constraints, unusually rapid technological changes or other factors, the rates at which Ashford's graduates obtain jobs in their fields of study could
suffer, our ability to attract and retain students could be impaired and our business could be adversely affected.

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

We rely on a combination of copyrights, trademarks, service marks, patents, trade secrets, domain names and agreements with employees and third parties to
protect our proprietary rights. We have trademark and service mark registrations and pending applications for additional registrations in the United States and
select foreign jurisdictions. We also own the domain name rights for Ashford, as well as other words and phrases important to our business. In addition, we have
applied for domestic and international patents for certain technology developed by us. We also have registered copyrights for exemplary business course materials.
Nonetheless, as new challenges arise in protecting these proprietary rights online, we cannot assure you that these measures will be adequate to protect our
proprietary rights, that we have secured, or will be able to secure, appropriate protections for all our proprietary rights in the United States or select foreign
jurisdictions, or that third parties will not infringe upon or violate our proprietary rights. Despite our efforts to protect these rights, unauthorized third parties may
attempt to duplicate or copy the proprietary aspects of our technology, curricula and online resource material, among others. Our management's attention may be
diverted by these attempts, and we may need to expend funds in litigation to protect our proprietary rights against any infringement or violation.

We may also encounter disputes from time to time over rights and obligations concerning intellectual property, and we may not prevail in these disputes. In
certain instances, we may not have obtained sufficient rights to the content of a course. Third parties may raise claims against us alleging an infringement or
violation of their intellectual property. Some third-party intellectual property rights may be extremely broad, and it may not be possible for us to conduct our
operations in such a way as to avoid all alleged violations of such intellectual property rights. Any such intellectual property claim could subject us to costly
litigation and impose a significant strain on our financial resources and management personnel regardless of whether such claim has merit. Our insurance may not
cover potential claims of this type adequately or at all, and we may be required to pay monetary damages, which may be significant, or Ashford may be required to
alter the content of their classes to be non-infringing.

We may incur liability for the unauthorized duplication or distribution of class materials posted online for class discussions.

In some instances, Ashford's faculty members or students may post various articles or other third-party content on class discussion boards. We may incur
liability for the unauthorized duplication or distribution of this material posted online for class discussions. Third parties may raise claims against us for the
unauthorized duplication of this material. Any such claims could subject us to costly litigation and could impose a significant strain on our financial resources and
management personnel, regardless of whether the claims have merit. Our general liability insurance may not cover potential claims of this type adequately or at all,
and we may be required to alter the content of our courses or pay monetary damages.
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Government regulations relating to the internet could increase our cost of doing business, affect our ability to grow or otherwise have a material adverse effect
on our business.

The increasing popularity and use of the internet and other online services has led and may lead to the adoption of new laws and regulatory practices in the
United States or in foreign countries and to new interpretations of existing laws and regulations. These new laws and interpretations may relate to issues such as
online privacy, copyrights, trademarks and service marks, sales taxes, fair business practices and the requirement that online education institutions qualify to do
business as foreign corporations or be licensed in one or more jurisdictions where they have no physical location or other presence. New laws, regulations or
interpretations related to doing business over the internet could increase our costs and materially and adversely affect enrollments.

We may require additional financing in the future and if such financing is not available on terms acceptable to us, it could adversely affect our ability to grow.

We believe that cash flow from operations will be adequate to fund our current operating plans for the foreseeable future. However, we may need additional
financing to finance our plans, particularly if we pursue any acquisitions. Additionally, the Company announced that in connection with the Conversion
Transaction, the Department indicated it would require AU NFP to post an irrevocable letter of credit with the Department within ten (10) days of the Conversion
Transaction for approximately $103 million. The amount, timing and terms of such additional financing will vary principally depending on the timing and size of
new program offerings, the timing and size of acquisitions we may seek to consummate and the amount of cash flows from our operations. To the extent that we
require additional financing in the future, such financing may not be available on terms acceptable to us or at all and, consequently, we may not be able to fully
implement our plans.

A protracted economic slowdown and rising unemployment could lead to lower enrollment and impact our students' ability to repay their loans.

We believe that many students pursue postsecondary education to be more competitive in the job market. However, a protracted economic slowdown could
increase unemployment and diminish job prospects generally. Diminished job prospects and heightened financial worries could affect the willingness of students to
incur loans to pay for postsecondary education and to pursue postsecondary education in general. As a result, enrollments could suffer.

In addition, many of Ashford's students borrow Title IV loans to pay for tuition, fees and other expenses. A protracted economic slowdown could negatively
impact their ability to repay those loans which would negatively impact Ashford's cohort default rates. Ashford's students also are frequently able to borrow Title
IV loans in excess of their tuition. The excess is received by such students as a stipend. However, if a student withdraws, we must return any unearned Title IV
funds, including stipends. A protracted economic slowdown could negatively impact such students' ability to repay those stipends. As a result, the amount of Title
IV funds we would have to return without reimbursement from students could increase, and our results of operations could suffer.

The acquisition, integration and growth of acquired businesses may present challenges that could harm our business.

The successful integration and profitable operation of an acquired institution or business, including the realization of anticipated cost savings and additional
revenue opportunities, can present challenges, and the failure to overcome these challenges can have an adverse effect on our business, financial condition, cash
flows and results of operations. Some of these challenges include:

• the inability to maintain uniform standards, controls, policies and procedures;

• distraction of management's attention from normal business operations during the integration process;

• the inability to attract and/or retain key management personnel to operate the acquired entity;

• the inability to obtain, or delay in obtaining, regulatory or other approvals necessary to operate the business;

• the inability to correctly estimate the size of a target market or accurately assess market dynamics;

• the inability to retain the clients of the acquired entity;

• the lingering effects of poor client relations or service performance by the acquired entity, which also may negatively affect the Company’s existing
business;

• the inability to fully realize the desired efficiencies and economies of scale;
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• expenses associated with the integration efforts; and

• unidentified issues not discovered in the due diligence process, including legal contingencies.

An acquisition related to an institution or other educational business often requires various regulatory approvals. If we are unable to obtain such approvals, or
we obtain them on unfavorable terms, our ability to consummate a transaction may be impaired or we may be unable to operate the acquired entity in a manner that
is favorable to us. If we fail to properly evaluate an acquisition, we may be required to incur costs in excess of what we anticipated, and we may not achieve the
anticipated benefits of such acquisition.

An increase in interest rates could adversely affect Ashford's ability to attract and retain students.

Interest rates have reached relatively low levels in recent years, creating a favorable borrowing environment for students. However, if Congress increases
interest rates on Title IV loans, or if private loan interest rates rise, Ashford's students would have to pay higher interest rates on their loans. Any future increase in
interest rates will result in a corresponding increase in educational costs to existing and prospective students. Higher interest rates could also contribute to higher
default rates with respect to students' repayment of their education loans. Higher default rates may in turn adversely impact Ashford's eligibility to participate in
some or all Title IV programs, which could have a material adverse effect on enrollments and our revenues, financial condition, cash flows and results of
operations.

We are involved in pending securities litigation and an adverse resolution of such litigation may adversely affect our business, financial condition, results of
operations and cash flows.

Following our announcement that we were restating our interim financial statements for the quarter ended September 30, 2018, we became the subject of a
lawsuit alleging securities law violations. This type of litigation can be expensive and disruptive to normal business operations, and the outcome can be difficult to
predict regardless of the facts involved. An unfavorable outcome with respect to any of these lawsuits could have a material adverse effect on our business,
financial condition, results of operations or cash flows. For additional information regarding this and other lawsuits in which we are involved, see Part I, Item
3, Legal Proceedings.

Our financial results may suffer if we fail to successfully implement our restructuring plans and/or cost reduction initiatives aimed at right-sizing our
operations to match revenue streams.

We have described elsewhere in this Form 10-K our reductions in force which are intended to strengthen our business by right-sizing our operations to match
revenue streams. We also described various restructuring charges related to these plans. If we fail to achieve the intended cost savings, our financial condition,
results of operations and cash flows may be further impacted. This plan also may have an adverse impact upon the morale or motivation of our employees and may
result in further distractions to our management. In addition, management will continue to evaluate our cost structure, and additional restructuring plans may be
needed. Any cost-saving measures could impact employee retention. In addition, we cannot be sure that the cost reduction will be successful in reducing our
overall expenses as we expect or that additional costs, or reduced revenue, will not offset any such reductions. If our operating costs are higher than we expect or if
we do not maintain adequate control of our costs and expenses, our results of operations may be adversely affected.

If we fail to effectively identify, pursue and consummate acquisitions, either in the U.S. or outside of the U.S., our ability to grow could be impacted and our
profitability may be adversely affected.

Acquisitions are one component of our overall long-term growth strategy. The successful implementation of this strategy depends upon the Company’s
ability to identify suitable domestic and international acquisition candidates, acquire such businesses on acceptable terms and finance such acquisitions. There can
be no assurance that such candidates will be available or, if such candidates are available, that the price will be attractive or that the Company will be able to
identify, acquire or finance such businesses successfully. In addition, in pursuing such acquisition opportunities, the Company may compete with other entities
with similar growth strategies; these competitors may be larger and have greater financial and other resources than the Company. Competition for these acquisition
targets could also result in increased prices of acquisition targets and/or a diminished pool of companies available for acquisition. There may be particular
difficulties and complexities (regulatory or otherwise) associated with our expansion into international markets, and our strategies may not succeed beyond our
current markets. If we are unable to effectively address these challenges, our ability to execute this component of our long-term strategy will be impaired, which
could have an adverse effect on our ability to grow and our profitability.
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Risks Related to Our Common Stock

The price of our common stock has fluctuated significantly in the past and may continue to do so in the future. As a result, you could lose all or part of your
investment.

Volatility in the market price of our common stock may prevent you from being able to sell your shares at or above the price you paid for your shares. The
market price of our common stock has fluctuated significantly in the past, and may continue to fluctuate significantly for a variety of different reasons, including,
without limitation:

• developments regarding the accreditation or state licensing of Ashford;

• our quarterly or annual earnings or those of other companies in our industry;

• public reaction to our press releases, corporate communications and SEC filings;

• changes in earnings estimates or recommendations by research analysts who track our common stock or the stocks of other companies in our industry;

• seasonal variations in our student enrollment;

• new laws or regulations or new interpretations of laws or regulations applicable to our industry or business;

• negative publicity, including government hearings and other public lawmaker or regulator criticism, regarding our industry or business;

• changes in enrollment;

• changes in accounting standards, policies, guidance, interpretations or principles;

• litigation involving our company or investigations or audits by regulators into the operations of our company or our competitors;

• sales of common stock by our directors, executive officers and significant stockholders; and

• changes in general conditions in the United States and global economies or financial markets, including those resulting from war, incidents of terrorism
or responses to such events.

In addition, in recent years, the stock market has experienced extreme price and volume fluctuations. This volatility has had a significant impact on the
market price of securities issued by many companies, including companies in our industry. Changes may occur without regard to the operating performance of
these companies. The price of our common stock could fluctuate based upon factors that have little or nothing to do with our company.

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

If our stockholders sell, or indicate an intention to sell, substantial amounts of our common stock in the public market, the trading price of our common stock
could decline. At December 31, 2019, 30.3 million shares of our common stock were outstanding.

In addition, as of December 31, 2019, there were 2.0 million shares of our common stock underlying outstanding stock options and 3.4 million shares of our
common stock underlying outstanding stock awards, including restricted stock units and performance stock units. All shares subject to outstanding stock options
are eligible for sale in the public market to the extent permitted by the provisions of the applicable stock option agreement and Rule 144 under the Securities Act. If
these additional shares of common stock are sold, or if it is perceived that they will be sold in the public market, the trading price of our common stock could
decline. Under Rule 144, shares held by non-affiliates for more than six months may generally be sold without restriction, other than a current public information
requirement, and may be sold freely without any restrictions after one year. Shares held by affiliates may also be sold under Rule 144 after one year, subject to
applicable restrictions, including volume and manner of sale limitations.

If securities or industry analysts change their recommendations regarding our common stock adversely or cease to cover our company, or if our operating
results do not meet their expectations, our stock price could decline.

The trading market for our common stock is influenced by the research and reports that industry or securities analysts publish about us or our business or
industry. If one or more of these analysts ceases coverage of our company or fail to publish reports on us regularly, we could lose visibility in the financial markets,
which in turn could cause our stock price or trading
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volume to decline. Moreover, if one or more of the analysts who cover our company downgrades our common stock, or if our operating results do not meet their
expectations, our stock price could decline.

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

We do not expect to pay dividends on shares of our common stock in the foreseeable future and we intend to use our cash position to grow our business.
Consequently, your only opportunity to achieve a positive return on your investment in our common stock will be if the market price of our common stock
appreciates.

Your percentage ownership in the Company may be diluted by future issuances of capital stock, which could reduce your influence over matters on which
stockholders vote.

Subject to the rules of the Nasdaq Stock Market LLC (“NASDAQ”), our board of directors (the “board”) has the authority, without any action or vote of our
stockholders, to issue all or any part of our authorized but unissued shares of capital stock. At December 31, 2019, there were 300.0 million shares of common
stock authorized for issuance under our certificate of incorporation, 30.3 million shares of which were outstanding. At December 31, 2019, there were 20.0 million
shares of preferred stock authorized for issuance under our certificate of incorporation, no shares of which were outstanding. Issuances of common stock or voting
preferred stock would reduce the influence of our current stockholders over matters on which our stockholders vote and, in the case of issuances of preferred stock,
would likely result in the rights of our current stockholders being subject to the prior rights of holders of that preferred stock.

Our common stock has relatively low trading volume, compared to many other public companies

Our common stock trades on the NASDAQ. Our average daily trading volume over these various mediums is relatively low, particularly when compared to
many larger public companies. This low trading volume can cause our common stock price to fluctuate significantly, and can make it difficult for investors to buy
or sell our common stock quickly and efficiently, compared to companies with a larger publicly traded float and higher average daily trading volumes.

Provisions in our certificate of incorporation and bylaws and Delaware law may discourage, delay or prevent a change of control of our company or changes
in our management and, therefore, may depress the trading price of our stock.

Our certificate of incorporation and bylaws contain provisions that could depress the trading price of our stock by acting to discourage, delay or prevent a
change of control of our company or changes in our board that the stockholders of our company may deem advantageous. These provisions:

• authorize the issuance of “blank check” preferred stock by our board to increase the number of outstanding shares to discourage a takeover attempt;

• provide for a classified board (three classes);

• provide that stockholders may only remove directors for cause;

• provide that any vacancy on our board, including a vacancy resulting from an increase in the size of the board, may only be filled by the affirmative vote
of a majority of our directors then in office, even if less than a quorum;

• provide that a special meeting of stockholders may only be called by our board or by our chief executive officer;

• provide that action by written consent of the stockholders may be taken only if the board first approves such action, whenever the vote of stockholders is
required at a meeting for any corporate action, the meeting and vote of stockholders may be dispensed with, and the action may be taken without such
meeting and vote, if a written consent is signed by the holders of outstanding stock having not less than the minimum number of votes that would be
necessary to authorize or take such action at the meeting of stockholders; provided that, notwithstanding the foregoing, we will hold an annual meeting
of stockholders in accordance with NASDAQ rules for so long as our shares are listed on the NASDAQ, and as otherwise required by the bylaws;

• provide that the board is expressly authorized to make, alter or repeal our bylaws; and

• establish advance notice requirements for nominations for elections to our board or for proposing matters that can be acted upon by stockholders at
stockholder meetings.
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Additionally, we are subject to Section 203 of the Delaware General Corporation Law, which generally prohibits a Delaware corporation from engaging in
any of a broad range of business combinations with any “interested” stockholder for a period of three years following the date on which the stockholder became an
“interested” stockholder.

Item 1B. Unresolved Staff Comments.

None.

Item 2. Properties.

As of December 31, 2019, we do not own any property. We lease property in Arizona, California, Colorado, New York Iowa, and Illinois, for academic
operations, corporate functions, enrollment services and student support services.

Our headquarters are located at 1811 E. Northrop Blvd, Chandler, Arizona, where we lease office space. We pay annual rent of approximately $1.7 million
under the terms of the lease, which expires in September 2030.

We also lease office space at 8620 Spectrum Center Blvd, San Diego, California. This lease originally was to expire in February 2020, and we have chosen to
extend our lease for a portion of the original leased space through December 2020. Under the terms of this extended lease our monthly rent will be approximately
$0.2 million.

There are a few additional smaller facilities that we, and our subsidiaries, lease for office space and learning centers in Colorado, New York, California,
Iowa, and Illinois.

Our facilities are utilized consistent with management's expectations, and we believe such facilities are suitable and adequate for current requirements and
that additional space can be obtained on commercially reasonable terms to meet any future requirements.

Item 3. Legal Proceedings.

For information regarding any legal proceedings, see Note 21, “Commitments and Contingencies” to our annual consolidated financial statements included
elsewhere in this report, the text of which is incorporated by reference into this Item 3 of Part I.

Item 4. Mine Safety Disclosures.

None.
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PART II

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

Market Information

Our common stock is listed on NASDAQ under the symbol “ZVO.”

Holders of Record

As of February 14, 2020, there were 41 holders of record of our common stock. This figure does not include an indeterminate number of beneficial owners of
our common stock whose shares are held of record by banks, brokers and other financial institutions.

Dividends

We have not paid any cash dividends on our common stock to date and do not anticipate paying cash dividends in the foreseeable future. Any future
determination to pay cash dividends will be at the discretion of our board and will depend upon our financial condition, operating results and capital requirements,
any contractual restrictions related to our ability to pay dividends and such other factors as our board may deem appropriate.

Securities Authorized for Issuance Under Equity Compensation Plans

The information required by Item 201(d) of Regulation S-K is incorporated by reference to our definitive proxy statement to be filed with the SEC in
connection with our 2020 Annual Meeting of Stockholders or an amendment to this Annual Report on Form 10-K to be filed with the SEC within 120 days after
the end of our fiscal year ended December 31, 2019.
Recent Sales of Unregistered Securities

None.
Purchases of Equity Securities by the Issuer and Affiliated Purchasers

None.
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Performance Graph

The following information shall not be deemed to be “filed” with the SEC, nor shall such information be deemed to be incorporated by reference into any
filing under the Securities Act or the Exchange Act, except to the extent that we specifically incorporate it by reference into such a filing.

The graph below compares the cumulative five-year total return provided shareholders on the Company's common stock relative to the cumulative total
returns of the Russell 3000 index and two customized peer groups of three companies and four companies respectively, whose individual companies are listed in
footnotes 1 and 2 below. An investment of $100 (with reinvestment of all dividends) is assumed to have been made in our common stock, in each index and in
each of the peer groups on December 31, 2014 and its relative performance is tracked through December 31, 2019.

(1) There are three companies included in the company's first customized peer group which are: American Public Education, Inc, Grand Canyon Education,
Inc. and Strategic Education, Inc.

(2) The four companies included in the company's second customized peer group are: 2U, Inc., American Public Education, Inc., Grand Canyon Education,
Inc. and Strategic Education, Inc.
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Item 6. Selected Consolidated Financial Data.

The following selected consolidated financial and other data should be read in conjunction with Part II, Item 7, “Management's Discussion and Analysis of
Financial Condition and Results of Operations” and our annual consolidated financial statements included elsewhere in this report. The consolidated statements of
income (loss) data, consolidated balance sheets data, and consolidated other data set forth below as of and for the years ended December 31, 2019, 2018, 2017,
2016 and 2015 have been derived from our annual consolidated financial statements. Historical results are not necessarily indicative of the results to be expected
for future periods. The risk factors set forth in Part I, Item 1A, “Risk Factors” also discuss material risks and uncertainties that could cause the data reflected below
not to be indicative of our future financial condition or results of operations. We declared no cash dividends during the periods presented.

Year Ended December 31,
2019 2018 2017 2016 2015

Consolidated Statements of Income (Loss) Data: (In thousands, except per share data)
Revenue $ 417,795  $ 443,373  $ 475,113  $ 523,518  $ 561,729  
Operating income (loss) $ (56,597)  $ (3,993)  $ 6,426  $ (43,232)  $ (42,295)  
Net income (loss) $ (54,812)  $ 4,636  $ 9,111  $ (33,051)  $ (70,454)  
Income (loss) per share:

Basic $ (1.86)  $ 0.17  $ 0.28  $ (0.71)  $ (1.54)  
Diluted $ (1.86)  $ 0.17  $ 0.28  $ (0.71)  $ (1.54)  

As of December 31,
2019 2018 2017 2016 2015

Consolidated Balance Sheets Data: (In thousands)
Cash, cash equivalents, restricted cash and investments $ 95,039  $ 192,652  $ 207,591  $ 381,769  $ 373,987  
Total assets $ 250,138  $ 269,492  $ 284,636  $ 461,044  $ 506,938  
Total stockholders' equity $ 98,938  $ 127,614  $ 122,996  $ 276,670  $ 302,625  

Year Ended December 31,
2019 2018 2017 2016 2015

Consolidated Other Data: (In thousands, except enrollment data)
Cash flows (used in) provided by:

Operating activities $ (46,086)  $ (7,591)  $ (4,075)  $ 11,083  $ 18,801  
Investing activities $ (51,394)  $ (3,546)  $ 43,684  $ 14,741  $ 51,287  
Financing activities $ (567)  $ (3,805)  $ (166,418)  $ (319)  $ 3,805  

Period-end enrollment (1): 34,722  38,153  40,730  45,087  49,159  

(1)  Amounts are for Ashford, which defines period-end enrollment as the number of active students on the last day of the financial reporting period. A student is considered active if the student
has attended a class within the prior 15 days or is on an institutionally-approved break not to exceed 45 days, unless the student has graduated or provided notice of withdrawal, or for new
students who have completed their third week of attendance, and posted attendance in the fourth week.
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations.

The following Management's Discussion and Analysis of Financial Condition and Results of Operations should be read in conjunction with our annual
consolidated financial statements and related notes thereto included in Part II, Item 8, “Financial Statements and Supplementary Data” and reflects the effects of
the restatement discussed in Note 2 to the consolidated financial statements. In addition to historical information, this discussion includes forward-looking
information that involves risks and uncertainties that could cause actual results to differ materially from management's expectations. See Part I, Item 1A, “Risk
Factors” and “Special Note Regarding Forward-Looking Statements” at the beginning of this report.

Overview

Zovio is an education technology services company that partners with higher education institutions and employers to deliver innovative, personalized
solutions to help learners and leaders achieve their aspirations. Our wholly-owned subsidiary, Ashford, is a regionally accredited academic institution, which
delivers programs primarily online. Ashford offers associate’s, bachelor’s, master’s and doctoral programs. As of December 31, 2019, Ashford offered
approximately 1,210 courses and approximately 90 degree programs. For additional information regarding our business, see Part I, Item 1, “Business.”

Key operating data

In evaluating our operating performance, our management focuses in large part on our revenue and operating income and period-end enrollment at Ashford.
The following table, which should be read in conjunction with our annual consolidated financial statements included elsewhere in this report, presents our key
operating data for each of the periods presented (in thousands, except for enrollment data):

Year Ended December 31,

2019 2018 2017

Consolidated Statement of Income (Loss) Data:
Revenue $ 417,795  $ 443,373  $ 475,113  
Operating income (loss) $ (56,597)  $ (3,993)  $ 6,426  

Consolidated Other Data:

Period-end enrollment (1) 34,722  38,153  40,730  

(1) Amounts are for Ashford, which defines period-end enrollment as the number of active students on the last day of the financial reporting period. A student is considered active if the student
has attended a class within the prior 15 days or is on an institutionally-approved break not to exceed 45 days, unless the student has graduated or provided notice of withdrawal, or for new
students who have completed their third week of attendance, and posted attendance in the fourth week.

Key enrollment trends

Enrollment at Ashford decreased to 34,722 at December 31, 2019 as compared to 38,153 at December 31, 2018, representing a decrease of 9.0%.

We believe new enrollment has been impacted by the deliberate changes in our marketing strategy in which we significantly reduced our spending in the
affiliate channel and reinvested some of those savings in other channels. We have been implementing this updated marketing strategy that reflects a shift in our
advertising mix, in an effort to attract prospective students who have a higher probability of being academically successful, with the goal of making meaningful
improvements to the efficiency of our advertising, admissions and marketing spend.

We also believe the decline in enrollment is partially attributable to a general weakening in the overall education industry due in large part to increased
regulatory scrutiny, as well as due to general strengthening of the economy which drives lower unemployment and increased competition. Additionally, as
described below, we generally experience a seasonal increase in new enrollments during the first quarter of each year, subsequent to holiday break.

We continue to focus our efforts on first stabilizing and then restarting enrollment growth. We are also making investments in the workflow along the student
lifecycle to better support our incoming and current students. One area in which we are experiencing positive enrollment trends is within the Education
Partnerships programs with various employers. Some of these programs provide companies with the opportunity to offer their employees a way to pursue and
complete a college degree without incurring any student debt. Enrollments in the Education Partnerships programs account for approximately 31% of our total
enrollment as of December 31, 2019. Revenue derived from Education Partnerships is cash pay, and is therefore not considered federal student aid for purposes of
calculations under the 90/10 rule.
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Trends and uncertainties regarding revenue and continuing operations

Restructuring and impairment charges

We have implemented various restructuring plans to better align our resources with our business strategy and the related charges are recorded in the
restructuring and impairment charges line item on our consolidated statements of income (loss). Changes to these estimates could have a material impact on the
Company’s consolidated financial statements.

In October 2019, the Company approved and executed upon a plan of restructuring, which includes the elimination of approximately 300 current positions as
well as other cost-saving measures. The Company recorded restructuring and impairment charges of $13.6 million during the fourth quarter of 2019, primarily
consisting of one-time termination benefits for employee severance, benefits and related costs. This October 2019 restructuring plan is anticipated to reduce
expenses by approximately $50.0 million to $55.0 million in 2020.

For information regarding the restructuring and impairment charges recorded, refer to Note 5, “Restructuring and Impairment Charges” to our consolidated
financial statements included in Part II, Item 8 of this Form 10-K.

Proposed conversion transaction

Ashford submitted the Change of Control Application to WSCUC seeking approval for the Conversion Transaction. On July 12, 2019, WSCUC notified
Ashford that it had approved the Change of Control Application for the Conversion Transaction. The approval is subject to certain conditions which must be met
prior to the close of the Conversion Transaction, including divestiture of financial and ownership interest in the Company by all Ashford officers and related
parties and submission of a revised services agreement with respect to the Conversion Transaction, including the incorporation of key performance indicators into
that agreement. WSCUC is also requiring a post-implementation site visit of Ashford within six months of the close of the Conversion Transaction. As part of the
Conversion Transaction, Ashford would become an independent, self-governed, nonprofit institution. Following the Conversion Transaction, the Company will
continue to operate as an education technology services company that will provide certain services to Ashford and potentially, in the future, to other customers. On
the same date, WSCUC also notified Ashford that it had reaffirmed its accreditation for six years.

On October 7, 2019, the Company announced that in connection with the Conversion Transaction, the Department provided the Abbreviated Preacquisition
Review Letter in response to the request for review made on July 15, 2019. The request for an abbreviated preacquisition review was made in accordance with
Department procedures pursuant to which the Department provides information about conditions it intends to impose in connection with the continued participation
in federal Title IV student financial aid programs by the applicant following a change in ownership.

In the Abbreviated Preacquisition Review Letter, along with other conditions, the Department indicated that it would require the posting of the 25% LOC.
The 25% LOC would require coverage for 12 months, unless extended or replaced as determined by the Department.

The Company and the trustees of Ashford and AU NFP have taken steps, including Ashford’s formation of a special independent negotiating committee, to
protect Ashford’s and AU NFP’s independence in considering the Conversion Transaction in order to enable Ashford and AU NFP to act in the best interests of
Ashford and its students.

In furtherance of the Conversion Transaction, on December 30, 2019, the Company and AU NFP entered into the LOI contemplating that the Company,
Ashford and AU NFP would enter into an agreement and plan of conversion pursuant to which the Company, in exchange for $1.00 and entry into a Services
Agreement, would cause Ashford to separate from the Company through a series of conversion and merger transactions ultimately resulting in Ashford (inclusive
of all of the operations and assets constituting Ashford) being independently owned and operated by AU NFP. The Company would retain the assets and contracts
related to, and continue to operate, its educational technology and services business, including all employees and assets necessary to perform the services
contemplated by the Services Agreement. The parties also contemplate entering into a transition services agreement, pursuant to which the Company would
provide identified services to AU NFP for a period of up to five years in exchange for which AU NFP would pay to the Company its direct cost charges incurred in
providing such services.

For additional information regarding the proposed structural changes, refer to “Business - Proposed Changes in the Structure of our Operations” to our
consolidated financial statements included in Part I, Item 1 of this Form 10-K.

Acquisition of Fullstack Academy

On April 1, 2019, we acquired Fullstack, a Delaware corporation, pursuant to an Agreement and Plan of Reorganization entered into by the parties on March
12, 2019 (the “Fullstack Acquisition”). Following the Fullstack Acquisition, Fullstack
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became a wholly-owned subsidiary of the Company. Fullstack is an innovative web development school offering immersive technology bootcamps.

For information refer to Note 3, “Business Combinations” to our consolidated financial statements included in Part II, Item 8 of this Form 10-K.

Acquisition of TutorMe

On April 3, 2019, we acquired TutorMe, a California corporation, pursuant to an Agreement and Plan of Reorganization entered into by the parties on April
3, 2019 (“TutorMe Acquisition”). TutorMe is an online education platform that provides 24/7 on-demand tutoring and online courses. Following the TutorMe
Acquisition, TutorMe became a wholly-owned subsidiary of the Company.

For information refer to Note 3, “Business Combinations” to our consolidated financial statements included in Part II, Item 8 of this Form 10-K.

Valuation allowance

We recognize deferred tax assets if realization of such assets is more-likely-than-not. In order to make this determination, we evaluate factors including the
ability to generate future taxable income from reversing taxable temporary differences, and forecasts of financial and taxable income or loss. The cumulative loss
incurred over the three-year period ended December 31, 2019 constituted significant negative objective evidence against our ability to realize a benefit from our
federal deferred tax assets. Such objective evidence limited our ability to consider in our evaluation other subjective evidence such as our projections for future
growth. On the basis of our evaluation, we determined that our deferred tax assets were not more-likely-than-not to be realized and that a valuation allowance
against our deferred tax assets should continue to be maintained as of December 31, 2019.

Key Financial Metrics

Revenue

Revenue consists principally of tuition, technology fees, course digital materials and other miscellaneous fees and is shown net of scholarships and refunds.
Factors affecting our revenue include (i) the number of students who enroll and remain enrolled in our courses, (ii) our degree and program mix, (iii) changes in
our tuition rates and (iv) the amount of scholarships we offer.

Enrollments

Enrollments are a function of the number of continuing students at the beginning of each period and new enrollments during the period, offset by students
who either graduated or withdrew during the period. Our online courses are typically five or six weeks in length and have weekly start dates throughout the year,
apart from a two-week break during the holiday period in late December and early January.

Costs and expenses

The following is a description of the costs included in each of our current expense categories:

Instructional costs and services consist primarily of costs related to the administration and delivery of Ashford's educational programs. This expense category
includes compensation for online faculty and administrative personnel, curriculum and new program development costs, financial aid processing costs, technology
license costs, bad debt expense and costs associated with other support groups that provide services directly to the students. Instructional costs and services also
include an allocation of information technology, facility, depreciation and amortization costs.

Admissions advisory and marketing costs include compensation of personnel engaged in marketing and recruitment, as well as costs associated with
advertising media, purchasing leads and producing marketing materials. Our admissions advisory and marketing expenses are generally affected by the cost of
advertising media and leads, the efficiency of our marketing and recruiting efforts, salaries and benefits for our enrollment personnel, and expenditures on
advertising initiatives for new and existing academic programs. Advertising costs, which consist primarily of the cost of marketing leads, are expensed as incurred
or the first time the advertising takes place, depending on the type of advertising activity. Admissions advisory and marketing costs also include an allocation of
information technology, facility, depreciation and amortization costs.

General and administrative expenses include compensation of employees engaged in corporate management, finance, human resources, legal and compliance
and other corporate functions. General and administrative expenses also include
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professional services fees, travel and entertainment expenses, and an allocation of information technology, facility, depreciation and amortization costs.

Legal settlement expense has primarily been comprised of (i) charges related to the cost of resolution of the previously disclosed civil investigative demands
(ii) the estimate of amounts to resolve the previously disclosed investigative subpoenas and (iii) the cost to settle a wage and hour dispute.

Restructuring and impairment charges are primarily comprised of (i) charges related to the write-off of certain fixed assets, (ii) student transfer costs, (iii)
severance costs related to headcount reductions and (iv) estimated lease losses related to facilities vacated or consolidated.

Factors Affecting Comparability

We believe the following factors have had, or can be expected to have, a significant effect on the comparability of recent or future results of operations:

Seasonality

Our operations are generally subject to seasonal trends. We generally experience a seasonal increase in new enrollments during the first quarter of each year,
subsequent to holiday break, as well as during the third quarter each year, when most other colleges and universities begin their fall semesters. While we enroll
students throughout the year, our fourth quarter revenue generally is lower than other quarters due to the holiday break in December, with an increase in the first
quarter of each year

Adoption of new accounting standards

As discussed in Part II, Item 8. Financial Statements, Note 2, “Summary of Significant Accounting Policies - Recent Accounting Pronouncements” we
changed our method of accounting for leases in fiscal year 2019 due to the adoption of the new leases standard. We adopted the new leases standard using the
modified retrospective approach.

Critical Accounting Policies and Use of Estimates

Critical accounting policies are those policies that, in management's view, are most important in the portrayal of our financial condition and results of
operations. The footnotes to our annual consolidated financial statements included elsewhere in this report include disclosure of significant accounting policies.
The methods, estimates and judgments we use in applying our accounting policies have a significant impact on the results we report in our financial statements.
These critical accounting policies require us to make difficult and subjective judgments, often as a result of the need to make estimates regarding matters that are
inherently uncertain.

The discussion of our financial condition and results of operations is based upon our annual consolidated financial statements, which have been prepared in
accordance with accounting principles generally accepted in the United States. The preparation of these financial statements requires us to make estimates and
judgments that affect the reported amounts of assets, liabilities, revenues, costs and expenses. We evaluate our estimates and assumptions on an ongoing basis.
These estimates are based on historical experience and on various other assumptions that we believe are reasonable under the circumstances. The results of our
analysis form the basis for making assumptions about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual results
may differ from these estimates under different assumptions or conditions, and the impact of such differences may be material to our consolidated financial
statements.

Revenue recognition

Revenues are recognized when control of the promised goods or services are transferred to the institutions’ students, in an amount that reflects the
consideration we expect to be entitled in exchange for those goods or services. Determining whether a valid customer contract exists includes an assessment of
whether amounts due under the contract are collectible. We perform this assessment at the beginning of every contract and subsequently thereafter if new
information indicates there has been a significant change in facts and circumstances.

Our contracts with customers generally include multiple performance obligations, which we identify by assessing whether each good and service promised in
the contract is distinct. For each performance obligation, we allocate the transaction price, including fixed and variable consideration, on the basis of the relative
standalone selling prices of each good and service in the contract, which is determined using observable prices.

We generate the majority of our revenue from tuition, technology fees, and digital materials related to students whose primary funding source is
governmental funding. Tuition represents amounts charged for course instruction, and technology
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fees represent amounts charged for the students’ use of the technology platform on which course instruction is delivered. Digital materials fees represent amounts
charged for the digital textbooks that accompany the majority of courses taught at Ashford. With the exception of students attending courses within the three-week
conditional admission period at Ashford, the majority of tuition and technology fees are recognized as revenue as control of the services is transferred to the
student, which occurs over the applicable period of instruction. Similarly, the majority of digital materials fees are recognized as revenue when control of the
product has been transferred to the student, which occurs when the student is granted unrestricted access to the digital textbook, generally, on the first day of the
course. Revenue generated from students within the conditional admission period is deferred and recognized when the student matriculates into the institution,
which occurs in the fourth week of the course.

Ashford's online students generally enroll in a program that encompasses a series of five to six-week courses that are taken consecutively over the length of
the program. With the exception of those students under conditional admission and students enrolled under the FTG program, online students are billed on a
payment period basis on the first day of a course. Students under conditional admission are billed for the payment period upon matriculation.

If a student's attendance in a class precedes the receipt of cash from the student's source of funding, we establish an account receivable and corresponding
deferred revenue in the amount of the tuition due for that payment period. Cash received either directly from the student or from the student's source of funding
reduces the balance of accounts receivable due from the student. Financial aid from sources such as the federal government's Title IV programs pertains to the
online student's award year and is generally divided into two disbursement periods. As such, each disbursement period may contain funding for up to four courses.
Financial aid disbursements are typically received during the online student's attendance in the first or second course. Since the majority of disbursements cover
more courses than for which a student is currently enrolled, the amount received in excess effectively represents a prepayment from the online student for up to
four courses. At the end of each accounting period, the deferred revenue and related account receivable balances are reduced to present amounts attributable to the
current course.

In certain cases, Ashford provides scholarships to students who qualify under various programs. These scholarships are recognized as direct reductions of
revenue consistent with the timing of recognition associated with the related performance obligations. Also, for some customers, we do not expect to collect 100%
of the consideration to which we are contractually entitled and, as a result, those customers may receive discounts or price adjustments that, based on historical
practice, represent implied price concessions and are accounted for as variable consideration. The majority of these price concessions relate to amounts charged to
students for goods and services, which management has determined will not be covered by the student’s primary funding source (generally, government aid) and,
as a result, the student will become directly financially responsible for them. The reduction in the transaction price that results from this estimate of variable
consideration reflects the amount we do not expect to be entitled to in exchange for the goods and services it will transfer to the students, as determined using
historical experience and current factors, and includes performing a constraint analysis. These estimates of variable consideration are recorded as direct reductions
of revenue consistent with the timing of recognition associated with the related performance obligation.

A portion of tuition revenue, technology fee revenue, and digital materials revenue is generated from contracts with students enrolled under the corporate
FTG program, which is a 12-month grant that, when combined with a corporate partner’s annual tuition assistance program, enables eligible students to earn their
degree without incurring student loan debt. Students enrolled under this program are eligible to take up to ten undergraduate or eight graduate courses per 12-
month grant period and must first utilize 100% of the funds awarded under their employer’s annual tuition assistance program before they can be awarded the FTG
grant. The grants awarded by Ashford under the FTG program are considered a material right, and, as such, we record a contract liability for a portion of the
consideration received or due under these contracts. The contract liability is recorded in deferred revenue and student deposits on our consolidated balance sheets,
and further discussed in the paragraph on deferred revenue below. The standalone selling price of the material right is determined based on the observable
standalone selling price of the courses. The transaction price in each FTG contract is allocated to this material right on a relative standalone selling price basis. The
contract liability is recognized as revenue at the earlier of satisfaction of the future obligation or contract termination. There are no material differences between the
timing of the products and services transferred and the payment terms.

Deferred revenue consists of cash payments that are received or due in advance of performance as well as deferrals associated with certain contracts that
include a material right. For the majority of our customers, payment for products and services is due at the beginning of each course. Billing of products and
services transferred under an FTG student contract generally occurs after the conclusion of a course. Under special circumstances, some customers may be offered
non-interest bearing payment plan arrangements that can extend for up to a maximum of three years. These payment plan arrangements give rise to significant
financing components. However, since we historically collect substantially all the consideration to which it
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expects to be entitled under such payment plans within one year or less, the impact of these significant financing components is not material to any period
presented.

Allowance for doubtful accounts

Accounts receivable consists of student accounts receivable, which represent amounts due for tuition, course digital materials, technology fees and other fees
from currently enrolled and former students. Students generally fund their education through grants and/or loans under various Title IV programs, tuition assistance
from military or corporate employers, or personal funds. Except for those students under conditional admission, payments are due on the respective course start
date and will be considered past due depending on the student's payment terms. In general, an account is considered delinquent 120 days after the course start date.

Accounts receivable are stated at the amount management expects to collect from outstanding balances. For accounts receivable, an allowance for doubtful
accounts is estimated by management and is principally based on historical collection experience as well as (i) an assessment of individual accounts receivable
over a specific aging and amount, (ii) consideration of the nature of the receivable accounts and (iii) potential changes in the business or economic environment.
The provision for bad debt is recorded within instructional costs and services in our consolidated statements of income (loss). We charge off uncollectable accounts
receivable when the student account is deemed uncollectable by internal collection efforts or by a third-party collection agency.

Goodwill and Intangible Assets

We test indefinite-lived intangible assets for impairment annually in the fourth quarter of each fiscal year, or more frequently if events and circumstances
warrant. To evaluate the impairment of the indefinite-lived intangible assets, we assess the fair value of the assets to determine whether they are in excess of the
carrying values. Determining the fair value of indefinite-lived intangible assets is judgmental in nature and involves the use of significant estimates and
assumptions. These estimates and assumptions are inherently uncertain, and can include such items as growth rates used to calculate projected future cash flows,
risk-adjusted discount rates, future economic and market conditions, and a determination of appropriate market comparables.

We reassessed our reporting units in 2019, noting that there are three distinct reporting units including (i) Zovio (which includes Ashford), (ii) Fullstack and
(iii) TutorMe. During the third quarter of 2019, our qualitative assessment of goodwill and indefinite-lived intangible assets under ASC 350, Intangibles - Goodwill
and Other, indicated triggering events in the Zovio reporting unit. There were no impairment indicators in the Fullstack or TutorMe reporting units. The
impairment indicator for Zovio included a sustained declining stock price, which indicated the fair value of the Zovio reporting unit was potentially less than the
carrying amount. Consequently, we then performed Step 1 of the impairment test and assessed the fair value of the Zovio reporting unit and determined that the
Zovio reporting unit was less than its carrying value. The Company early adopted ASU 2017-04, Simplifying the accounting for goodwill impairment, as of January
1, 2017. The Company recorded $0.7 million of impairment as of December 31, 2019.

We also have definite-lived intangible assets, which primarily consist of purchased intangibles and capitalized curriculum development costs. The definite-
lived intangible assets are recognized at cost less accumulated amortization. Amortization is computed using the straight-line method based on estimated useful
lives of the related assets unless there is evidence that events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable. We
estimate that the useful life of the capitalized curriculum development costs is three years and the useful life of the purchased intangibles is the life of the related
contract.

Impairment of long-lived assets

We assess potential impairment to our long-lived assets when there is evidence that events or changes in circumstances indicate that the carrying amount of
an asset may not be recoverable. An impairment loss is recorded if the carrying amount of the long-lived asset is not recoverable. The carrying amount of a long-
lived asset is not recoverable if it exceeds the sum of the undiscounted cash flows expected to result from the use and eventual disposition of the asset. Any
required impairment loss is measured as the amount by which the carrying amount of a long-lived asset exceeds fair value, and is recorded as a reduction in the
carrying value of the related asset and an expense to operating results.

During the third quarter of 2019, the qualitative assessment of long-lived assets under ASC 360, Property and Equipment, indicated impairment indicators.
We then performed an undiscounted cash flow analysis, noting that the related assets were recoverable. As such, no impairment in long-lived assets is deemed
necessary as of December 31, 2019.
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Income taxes

We utilize the asset-liability method of accounting for income taxes. Significant judgments are required in determining the consolidated provision for income
taxes. During the ordinary course of business, there are many transactions and calculations for which the ultimate tax settlement is uncertain. As a result, we
recognize tax liabilities based on estimates of whether additional taxes and interest will be due. These tax liabilities are recognized when, despite our belief that our
tax return positions are supportable, we believe that it is more-likely-than-not that those positions may not be fully sustained upon review by tax authorities. We
believe that our accruals for tax liabilities are adequate for all open audit years based on our assessment of many factors, including past experience and
interpretations of tax law. This assessment relies on estimates and assumptions and may involve a series of complex judgments about future events. To the extent
that the final tax outcome of these matters differs from our expectations, such differences will impact income tax expense in the period in which such
determination is made.

We evaluate and account for uncertain tax positions using a two-step approach. Recognition (step one) occurs when we conclude that a tax position, based
solely on its technical merits, is more-likely-than-not to be sustained upon examination. Measurement (step two) determines the amount of benefit that is greater
than 50% likely to be realized upon ultimate settlement with a taxing authority that has full knowledge of all relevant information. Derecognition of a tax position
that was previously recognized would occur when we subsequently determine that a tax position no longer meets the more-likely-than- not threshold of being
sustained.

We are required to file income tax returns in the United States that includes various state and local tax jurisdictions. The preparation of these income tax
returns requires us to interpret the applicable tax laws and regulations in effect in such jurisdictions, which could affect the amount of tax paid by us. The income
tax returns are subject to audits by the applicable federal and state taxing authorities. As part of these audits, the taxing authorities may disagree with our tax
positions. The ultimate resolution of these tax positions is often uncertain until the audit is complete and any disagreements are resolved. We therefore record an
amount for our estimate of the additional tax liability, including interest and penalties, for any uncertain tax positions taken or expected to be taken in an income
tax return. We review and update the accrual for uncertain tax positions as more definitive information becomes available from taxing authorities, and upon
completion of tax audits and expiration of statutes of limitations. We record interest and penalties related to income tax matters in income tax expense.

In addition to estimates inherent in the recognition of current taxes payable, we estimate the likelihood that we will be able to recover our deferred tax assets
each reporting period. Realization of our deferred tax assets is dependent upon future taxable income. To the extent we believe it is more-likely-than-not that all or
some portion of our net deferred tax assets will not be realized, we establish a valuation allowance against deferred tax assets. Significant judgment is required in
determining any valuation allowance recorded against deferred tax assets. In assessing the need for a valuation allowance, we consider all available evidence,
including past operating results, estimates of future taxable income and the feasibility of ongoing tax planning strategies.

Stock-based compensation

We have granted options to purchase our common stock, restricted stock units (“RSUs”) and performance stock units (“PSUs”) to eligible persons under our
2009 Stock Incentive Plan. We also awarded contingent shares of the Company’s common stock for future service during our acquisitions. The benefits provided
by these awards are share-based payments and are recorded in our consolidated statements of income (loss) based upon their fair values.

Stock-based compensation cost is measured using the grant date fair value of the award and is expensed over the vesting period. The fair value of RSUs is the
stock price on the date of grant multiplied by the number of units awarded. The fair value of PSUs was estimated based on our stock price as of the date of grant
using a Monte Carlo simulation model. We estimate the fair value of stock options on the grant date using the Black-Scholes option pricing model. Determining
the fair value of stock options and PSUs at the grant date under these models requires judgment, including estimating our volatility, employee stock option exercise
behaviors and forfeiture rates. The assumptions used in calculating the fair value of stock options and PSUs represent our best estimates, but these estimates
involve inherent uncertainties and the application of management judgment.

Stock options awarded under our 2009 Stock Incentive Plan have an exercise price that equals or exceeds the closing price of our common stock on the date
of grant. The risk-free interest rate is based on the U.S. Treasury yield of those maturities that are consistent with the expected term of the stock option or PSUs in
effect on the date of grant. Dividend rates are based upon historical dividend trends and expected future dividends. As we have never declared or paid any cash
dividends and do not presently plan to pay cash dividends in the foreseeable future, a zero-dividend rate is assumed in our calculation. We have sufficient historical
stock option exercise information to compute an expected term for use as an assumption in the Black-Scholes option pricing and Monte Carlo simulation models,
and as such, our computation of expected term was calculated using
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our own historical data. We also have sufficient historical data on the volatility of our stock to use as a direct assumption in the option pricing models.

The amount of stock-based compensation expense we recognize during a period is based on the portion of the awards that are ultimately expected to vest. We
estimate stock option forfeitures at the time of grant and revise those estimates in subsequent periods if actual forfeitures differ from those estimates. The effect of
a 10% change in estimates to any of the individual inputs to the Black-Scholes option pricing model or the Monte Carlo simulation model would not have a
material impact on our consolidated financial statements.
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Results of Operations

The following table sets forth our consolidated statements of income (loss) data as a percentage of revenue for each of the periods indicated:

Year Ended December 31,
2019 2018 2017

Revenue 100.0 % 100.0 % 100.0 %
Costs and expenses:

Instructional costs and services 50.2 % 49.1 % 49.5 %
Admissions advisory and marketing 40.9 % 38.1 % 36.9 %
General and administrative 17.3 % 11.9 % 10.0 %
Legal settlement expense — % 0.0 % 0.4 %
Restructuring and impairment charges 5.1 % 1.8 % 1.8 %

Total costs and expenses 113.5 % 100.9 % 98.6 %
Operating income (loss) (13.5)% (0.9)% 1.4 %
Other income, net 0.2 % 0.2 % 0.3 %
Income (loss) before income taxes (13.3)% (0.7)% 1.7 %
Income tax expense (benefit) (0.2)% (1.7)% (0.2)%

Net income (loss) (13.1)% 1.0 % 1.9 %

Year Ended December 31, 2019 Compared to Year Ended December 31, 2018

Revenue. Our revenue for the year ended December 31, 2019 and 2018, was $417.8 million and $443.4 million, respectively, representing a decrease of $25.6
million, or 5.8%. The decrease between periods was primarily due to a decrease of 6.9% in average weekly enrollment from 40,133 students for the year ended
December 31, 2018 to 37,378 students for the year ended December 31, 2019. As a result of the decrease in enrollments, tuition revenue for the year ended
December 31, 2019 decreased by approximately $8.9 million or 1.7%, as compared to the year ended December 31, 2018. In addition, technology fee revenue
decreased by $1.2 million, as well as a decrease in net revenue generated from course digital materials of approximately $0.8 million. The decrease in revenue
between periods was also due to higher scholarships for the period, an increase of $25.4 million, year over year. The overall decrease was partially offset by an
increase in net revenue from recently acquired subsidiaries of $10.4 million, as well as the tuition increase effective January 1, 2019.

Instructional costs and services. Our instructional costs and services for the year ended December 31, 2019 and 2018, were $209.7 million and $217.7
million, respectively, representing a decrease of $8.0 million, or 3.7%. In addition to the decline in enrollment, headcount within instructional costs and services
decreased year over year, and the overall decrease in expense is consistent with the continued efforts to improve operating expense management. Specific
decreases between periods primarily include bad debt expense of $6.6 million, corporate support services of $5.4 million, direct compensation of $3.0 million, and
instructor fees of $1.5 million. These decreases were partially offset by increases in instructional supplies of $2.9 million, other subsidiary costs of $2.9 million,
facilities costs of $1.6 million and professional fees of $1.1 million.

Our instructional costs and services, as a percentage of revenue, for the year ended December 31, 2019 and 2018, were 50.2% and 49.1%, respectively,
representing an increase of 1.1%. This increase primarily included increases in instructional supplies of 0.7%, other subsidiary costs of 0.7%, facilities costs of
0.6%, information technology costs of 0.4%, direct compensation of 0.4%, and professional fees of 0.3%. These increases were partially offset by decreases in bad
debt expense of 1.3% and corporate support services of 0.8%. As a percentage of revenue, bad debt expense decreased to 3.9% for the year ended December 31,
2019, compared to 5.2% for the year ended December 31, 2018.

Admissions advisory and marketing. Our admissions advisory and marketing expenses for the year ended December 31, 2019 and 2018, were $170.8 million
and $168.8 million, respectively, representing an increase of $2.1 million, or 1.2%. Specific factors contributing to the overall increase between periods were
primarily due to increases in corporate support services of $5.2 million, other subsidiary costs of $3.9 million and facilities costs of $0.8 million. The overall
increase was partially offset by decreases in compensation of $6.6 million, advertising costs of $0.7 million, information technology costs of $0.3 million, and
transaction costs (relating to the conversion and separation of Ashford) of $0.3 million.

Our admissions advisory and marketing expenses, as a percentage of revenue, for the year ended December 31, 2019 and 2018, were 40.9% and 38.1%,
respectively, representing an increase of 2.8%. This increase primarily included increases in
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corporate support services of 1.1%, advertising costs of 0.9%, other subsidiary costs of 0.9% and professional fees of 0.4%, partially offset by a decrease in
compensation of 0.6%.

General and administrative. Our general and administrative expenses for the year ended December 31, 2019 and 2018, were $72.4 million and $53.0 million,
respectively, representing an increase of $19.4 million, or 36.7%. The increase between periods was primarily due to increases in administrative compensation of
$12.7 million (including equity award mix and acquisition stock compensation), acquisition costs of $6.6 million, amortization of $2.5 million, other administrative
costs of $1.9 million, professional fees of $1.6 million, and facilities costs of $1.4 million. These increases were partially offset by decreases in other subsidiary
costs of $6.9 million.

Our general and administrative expenses, as a percentage of revenue, for the year ended December 31, 2019 and 2018, were 17.3% and 11.9%, respectively,
representing an increase of 5.4%. This increase is mainly due to increases in administrative compensation of 3.5%, acquisition costs of 1.6%, other administrative
costs of 0.7%, amortization of 0.6%, professional fees of 0.6%, facilities costs of 0.4%, partially offset by a decrease in other subsidiary costs of 1.6% and
transaction costs (relating to the conversion and separation of Ashford) of 0.3%.

Legal settlement expense. For the year ended December 31, 2019, there were no legal settlement expenses, as compared to $0.1 million for the year ended
December 31, 2018.

Restructuring and impairment charges. Our restructuring and impairment charges for the year ended December 31, 2019 were $21.5 million, as compared to
$7.8 million for the year ended December 31, 2018, representing an increase of $13.7 million. The charges for the year ended December 31, 2019 were comprised
of $2.3 million of lease exit costs for properties in San Diego and Denver, $18.7 million relating to severance costs for wages and benefits resulting from a
reduction in force, and $0.7 million for asset impairments, offset by a credit to student transfer agreement costs of $0.2 million.

Other income, net. Our other income, net, for the year ended December 31, 2019 was $1.0 million, as compared to other income, net, of $1.0 million for the
year ended December 31, 2018. The balance at December 31, 2019 was primarily a result of decreased interest income due to changes in the levels of average cash
and cash equivalents and investment balances.

Income tax benefit. Income tax benefit for the year ended December 31, 2019 was $0.8 million as compared to income tax benefit of $7.6 million for the year
ended December 31, 2018, or a decrease of $6.8 million in income tax benefit. Income tax benefit was recognized at effective tax rates of 1.4% and 257.4% for the
years ended December 31, 2019 and 2018, respectively. The income tax benefit at December 31, 2019 is mainly attributable to a tax benefit of $2.3 million as a
result of a release of valuation allowance associated with the acquisitions of Fullstack and TutorMe, offset by $1.4 million of unrecognized income tax benefit to
the IRS audit examination.

Net income (loss). Our net loss for the year ended December 31, 2019 was $54.8 million compared to net income of $4.6 million for the year ended
December 31, 2018, a $59.4 million decrease in net income as a result of the factors discussed above.

For a discussion of the financial results of operations for the fiscal year ended December 31, 2018 compared to the fiscal year ended December 31, 2017, refer
to Part I, Item 7 of our 2018 Form 10-K filed with the SEC on March 12, 2019 which discussion is incorporated herein by reference and which is available free
of charge on the SECs website at www.sec.gov.

Liquidity and Capital Resources

We financed our operating activities and capital expenditures during the years ended December 31, 2019 and 2018 through cash on hand. Our cash and cash
equivalents at December 31, 2019 and 2018, were $69.3 million and $166.3 million, respectively, which can be used for operating activities or capital
expenditures. Additionally, at December 31, 2019 and 2018, we had restricted cash of $23.3 million and $24.3 million, respectively, as well as investments of $2.5
million and $2.1 million, respectively. With the funds available to us as of December 31, 2019, we believe that these resources will be sufficient to fund operations
for a reasonable time period.

We manage our excess cash pursuant to the quantitative and qualitative operational guidelines of our cash investment policy. Our cash investment policy,
which is managed by our Chief Financial Officer, has the following primary objectives: (i) preserving principal, (ii) meeting our liquidity needs, (iii) minimizing
market and credit risk, and (iv) providing after-tax returns. Under the policy's guidelines, we invest our excess cash exclusively in high-quality, U.S. dollar-
denominated financial instruments. For a discussion of the measures we use to mitigate the exposure of our cash investments to market risk, credit risk and interest
rate risk, see Item 7A, “Quantitative and Qualitative Disclosures About Market Risk.”
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Stock repurchase programs

The board may authorize us to repurchase outstanding shares of its common stock from time to time in the open market through block trades or otherwise
depending on market conditions and other considerations, pursuant to the applicable rules of the SEC. The Company's policy is to retain these repurchased shares
as treasury shares and not to retire them. The amount and timing of future share repurchases, if any, will be made as market and business conditions warrant. The
timing and extent of any repurchases will depend upon market conditions, the trading price of our shares and other factors, and subject to the restrictions relating to
volume, price and timing under applicable law. We may commence or suspend share repurchases at any time or from time to time.

Available borrowing facilities

We had no borrowings outstanding as of December 31, 2019. The Company had issued letters of credit that are collateralized with cash in the aggregate
amount of $16.7 million, which is included as restricted cash as of December 31, 2019.

As part of its normal business operations, the Company is required to provide surety bonds in certain states in which the Company does business. As of
December 31, 2019, the Company's total available surety bond facility was $8.5 million and the surety had issued bonds under the facility totaling $8.2 million on
the Company's behalf.

Title IV and other governmental funding

Ashford derives the substantial majority of its respective cash revenues from students who enroll and are eligible for various federal student financial
assistance programs authorized under Title IV of the Higher Education Act. In the year ended December 31, 2019, Ashford derived 72.4% of their respective cash
revenues from Title IV program funds, calculated in accordance with applicable Department regulations. Ashford is subject to significant regulatory scrutiny as a
result of numerous standards that must be satisfied in order to participate in Title IV programs. For additional information regarding Title IV programs and the
regulation thereof, see “Regulation” in Item 1, “Business”. The balance of revenues derived by Ashford is from government tuition assistance programs for
military personnel, including veterans, payments made in cash by individuals, reimbursement from corporate partnerships and private loans from third parties. For
additional information, see the section entitled “Student Financing” in Item 1, “Business”.

If we were to become ineligible to receive Title IV and other governmental funding, our liquidity would be significantly impacted. The timing of
disbursements under Title IV programs is based on federal regulations and our ability to successfully and timely arrange financial aid for Ashford's students. Title
IV funds are generally provided in multiple disbursements before we earn a significant portion of tuition and fees and incur related expenses over the period of
instruction. Students must apply for new loans and grants each academic year. These factors, together with the timing at which Ashford's students begin their
programs, affect our revenues and operating cash flow.

Financial responsibility

For the fiscal year ended December 31, 2018, the consolidated composite score calculated was 2.2, satisfying the composite score requirement of the
Department's financial responsibility test, which institutions must satisfy in order to participate in Title IV programs. We expect the consolidated composite score
to be 0.7 for the year ended December 31, 2019. However, the consolidated calculation is subject to determination by the Department once it receives and reviews
our audited financial statements for the year ended December 31, 2019. Additionally, for the year ended December 31, 2019, the composite score at Ashford is
higher than the consolidated score. For additional information, see “Regulation — Department Regulation of Title IV Programs — Financial responsibility” in
Part I, “Business.”

Operating activities

Net cash used in operating activities was $46.1 million, $7.6 million, and $4.1 million, for 2019, 2018 and 2017, respectively. The increase in the net cash
used in operating activities of $38.5 million from 2018 to 2019 was primarily due to a decrease in net income of $59.4 million, decrease in provisions for bad debt
of $6.6 million, and deferred revenue of $4.5 million, mainly due to lower average enrollments. These changes were partially offset by an increase in accounts
payable and accrued liabilities of $14.1 million as compared to prior year, as a result of the changes in rent payments now classified under ASC 842, a smaller
fluctuation in the accounts receivable balance in the current year which resulted in an increase of $8.5 million, and an increase of $9.1 million captured in the
change in other liabilities year over year, mainly due to the release of uncertain tax positions during the current year.

The increase in the net cash used in of $3.5 million from 2017 to 2018 was primarily due to a decrease in net income of $4.5 million, decrease in provisions
for bad debt of $4.2 million (partially due to the impact of ASC 606, and net of the change in accounts receivable), and the releases of uncertain tax positions
during the current year that is in the change of other
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liabilities. These changes were offset by a greater decrease in prepaids and other current assets during 2018 versus 2017, resulting in an increase in cash provided
by operating activities of $3.9 million, and a decrease in other assets (net of long-term restricted cash, which included in other assets) as a result of a decrease in
long term prepaids, resulting in an increase in cash provided by operating activities of $2.8 million. In addition, there was a lower decrease in accounts payable and
accrued liabilities than in prior year of $0.7 million, due to overall operating expense decreasing year over year.

We expect to generate cash from our operating activities in the foreseeable future.

Investing activities

Net cash used in investing activities was $51.4 million and $3.5 million for 2019 and 2018, respectively, and net cash provided by investing activities was
$43.7 million for 2017. During 2019, $19.5 million of net cash used in investing activities was due to cash paid for acquisitions, net of cash acquired. During 2019,
we purchased $0.1 million of investments, had no sales or maturities of investments, and had $0.8 million of capitalized costs for intangible assets. This is
compared to purchases of investments of $1.1 million, sales of investments of $0.9 million, no maturities of investments, and $0.9 million of capitalized costs for
intangible assets in 2018. For 2017, we purchased $0.3 million of investments, had sales of investments of $0.2 million, maturities of investments of $47.7 million
and capitalized costs for intangible assets of $0.6 million. Capital expenditures were $31.0 million, $2.6 million and $3.4 million for 2019, 2018 and 2017,
respectively, with the increase during the current year mainly due to the new corporate headquarters in Chandler, AZ.

For the year ending December 31, 2020, we expect our capital expenditures to be approximately $9.0 million.

Financing activities

Net cash used in financing activities was $0.6 million, $3.8 million and $166.4 million for 2019, 2018 and 2017, respectively. During 2019, net cash used in
financing activities was primarily due to tax withholdings related to vesting of restricted stock awards of $0.8 million, partially offset by proceeds from the
issuance of stock under employee stock purchase plan of $0.2 million. During 2018, net cash used in financing activities was primarily due to the repurchases of
common stock of $2.4 million, cash used for tax withholdings related to net exercise of stock options of $1.1 million, and cash used for the tax withholdings related
to vesting of restricted stock awards of $0.9 million, partially offset by cash provided by option exercises of $0.5 million. During 2017, cash used in financing
activities was primarily due to the repurchases of common stock of $168.7 million, and cash used for tax withholdings related to vesting of restricted stock awards
of $1.9 million, partially offset by cash provided by option exercises of $3.8 million.

Based on our current level of operations, we believe that our future cash flows from operating activities and our existing cash and cash equivalents will
provide adequate funds for ongoing operations, planned capital expenditures and working capital requirements for at least the next 12 months. However, changes
could occur that would consume our available capital resources before that time. Our capital requirements depend on numerous factors, including our ability to
continue to generate revenue. There can be no assurance that additional funding, if necessary, will be available to us on favorable terms, if at all. For additional
information, see Part I, Item 1A, “Risk Factors” which also discuss material risks and uncertainties.
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Off-Balance Sheet Arrangements and Significant Contractual Obligations

As part of our normal business operations, we are required to provide surety bonds in certain states where we do business. We entered into a surety bond
facility with an insurance company to provide such bonds when required. As of December 31, 2019, our total available surety bond facility was $8.5 million and
the surety had issued bonds totaling $8.2 million on our behalf under such facility.

The following table sets forth, as of December 31, 2019, certain significant cash and contractual obligations that will affect our future liquidity:

Payments Due by Period
Total 2020 2021 2022 2023 2024 Thereafter

(In thousands)
Operating lease obligations $ 65,834  $ 10,357  $ 8,315  $ 5,582  $ 4,605  $ 4,298  $ 32,677  
Other contractual obligations 63,613  23,196  13,126  10,151  8,132  4,904  4,104  
Uncertain tax positions 102  —  102  —  —  —  —  

Total $ 129,549  $ 33,553  $ 21,543  $ 15,733  $ 12,737  $ 9,202  $ 36,781  

Segment Information

We operate in one reportable segment as an education technology services company, using a core infrastructure which serves primarily the curriculum and
educational delivery needs of Ashford's students, regardless of geography. Our chief operating decision maker, our Chief Executive Officer and President, manages
our operations as a whole, and our chief operating decision maker does not evaluate expenses or operating income information on a component level.

Recent Accounting Pronouncements

For information regarding recent accounting pronouncements, refer to Note 2, “Summary of Significant Accounting Policies” to our annual consolidated
financial statements included elsewhere in this report.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

Market and Credit Risk

Pursuant to our cash investment policy, we attempt to mitigate the exposure of our cash and investments to market and credit risk by (i) diversifying
concentration to ensure we are not overly concentrated in a limited number of financial institutions, (ii) monitoring and managing the risks associated with the
national banking and credit markets, (iii) investing in U.S. dollar-denominated assets and instruments only, (iv) diversifying account structures so that we maintain
a decentralized account portfolio with numerous stable, highly rated and liquid financial institutions and (v) ensuring that our investment procedures maintain a
defined and specific scope such that we will not invest in higher-risk investment accounts, including financial swaps or derivative and corporate equities.
Accordingly, pursuant to the guidelines established by our cash investment policy, we invest our excess cash exclusively in high-quality, U.S. dollar-denominated
financial instruments.

Despite the investment risk mitigation strategies we employ, we may incur investment losses as a result of unusual and unpredictable market developments,
and we may experience reduced investment earnings if the yields on investments that are deemed to be low risk remain low or decline further in this time of
economic uncertainty. Unusual and unpredictable market developments may also create liquidity challenges for certain of the assets in our investment portfolio.

We have no derivative financial instruments or derivative commodity instruments.

Interest Rate Risk

To the extent we borrow funds, we would be subject to fluctuations in interest rates. As of December 31, 2019, we had no outstanding borrowings.

Our future investment income may fall short of expectations due to changes in interest rates. At December 31, 2019, a hypothetical 10% increase or decrease
in interest rates would not have a material impact on our future earnings, fair value or cash flows related to interest earned on our cash, cash equivalents or
investments.

57



Item 8. Financial Statements and Supplementary Data.

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS
ZOVIO INC AND SUBSIDIARIES

Report of Independent Registered Public Accounting Firm 59
Consolidated Balance Sheets 61
Consolidated Statements of Income (Loss) 62
Consolidated Statements of Comprehensive Income (Loss) 63
Consolidated Statements of Stockholders' Equity 64
Consolidated Statements of Cash Flows 65
Notes to Annual Consolidated Financial Statements 66

58



Report of Independent Registered Public Accounting Firm

To the stockholders and the Board of Directors of Zovio Inc:

Opinions on the Financial Statements and Internal Control over Financial Reporting

We have audited the accompanying consolidated balance sheets of Zovio Inc and subsidiaries (the "Company") as of December 31, 2019 and 2018, the related
consolidated statements of income (loss), comprehensive income (loss), shareholders' equity, and cash flows, for each of the three years in the period ended
December 31, 2019, and the related notes (collectively referred to as the "financial statements"). We also have audited the Company’s internal control over
financial reporting as of December 31, 2019, based on criteria established in Internal Control — Integrated Framework (2013) issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO).

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of the Company as of December 31, 2019 and
2018, and the results of its operations and its cash flows for each of the three years in the period ended December 31, 2019, in conformity with accounting
principles generally accepted in the United States of America. Also, in our opinion, the Company maintained, in all material respects, effective internal control
over financial reporting as of December 31, 2019, based on criteria established in Internal Control — Integrated Framework (2013) issued by COSO.

Changes in Accounting Principle

As discussed in Note 2 to the financial statements, effective January 1, 2019, the Company adopted FASB ASC 842, Leases, using the modified retrospective
approach.

As discussed in Note 2 to the financial statements, effective January 1, 2018, the Company adopted FASB ASC 606, Revenue from Contracts with Customers,
using the modified retrospective approach.

Basis for Opinions

The Company’s management is responsible for these financial statements, for maintaining effective internal control over financial reporting, and for its assessment
of the effectiveness of internal control over financial reporting, included in the accompanying Management’s Report on Internal Control over Financial Reporting.
Our responsibility is to express an opinion on these financial statements and an opinion on the Company’s internal control over financial reporting based on our
audits. We are a public accounting firm registered with the Public Company Accounting Oversight Board (United States) (PCAOB) and are required to be
independent with respect to the Company in accordance with the U.S. federal securities laws and the applicable rules and regulations of the Securities and
Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audits to obtain reasonable
assurance about whether the financial statements are free of material misstatement, whether due to error or fraud, and whether effective internal control over
financial reporting was maintained in all material respects.

Our audits of the financial statements included performing procedures to assess the risks of material misstatement of the financial statements, whether due to error
or fraud, and performing procedures to respond to those risks. Such procedures included examining, on a test basis, evidence regarding the amounts and disclosures
in the financial statements. Our audits also included evaluating the accounting principles used and significant estimates made by management, as well as evaluating
the overall presentation of the financial statements. Our audit of internal control over financial reporting included obtaining an understanding of internal control
over financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal control
based on the assessed risk. Our audits also included performing such other procedures as we considered necessary in the circumstances. We believe that our audits
provide a reasonable basis for our opinions.

Definition and Limitations of Internal Control over Financial Reporting

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles. A company’s internal control over financial
reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit
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preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of compliance with
the policies or procedures may deteriorate.

/s/ DELOITTE & TOUCHE LLP

Phoenix, Arizona

February 20, 2020

We have served as the Company's auditor since 2016.
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ZOVIO INC
Consolidated Balance Sheets

(In thousands, except par value)
As of December 31,

2019 2018
ASSETS  

Current assets:   
Cash and cash equivalents $ 69,280  $ 166,307  
Restricted cash 23,257  18,619  
Investments 2,502  2,068  
Accounts receivable, net 34,951  27,015  
Prepaid expenses and other current assets 20,524  18,255  

Total current assets 150,514  232,264  
Property and equipment, net 34,294  16,860  
Operating lease assets 18,615  —  
Goodwill and intangibles, net 44,419  12,441  
Other long-term assets 2,296  7,927  

Total assets $ 250,138  $ 269,492  

LIABILITIES AND STOCKHOLDERS' EQUITY   
Current liabilities:   

Accounts payable and accrued liabilities $ 68,160  $ 62,792  
Deferred revenue and student deposits 55,284  63,834  

Total current liabilities 123,444  126,626  
Rent liability 22,409  3,183  
Lease financing obligation —  8,634  
Other long-term liabilities 5,347  3,435  

Total liabilities 151,200  141,878  
Commitments and contingencies (see Note 21)
Stockholders' equity:  

Preferred stock, $0.01 par value:  
20,000 shares authorized; zero shares issued and outstanding at December 31, 2019 and 2018 —  —  

Common stock, $0.01 par value:
300,000 shares authorized; 65,695 and 65,289 issued, and 30,327 and 27,168 outstanding, at December 31, 2019 and
2018, respectively 660  653  

Additional paid-in capital 192,413  205,157  
Retained earnings 375,180  429,992  
Treasury stock, 35,368 and 38,121 shares at cost at December 31, 2019 and 2018, respectively (469,315)  (508,188)  

Total stockholders' equity 98,938  127,614  

Total liabilities and stockholders' equity $ 250,138  $ 269,492  

The accompanying notes are an integral part of these consolidated financial statements.
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ZOVIO INC
Consolidated Statements of Income (Loss)
(In thousands, except per share amounts)

  Year Ended December 31,
  2019 2018 2017

Revenue $ 417,795  $ 443,373  $ 475,113  
Costs and expenses:      

Instructional costs and services 209,730  217,700  235,390  
Admissions advisory and marketing 170,791  168,751  175,389  
General and administrative 72,406  52,980  47,381  
Legal settlement expense —  141  1,845  
Restructuring and impairment charges 21,465  7,794  8,682  

Total costs and expenses 474,392  447,366  468,687  
Operating income (loss) (56,597)  (3,993)  6,426  
Other income, net 1,015  1,047  1,511  
Income (loss) before income taxes (55,582)  (2,946)  7,937  
Income tax benefit (770)  (7,582)  (1,174)  

Net income (loss) $ (54,812)  $ 4,636  $ 9,111  

Income (loss) per share:
Basic $ (1.86)  $ 0.17  $ 0.28  
Diluted $ (1.86)  $ 0.17  $ 0.28  

Weighted average number of common shares outstanding used in computing income (loss) per share:
Basic 29,492  27,135  32,058  
Diluted 29,492  27,563  32,794  

The accompanying notes are an integral part of these consolidated financial statements.
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ZOVIO INC
Consolidated Statements of Comprehensive Income (Loss)

(In thousands)

Year Ended December 31,
2019 2018 2017

Net income (loss) $ (54,812)  $ 4,636  $ 9,111  
Other comprehensive gain, net of tax:
     Unrealized gains on investments —  —  1  

Comprehensive income (loss) $ (54,812)  $ 4,636  $ 9,112  

The accompanying notes are an integral part of these consolidated financial statements.
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ZOVIO INC
Consolidated Statements of Stockholders' Equity

(In thousands)

  Common Stock Additional 
Paid-in 
Capital

Retained 
Earnings

Accumulated Other 
Comprehensive 
Gain/(Loss)

Treasury 
Stock

 

  Shares Par Value Total

Balance at December 31, 2016 64,035    $ 641    $ 195,854    $ 417,245    $ (1)   $ (337,069)   $ 276,670   
Stock-based compensation —  —  3,632  —  —  —  3,632  
Exercise of stock options 537  5  3,843  —  —  —  3,848  
Stock issued under employee stock purchase plan 34  1  288  —  —  —  289  
Stock issued under stock incentive plan, net of shares
held for taxes 281  2  (1,862)  —  —  —  (1,860)  
Repurchase of common stock —  —  —  —  —  (168,695)  (168,695)  
Net income —  —  —  9,111  —  —  9,111  
Unrealized gains on investments, net of tax —  —  —  —  1  —  1  
Balance at December 31, 2017 64,887    649    201,755    426,356    —    (505,764)   122,996   
Adoption of accounting standards —  —  —  (1,000)  —  —  (1,000)  
Stock-based compensation —  —  4,787  —  —  —  4,787  
Exercise of stock options 122  2  453  —  —  —  455  
Net share settlement of stock options —  —  (1,097)  —  —  —  (1,097)  
Stock issued under employee stock purchase plan 34  —  210  —  —  —  210  
Stock issued under stock incentive plan, net of shares
held for taxes 246  2  (951)  —  —  —  (949)  
Repurchase of common stock —  —  —  —  —  (2,424)  (2,424)  
Net income —  —  —  4,636  —  —  4,636  
Balance at December 31, 2018 65,289    653    205,157    429,992    —    (508,188)   127,614   
Stock-based compensation —  —  12,340  —  —  —  12,340  
Exercise of stock options 6  1  59  —  —  —  60  
Stock issued under employee stock purchase plan 78  1  191  —  —  —  192  
Stock issued under stock incentive plan, net of shares
held for taxes 322  2  (821)  —  —  —  (819)  
Issuance of shares in acquisition —  3  (24,513)  —  —  38,873  14,363  
Net loss —  —  —  (54,812)  —  —  (54,812)  

Balance at December 31, 2019 65,695    $ 660    $ 192,413    $ 375,180    $ —    $ (469,315)   $ 98,938   

The accompanying notes are an integral part of these consolidated financial statements.
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ZOVIO INC
Consolidated Statements of Cash Flows

(In thousands)
  Year Ended December 31,

  2019 2018 2017
Cash flows from operating activities
Net income (loss) $ (54,812)  $ 4,636  $ 9,111  
Adjustments to reconcile net income (loss) to net cash used in operating activities:

Provision for bad debts 16,252  22,834  30,294  
Depreciation and amortization 10,229  6,786  8,863  
Amortization of premium/discount —  —  20  
Deferred income taxes (36)  (19)  (600)  
Stock-based compensation 12,340  4,787  3,632  
Noncash lease expense 19,261  —  —  
Net loss (gain) on marketable securities (308)  89  (274)  
Reassessment of lease charges 558  2,943  5,829  
Loss on disposal or impairment of fixed assets 208  1,406  864  
Loss on impairment of goodwill and intangibles 670  495  —  

Changes in operating assets and liabilities:
  Accounts receivable (18,537)  (27,007)  (30,343)  
  Prepaid expenses and other current assets 3,874  4,133  280  
  Other long-term assets (7)  2,843  (3,066)  
  Accounts payable and accrued liabilities 1,939  (12,190)  (12,908)  
  Deferred revenue and student deposits (11,099)  (6,598)  (5,605)  
  Operating lease liabilities (22,967)  —  —  
  Other liabilities (3,651)  (12,729)  (10,172)  

Net cash used in operating activities (46,086)  (7,591)  (4,075)  

Cash flows from investing activities   
Capital expenditures (31,029)  (2,581)  (3,387)  
Purchases of investments (126)  (1,067)  (315)  
Capitalized costs for intangible assets (750)  (873)  (553)  
Cash paid for acquisitions, net of cash acquired (19,489)  —  —  
Sales of investments —  975  214  
Maturities of investments —  —  47,725  

Net cash (used in) provided by investing activities (51,394)  (3,546)  43,684  

Cash flows from financing activities   
Proceeds from exercise of stock options 60  455  3,848  
Tax withholdings related to net exercise of stock options —  (1,097)  —  
Proceeds from the issuance of stock under employee stock purchase plan 192  210  289  
Tax withholding on issuance of stock awards (819)  (949)  (1,860)  
Repurchase of common stock —  (2,424)  (168,695)  

Net cash used in financing activities (567)  (3,805)  (166,418)  

Net decrease in cash, cash equivalents and restricted cash (98,047)  (14,942)  (126,809)  
Cash, cash equivalents and restricted cash at beginning of period 190,584  205,526  332,335  

Cash, cash equivalents and restricted cash at end of period $ 92,537  $ 190,584  $ 205,526  

Supplemental disclosure of cash flow information:
Cash paid for interest $ 106  $ 73  $ 65  
Cash (received) paid for income taxes, net $ (1,468)  $ (3,380)  $ 387  

Supplemental disclosure of non-cash transactions:       
Purchase of equipment included in accounts payable and accrued liabilities $ 721  $ 25  $ 379  
Issuance of common stock for vested restricted stock units $ 2,679  $ 2,760  $ 4,779  
Property and equipment under build-to-suit leases $ —  $ 9,861  $ —  
Consideration for acquisition in accounts payable and accrued liabilities $ 441  $ —  $ —  
Issuance of common stock for acquisitions $ 14,363  $ —  $ —  

The accompanying notes are an integral part of these consolidated financial statements.
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ZOVIO INC

Notes to Annual Consolidated Financial Statements

1. Nature of Business

Zovio Inc (the “Company”), formerly known as Bridgepoint Education, Inc., is a Delaware corporation, and is an education technology services company
that partners with higher education institutions and employers to deliver innovative, personalized solutions to help learners and leaders achieve their aspirations.
One of its wholly owned subsidiaries, Ashford University® (“Ashford”), is a regionally accredited academic institution, which delivers programs primarily online.
Ashford offers associate’s, bachelor’s, master’s and doctoral programs.

On April 1, 2019, the Company acquired Fullstack Academy, Inc, (“Fullstack”) and on April 3, 2019, the Company acquired TutorMe.com, Inc.
(“TutorMe”), which became wholly-owned subsidiaries of the Company. The operating results of Fullstack and TutorMe subsequent to the acquisition dates have
been included in the Company's consolidated results of operations. For further information regarding the acquisitions, refer to Note 3, “Business Combinations” to
the consolidated financial statements.

2. Summary of Significant Accounting Policies

Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries. Intercompany transactions have been
eliminated in consolidation.

Use of Estimates

The preparation of the consolidated financial statements in conformity with generally accepted accounting principles in the United States (“GAAP”) requires
management to make estimates and assumptions that affect the reported amounts in the consolidated financial statements. Actual results could differ from those
estimates.

Cash Equivalents and Restricted Cash

Cash and cash equivalents is comprised of cash and other short-term highly liquid investments that are readily convertible into known amounts of cash. The
Company considers all highly liquid investments with maturities of three months or less at the time of purchase to be cash equivalents.

The Company's restricted cash is primarily held in money market accounts, and is excluded from cash and cash equivalents on the Company's consolidated
balance sheets. The majority of restricted cash represents funds held for students from Title IV financial aid programs that result in credit balances on a student’s
account or funds held for students to be refunded in connection with a legal settlement. To a lesser extent, restricted cash also represents amounts held as collateral
for letters of credit, a portion of which is considered long-term. The following table provides a reconciliation of cash, cash equivalents, and restricted cash reported
within the consolidated balance sheets that sum to the total of the same such amounts shown in the statement of cash flows.

As of December 31,
2019 2018 2017

Cash and cash equivalents $ 69,280  $ 166,307  $ 185,098  

Restricted cash, current 23,257  18,619  20,428  

Restricted cash, long-term —  5,658  —  

Total cash, cash equivalents and restricted cash $ 92,537  $ 190,584  $ 205,526  

Investments

The Company has historically held investments that consisted of mutual funds, corporate notes and bonds, and certificates of deposit. As of December 31,
2019, the Company held investments solely in mutual funds. The Company's investments are denominated in U.S. dollars, are investment grade and are readily
marketable. The Company considers as current assets those investments which will mature or are likely to be sold in less than one year.

The Company classifies its investments as either trading, available-for-sale or held-to-maturity. Trading securities are those bought and held principally to
sell in the short-term, with gains or losses from changes in fair value flowing through
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ZOVIO INC

Notes to Annual Consolidated Financial Statements (Continued)

current earnings. Available-for-sale securities are carried at fair value as determined by quoted market prices, with unrealized gains and losses, net of tax, reported
as a separate component of comprehensive income (loss) and stockholders’ equity. Held-to-maturity securities would be carried at amortized cost. Amortization of
premiums, accretion of discounts, interest, and realized gains and losses are included in other income, net in the consolidated statements of income (loss).

The Company regularly monitors and evaluates the realizable value of its investments. If events and circumstances indicate that a decline in the value of these
assets has occurred and is other-than-temporary, the Company would record a charge to other income, net in the consolidated statements of income (loss).

Deferred Compensation

The Company has a deferred compensation plan, into which eligible participants can defer a maximum of 80% of their regular compensation and a maximum
of 100% of their incentive compensation. The amounts deferred by the participant under this plan are credited with earnings or losses based upon changes in values
of participant elected notional investments. Each participant is fully vested in the participant amounts deferred. The Company may make contributions that will
generally vest according to a four-year vesting schedule. After four years of service, participants become fully vested in the employer contributions upon reaching
normal retirement age, death, disability or a change in control. The Company's obligations under the deferred compensation plan totaled $1.8 million and $1.5
million as of December 31, 2019 and 2018, respectively, and are included in other long-term liabilities in the consolidated balance sheets. The Company's assets
relating to the deferred compensation plan totaled $2.5 million and $2.1 million as of December 31, 2019 and 2018, respectively, and are included in investments
in the consolidated balance sheets.

Fair Value Measurements

The Company uses the three-tier fair value hierarchy, which prioritizes the inputs used in measuring fair value. These tiers include: (i) Level 1, defined as
observable inputs such as quoted prices in active markets; (ii) Level 2, defined as inputs other than quoted prices in active markets that are either observable
directly or indirectly, through market corroboration, for substantially the full term of the financial instrument; and (iii) Level 3, defined as unobservable inputs in
which little or no market data exists, therefore requiring an entity to develop its own assumptions.

Accounts Receivable and Allowance for Doubtful Accounts

Accounts receivable consists of student accounts receivable, which represent amounts due for tuition, course digital materials, technology fees and other fees
from currently enrolled and former students. Students generally fund their education through grants and/or loans under various Title IV programs, tuition assistance
from military and corporate employers or personal funds. Generally, payments are due on the respective course start date and are considered past due dependent
upon the student's payment terms. In general, an account is considered delinquent 120 days after the course start date.

Accounts receivable are stated at the amount management expects to collect from outstanding balances. For accounts receivable, an allowance for doubtful
accounts is estimated by management and is principally based on historical collection experience as well as (i) an assessment of individual accounts receivable
over a specific aging and amount, (ii) consideration of the nature of the receivable accounts and (iii) potential changes in the business or economic environment.
The provision for bad debt is recorded within instructional costs and services in the consolidated statements of income (loss). The Company writes off
uncollectable accounts receivable when the student account is deemed uncollectable.
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Notes to Annual Consolidated Financial Statements (Continued)

Property and Equipment

Property and equipment are recognized at cost less accumulated depreciation. Depreciation is computed using the straight-line method based on estimated
useful lives of the related assets as follows:

Furniture and office equipment 3 - 7 years
Software 3 - 5 years
Vehicles 5 years

Leasehold improvements are amortized using the straight-line method over the shorter of the lease term or the estimated useful lives of the assets. Upon the
retirement or disposition of property and equipment, the related cost and accumulated depreciation is removed and a gain or loss is recorded in the consolidated
statements of income (loss). Repairs and maintenance costs are expensed in the period incurred.

Leases

In accordance with Accounting Standard Update (“ASU”) 2016-02, Leases (ASC 842) (“ASC 842”), leases are evaluated and classified as either operating or
finance leases. The Company does not have any finance leases. The Company’s operating leases are included in operating lease assets, accounts payable and
accrued liabilities, and rent liability on the consolidated balance sheets. Operating lease assets and operating lease liabilities are recognized based on the present
value of the future minimum lease payments over the lease term at commencement date. As most of the Company’s leases do not provide an implicit rate, the
Company uses its estimated incremental borrowing rate based on information available at the date of adoption in calculating the present value of its existing lease
payments. The incremental borrowing rate is determined using the U.S. Treasury rate adjusted to account for the Company’s credit rating and the collateralized
nature of operating leases. The operating lease asset also includes any lease payments made and excludes lease incentives and initial direct costs incurred. The
Company’s lease terms may include options to extend or terminate the lease when it is reasonably certain that the Company will exercise that option. Lease
expense for minimum lease payments is recognized on a straight-line method over the term of the lease.

For further information regarding the implementation of the lease guidance, refer to “Recent Accounting Pronouncements” below.

Impairment of Long-Lived Assets

The Company assesses potential impairment to its long-lived assets when there is evidence that events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable. An impairment loss is recorded if the carrying amount of the long-lived asset is not recoverable. The carrying amount
of a long-lived asset is not recoverable if it exceeds the sum of the undiscounted cash flows expected to result from the use and eventual disposition of the asset.
Any required impairment loss is measured as the amount by which the carrying amount of a long-lived asset exceeds fair value and is recorded as a reduction in the
carrying value of the related asset and an expense to operating results.

During the third quarter of 2019, the Company's qualitative assessment of long-lived assets under ASC 360, Property and Equipment, indicated impairment
indicators. The Company then performed an undiscounted cash flow analysis, noting that the related assets were recoverable. No changes in circumstances have
occurred since that assessment, and as such, no impairment in the Company’s long-lived assets is deemed necessary as of December 31, 2019.
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Goodwill and Indefinite-Lived Intangible Assets

The Company tests goodwill and indefinite-lived intangible assets for impairment annually in the fourth quarter of each fiscal year, or more frequently if
events and circumstances warrant. The Company early adopted ASU 2017-04, Simplifying the accounting for goodwill impairment, as of January 1, 2017. To
evaluate the impairment of goodwill, the Company first assesses qualitative factors, such as deterioration in general economic conditions or negative company
financial performance, to determine whether it is more-likely-than-not that the fair value of a reporting unit is less than its carrying amount. To evaluate the
impairment of the indefinite-lived intangible assets, the Company assesses the fair value of the assets to determine whether they were greater or less than the
carrying values. Determining the fair value of indefinite-lived intangible asset is judgmental in nature and involves the use of significant estimates and
assumptions. These estimates and assumptions are inherently uncertain and may include such items as growth rates used to calculate projected future cash flows,
risk-adjusted discount rates, future economic and market conditions, and a determination of appropriate market comparables.

The Company has reassessed its reporting units in 2019, noting that it has three distinct reporting units including (i) Zovio (which includes Ashford), (ii)
Fullstack and (iii) TutorMe. During the third quarter of 2019, the Company's qualitative assessment of goodwill and indefinite-lived intangible assets under ASC
350, Intangibles - Goodwill and Other, indicated triggering events in its Zovio reporting unit. There were no impairment indicators in the Fullstack or TutorMe
reporting units. The impairment indicator for Zovio included a sustained declining stock price, which indicated the fair value of the Zovio reporting unit was
potentially less than the carrying amount. The Company recorded $0.7 million of impairment as of December 31, 2019.

The Company's assessment of indefinite-lived intangible assets during the fourth quarter of fiscal 2019 also resulted in no impairment of its indefinite-lived
intangibles. The Company also has definite-lived intangible assets, which primarily consist of purchased intangibles and capitalized curriculum development costs.
The definite-lived intangible assets are recognized at cost less accumulated amortization. Amortization is computed using the straight-line method based on
estimated useful lives of the related assets.

Revenue and Deferred Revenue

Revenues are recognized when control of the promised goods or services are transferred to the institutions’ students, in an amount that reflects the
consideration the Company expects to be entitled in exchange for those goods or services. Determining whether a valid customer contract exists includes an
assessment of whether amounts due under the contract are collectible. The Company performs this assessment at the beginning of every contract and subsequently
thereafter if new information indicates there has been a significant change in facts and circumstances.

The Company’s contracts with customers generally include multiple performance obligations, which it identifies by assessing whether each good and service
promised in the contract is distinct. For each performance obligation, the Company allocates the transaction price, including fixed and variable consideration, on
the basis of the relative standalone selling prices of each good and service in the contract, which is determined using observable prices.

The Company generates the majority of its revenue from tuition, technology fees, and digital materials related to students whose primary funding source is
governmental funding. Tuition represents amounts charged for course instruction, and technology fees represent amounts charged for the students’ use of the
technology platform on which course instruction is delivered. Digital materials fees represent amounts charged for the digital textbooks that accompany the
majority of courses taught at the Company’s institution. With the exception of students attending courses within the three-week conditional admission period at
Ashford, the majority of tuition and technology fees are recognized as revenue as control of the services is transferred to the student, which occurs over the
applicable period of instruction. Similarly, the majority of digital materials fees are recognized as revenue when control of the product has been transferred to the
student, which occurs when the student is granted unrestricted access to the digital textbook, generally, on the first day of the course. Revenue generated from
students within the conditional admission period is deferred and recognized when the student matriculates into the institution, which occurs in the fourth week of
the course.

The Company's institutions' online students generally enroll in a program that encompasses a series of five to six-week courses that are taken consecutively
over the length of the program. With the exception of those students under conditional admission and students enrolled under the Corporate Full Tuition Grant
(“FTG”) program, online students are billed on a payment period basis on the first day of a course. Students under conditional admission are billed for the payment
period upon matriculation.
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If a student's attendance in a class precedes the receipt of cash from the student's source of funding, the Company establishes an account receivable and
corresponding deferred revenue in the amount of the tuition due for that payment period. Cash received either directly from the student or from the student's source
of funding reduces the balance of accounts receivable due from the student. Financial aid from sources such as the federal government's Title IV programs pertains
to the online student's award year and is generally divided into two disbursement periods. As such, each disbursement period may contain funding for up to four
courses. Financial aid disbursements are typically received during the online student's attendance in the first or second course. Since the majority of disbursements
cover more courses than for which a student is currently enrolled, the amount received in excess effectively represents a prepayment from the online student for up
to four courses. At the end of each accounting period, the deferred revenue and related account receivable balances are reduced to present amounts attributable to
the current course.

In certain cases, the Company's institution provides scholarships to students who qualify under various programs. These scholarships are recognized as direct
reductions of revenue consistent with the timing of recognition associated with the related performance obligations. Also, for some customers, the Company does
not expect to collect 100% of the consideration to which it is contractually entitled and, as a result, those customers may receive discounts or price adjustments
that, based on historical Company practice, represent implied price concessions and are accounted for as variable consideration. The majority of these price
concessions relate to amounts charged to students for goods and services, which management has determined will not be covered by the student’s primary funding
source (generally, government aid) and, as a result, the student will become directly financially responsible for them. The reduction in the transaction price that
results from this estimate of variable consideration reflects the amount the Company does not expect to be entitled to in exchange for the goods and services it will
transfer to the students, as determined using historical experience and current factors, and includes performing a constraint analysis. These estimates of variable
consideration are recorded as direct reductions of revenue consistent with the timing of recognition associated with the related performance obligation.

A portion of tuition revenue, technology fee revenue, and digital materials revenue is generated from contracts with students enrolled under the corporate
FTG program, which is a 12-month grant that, when combined with a corporate partner’s annual tuition assistance program, enables eligible students to earn their
degree without incurring student loan debt. Students enrolled under this program are eligible to take up to ten undergraduate or eight graduate courses per 12-
month grant period and must first utilize 100% of the funds awarded under their employer’s annual tuition assistance program before they can be awarded the FTG
grant. The grants awarded by Ashford under the FTG program are considered a material right, and, as such, the Company records a contract liability for a portion
of the consideration received or due under these contracts. The contract liability is recorded in deferred revenue and student deposits on the Company’s
consolidated balance sheets, and further discussed in the paragraph on deferred revenue below. The standalone selling price of the material right is determined
based on the observable standalone selling price of the courses. The transaction price in each FTG contract is allocated to this material right on a relative
standalone selling price basis. The contract liability is recognized as revenue at the earlier of satisfaction of the future obligation or contract termination. There are
no material differences between the timing of the products and services transferred and the payment terms.

Deferred revenue consists of cash payments that are received or due in advance of performance as well as deferrals associated with certain contracts that
include a material right. For the majority of the Company’s customers, payment for products and services is due at the beginning of each course. Billing of
products and services transferred under a FTG student contract generally occurs after the conclusion of a course. Under special circumstances, some customers
may be offered non-interest bearing payment plan arrangements that can extend for up to a maximum of three years. These payment plan arrangements give rise to
significant financing components. However, since the Company historically collects substantially all the consideration to which it expects to be entitled under such
payment plans within one year or less, the impact of these significant financing components is not material to any period presented.

Workers' Compensation

The Company records a gross liability for estimated workers' compensation claims, incurred but not yet reported, as of each balance sheet date. The
Company also records the gross insurance recoverable due for individual claim amounts. This is recorded as an other asset and as an equal accrued liability. The
stop-loss premium is determined annually, but invoiced and paid on a quarterly basis. The related insurance premiums are expensed ratably over the coverage
period.

Income Taxes

The Company accounts for its income taxes using the asset-liability method whereby deferred tax assets and liabilities are
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determined based on temporary differences between the bases used for financial reporting and income tax reporting purposes. Deferred income taxes are provided
based on the enacted tax rates expected to be in effect at the time such temporary differences are expected to reverse. A valuation allowance is provided for
deferred tax assets if it is more-likely-than-not that the Company will not realize those tax assets through future operations.

The Company evaluates and accounts for uncertain tax positions using a two-step approach. Recognition (step one) occurs when the Company concludes that
a tax position, based solely on its technical merits, is more-likely-than-not to be sustained upon examination. Measurement (step two) determines the amount of
benefit that is greater than 50% likely to be realized upon ultimate settlement with a taxing authority that has full knowledge of all relevant information.
Derecognition of a tax position that was previously recognized would occur when the Company subsequently determines that a tax position no longer meets the
more-likely-than-not threshold of being sustained.

Stock-Based Compensation

Stock-based compensation expense is measured at the grant date fair value of the award and is expensed over the vesting period. The fair value of the
Company's restricted stock units (“RSUs”) is based on the market price of the Company's common stock on the date of grant. The Company estimates the fair
value of stock options on the grant date using the Black-Scholes option pricing model. The Company estimates the fair value of its performance stock units
(“PSUs”) on the grant date using a Monte Carlo simulation model. Determining the fair value of stock-based awards at the grant date under these models requires
judgment, including estimating volatility, employee stock option exercise behaviors and forfeiture rates. The assumptions used in calculating the fair value of
stock-based awards represent the Company's best estimates, but these estimates involve inherent uncertainties and the application of management judgment.

The amount of stock-based compensation expense recognized during a period is based on the portion of the awards that are ultimately expected to vest. The
Company estimates award forfeitures at the time of grant and revises those estimates in subsequent periods if actual forfeitures differ from those estimates. The
Company's equity incentive plans require that stock option awards have an exercise price that equals or exceeds the closing price of the Company's common stock
on the date of grant.

Stock-based compensation expense for stock-based awards is recorded in the consolidated statements of income (loss), net of estimated forfeitures, using the
graded-vesting method over the requisite service periods of the respective stock awards. The requisite service period is generally the period over which an
employee is required to provide service to the Company in exchange for the award.

Instructional Costs and Services

Instructional costs and services consist primarily of costs related to the administration and delivery of the Company's educational programs. These expenses
include compensation for faculty and administrative personnel, curriculum and new program development costs, financial aid processing costs, technology license
costs, bad debt expense and costs associated with other support groups that provide services directly to the students. Instructional costs and services also include an
allocation of information technology, facility, depreciation and amortization costs.

Admissions Advisory and Marketing

Admissions advisory and marketing costs include compensation of personnel engaged in marketing and recruitment, as well as costs associated with
advertising media, purchasing leads and producing marketing materials. Such costs are generally affected by the cost of advertising media and leads, the efficiency
of the Company's marketing and recruiting efforts, compensation for the Company's enrollment personnel and expenditures on advertising initiatives for new and
existing academic programs. Admissions advisory and marketing costs also include an allocation of information technology, facility, depreciation and amortization
costs.

Advertising costs, a subset of admissions advisory and marketing costs, consists primarily of marketing leads and other branding and promotional activities.
These advertising activities are expensed as incurred, or the first time the advertising takes place, depending on the type of advertising activity. Advertising costs
were $74.1 million, $74.8 million and $75.7 million for the years ended December 31, 2019, 2018 and 2017, respectively.
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General and Administrative

General and administrative expenses include compensation of employees engaged in corporate management, finance, human resources, legal and compliance
and other corporate functions. General and administrative expenses also include professional services fees, travel and entertainment expenses and an allocation of
information technology, facility, depreciation and amortization costs.

Legal Settlement Expense

Legal settlement expense is primarily comprised of (i) charges related to the cost of resolution of the previously disclosed civil investigative demands, (ii) the
estimate of amounts to resolve the previously disclosed investigative subpoenas and (iii) the cost to settle a wage and hour dispute.

Restructuring and Impairment Charges

Restructuring and impairment charges are primarily comprised of (i) charges related to the write off and impairment of certain assets, (ii) student transfer
costs relating to the closure of certain components of the Company's business, (iii) severance costs related to headcount reductions made in connection with
restructuring plans and (iv) estimated lease losses related to facilities vacated or consolidated under restructuring plans.

Income (Loss) Per Share

Basic income per common share is calculated by dividing net income available to common stockholders by the weighted average number of common shares
outstanding during the period. Diluted income per common share is calculated by dividing net income available to common stockholders by the sum of (i) the
weighted average number of common shares outstanding during the period and (ii) potentially dilutive securities outstanding during the period, if the effect is
dilutive. Potentially dilutive common shares consist of incremental shares of common stock issuable upon the exercise of the stock options and upon the settlement
of RSUs and PSUs.

Segment Information

The Company operates in one reportable segment as an education technology services company, using a core infrastructure which serves primarily the
curriculum and educational delivery needs of Ashford's students, regardless of geography. The Company's chief operating decision maker, its Chief Executive
Officer and President, manages the Company's operations as a whole, and no revenue, expense or operating income information is evaluated by the chief operating
decision maker on any component level.

Comprehensive Income (Loss)

Comprehensive income (loss) consists of net income (loss) and other gains and losses affecting stockholders’ equity that, under GAAP, are excluded from net
income (loss). The following table summarizes the components of other comprehensive gain (loss) and the related tax effects for the years ended December 31,
2019, 2018 and 2017 (in thousands):

Unrealized gains (losses) on investments
Year ended: Before-Tax Amount Tax Effect Net-of-Tax Amount

December 31, 2019 $ —  $ —  $ —  
December 31, 2018 $ —  $ —  $ —  
December 31, 2017 $ 1  $ —  $ 1  

There were no reclassifications out of other comprehensive income, relating to the net realized gain on the sale of securities, during the years ended
December 31, 2019, 2018 and 2017.

Recent Accounting Pronouncements

In August 2018, the Financial Accounting Standards Board (“FASB”) issued Accounting Standard Update 2018-15 (“ASU 2018-15”), Customer’s
Accounting for Implementation Costs Incurred in a Cloud Computing Arrangement That Is a Service Contract, which amends ASC 350-40 to address a customer’s
accounting for implementation costs incurred in a cloud computing arrangement (“CCA”) that is a service contract. The amendments in ASU 2018-15 align the
requirements for
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capitalizing implementation costs incurred in a hosting arrangement that is a service contract with the requirements for capitalizing implementation costs incurred
to develop or obtain internal-use software. Specifically, ASU 2018-15 amends ASC 350 to include in its scope implementation costs of a CCA that is a service
contract and clarifies that a customer should apply ASC 350-40 to determine which implementation costs should be capitalized in a CCA that is considered a
service contract and which costs to expense. This guidance is effective for public companies for fiscal years, and interim fiscal periods within those fiscal years,
beginning after December 15, 2019; early adoption is permitted. Entities are permitted to apply a retrospective or a prospective transition approach to adopt the
guidance. The Company early adopted ASU 2018-15 on January 1, 2019, on a prospective basis. The adoption of ASU 2018-15 did not have a material impact on
the Company’s consolidated financial statements.

The Company adopted ASU 2016-02, Leases (ASC 842), as of January 1, 2019, using the modified retrospective approach. The Company elected the
‘comparatives under ASC 840 option’ as a transitional practical expedient, which allows the Company to initially apply the new lease requirements at the effective
date and recognize a cumulative effect adjustment to the opening balance of retained earnings in the period of adoption. It also allows the Company to report
comparative periods in the financial statements under previous GAAP under ASC 840, Leases (“ASC 840”). The Company also elected the ‘package of practical
expedients’ permitted under the transition guidance, which allowed the Company to (i) carry forward the historical lease classification, (ii) forgo reassessment of
whether any expired or existing contracts contain leases, and (iii) forgo reassessment of whether any previously unamortized initial direct costs continue to meet
the definition of initial direct costs under ASC 842. The Company did not, however, elect the ‘hindsight’ practical expedient to reassess the lease term for existing
leases. Additionally, the Company does not have land easements, therefore, practical expedients pertaining to land easements are not applicable to the Company.

For the accounting policy practical expedients, the Company elected the short-term lease exemption, under which any lease less than 12 months is excluded
from recognition on the balance sheet. The Company elected not to recognize right-of-use assets (also referred to as operating lease assets) and lease liabilities for
short term leases, which has a lease term of 12 months or less and does not include an option to purchase the underlying asset that the Company is reasonably
certain to exercise. Additionally, the Company elected the non-separation of lease and non-lease components, and as a result, the Company does not need to
account for lease components (e.g., fixed payments including rent) separately from the non-lease components (e.g., common-area maintenance costs).

Upon adoption of ASC 842, the Company recorded operating lease assets of approximately $25.2 million, with corresponding operating lease liabilities of
approximately $31.8 million, respectively, with an offset to accounts payable and accrued liabilities and other long-term liabilities of approximately $8.4 million to
eliminate accrued rent and an offset to prepaid and other current assets of $1.7 million on the consolidated balance sheet as of January 1, 2019. The Company also
derecognized an existing construction-in-process building of approximately $8.6 million with a corresponding debt obligation of the same amount for an asset
under construction in build-to-suit lease arrangements. However, when the Company completed the related build-to-suit construction in April 2019, the Company
recognized operating lease assets and an operating lease liability on its balance sheet for the associated lease.
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There was no adjustment to the opening balance of retained earnings upon adoption of the new standard given the nature of the impacts and the other
transition practical expedients elected by the Company. Adoption of the standard impacted the Company’s previously reported results on January 1, 2019, as
follows (in thousands):

Closing balance at
December 31, 2018

Adjustments due to
ASC 842

Opening balance at
January 1, 2019

Assets
Prepaid and other current assets $ 18,255  $ (1,745)  $ 16,510  
Property and equipment, net $ 16,860  $ (8,634)  $ 8,226  

Operating lease assets (1) (2) $ —  $ 25,165  $ 25,165  
Liabilities and stockholder’s equity
Accounts payable and accrued liabilities $ 62,792  $ 13,177  $ 75,969  

Noncurrent operating lease liabilities (3) $ 3,183  $ 10,243  $ 13,426  
Lease financing obligation $ 8,634  $ (8,634)  $ —  
(1) Represents the reclassification of prepaid rent to operating lease assets.
(2) Represents capitalization of operating lease assets.
(3) Represents recognition of operating lease liabilities; Previously disclosed as rent liability for the portion related to accrued rent.

The standard did not materially impact the Company’s consolidated net earnings and had no material impact on the consolidated statements of cash flows.
For further information regarding leases, refer to Note 15, “Lease Obligations” to the consolidated financial statements.

In June 2016, the FASB issued ASU 2016-13, Financial Instruments - Credit Losses (Topic 326): Measurement of Credit Losses on Financial Instruments
(“ASU 2016-13”). The update is intended to improve financial reporting by requiring timelier recording of credit losses on loans and other financial instruments
held by financial institutions and other organizations. The update requires the measurement of all expected credit losses for financial assets held at the reporting
date based on historical experience, current conditions, and reasonable and supportable forecasts. Organizations are now required to use forward-looking
information to better inform their credit loss estimates. Many of the loss estimation techniques applied today will still be permitted, although the inputs to those
techniques will change to reflect the full amount of expected credit losses. Organizations will continue to use judgment to determine which loss estimation method
is appropriate for their circumstances. The update requires enhanced disclosures to help investors and other financial statement users better understand significant
estimates and judgments used in estimating credit losses, as well as the credit quality and underwriting standards of an organization’s portfolio. These disclosures
include qualitative and quantitative requirements that provide additional information about the amounts recorded in the financial statements. The update is effective
for SEC filers for fiscal years beginning after December 15, 2019, including interim periods within those fiscal years. The Company adopted this standard on
January 1, 2020, and the adoption of ASU 2016-13 did not have a material impact on the Company’s consolidated financial statements.

3. Business Combinations

Acquisition of Fullstack Academy, Inc.

On April 1, 2019, the Company acquired Fullstack, a coding academy headquartered in New York, by acquiring all of its outstanding shares, pursuant to an
Agreement and Plan of Reorganization (the “Fullstack Merger Agreement”). As of March 31, 2019, Fullstack had a carrying value of approximately $7.1 million
of assets, excluding goodwill. At the closing of the Fullstack acquisition, the equityholders of Fullstack received consideration consisting of $17.7 million in cash
(less purchase price adjustments of approximately $1.8 million, plus third-party expenses of approximately $2.0 million), and an aggregate of approximately
2,443,260 shares of the Company’s common stock, subject to escrow adjustments. Additionally, under the Fullstack Merger Agreement, the equityholders of
Fullstack will be entitled to receive up to 2,250,000 contingent shares of the Company’s common stock (the “Fullstack Contingent Consideration”). The Fullstack
Merger Agreement contains an employee incentive retention pool of up to $5.0 million in cash, payable at times over a two-year period.

The assets and liabilities of Fullstack were recorded on the Company’s consolidated balance sheets at their estimated fair values as of April 1, 2019, the
acquisition date. Fullstack’s results of operations are included in the Company’s consolidated statements of income (loss) from that date. Fullstack recognized
revenue of $9.2 million, had an operating loss of $10.6 million,
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and net loss of $10.6 million for the period from acquisition through December 31, 2019. See additional supplemental pro forma financial information below. For
the twelve months ended December 31, 2019, the Company recorded acquisition-related expenses of $4.7 million, in general and administrative on the
consolidated statements of income (loss), associated with the Fullstack acquisition. The Company accounts for business combinations using the acquisition method
of accounting.

The following table summarizes the purchase price, as well as the final allocation of the purchase price relating to the assets and liabilities purchased (in
thousands):

Cash consideration for acquired assets $ 17,743  
Fair value of equity 12,336  
Fair value of contingent consideration payable 3,250  

Total purchase price $ 33,329  

Purchase Price Allocation:
Cash and cash equivalents $ 585  
Accounts receivable 5,604  
Prepaid and other assets 665  
Property and equipment 167  
Operating lease assets 1,297  
Intangible assets 11,605  
Other long-term assets 20  
Accounts payable and accrued liabilities (496)  
Deferred revenue (2,350)  
Long-term liabilities (1,297)  
Total identifiable net assets acquired $ 15,800  
Deferred tax liability (2,166)  
Goodwill 19,695  

Total purchase consideration $ 33,329  

The fair values assigned to assets acquired and liabilities assumed for Fullstack are based upon managements best estimates and assumptions as of the
reporting date. The fair value of the consideration to be paid exceeded the fair value of the net assets acquired and liabilities assumed, resulting in goodwill being
recorded. Goodwill arising from the acquisition consists largely of future performance expected to be generated from new university and student relationships.
None of the goodwill recognized is expected to be deductible for income tax purposes. The acquired intangible assets primarily relate to developed curriculum and
trademarks, as well as university and student relationships, and have useful lives that range from 2 to 10 years.

The fair value of the common shares issued as part of the consideration paid was determined on the basis of the closing market price of the Company’s shares
on the acquisition date, and also incorporated a discount for lack of marketability rates for various holding periods.

The Fullstack Contingent Consideration will become issuable, subject to the terms and conditions of the Fullstack Merger Agreement. Of the total contingent
2,250,000 shares, (i) 1,250,000 are based upon final determination of the achievement of certain employee retention requirements and is being expensed over the
retention period, (ii) 500,000 shares are based upon revenue performance in 2019 and 2020, earned on a sliding scale, in the event that the revenues for Fullstack
are between $25.0 million and $35.0 million, and (iii) 500,000 shares are based upon contract performance milestones in 2019 and 2020, earned on a sliding scale,
in the event that Fullstack obtains between four and eight new university contracts. The fair value of the performance based Fullstack Contingent Consideration
arrangements was estimated by applying a Monte Carlo simulation, based upon the result of forecast information. These measures are based upon significant inputs
that are not observable by the market, and are therefore deemed to be Level 3 inputs. At each subsequent reporting date, the Company will remeasure the
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contingent consideration and recognize any changes in value, if necessary. If the probability of achieving the performance target significantly changes from what
was initially anticipated, the change could have a significant impact on the Company’s financial statements in the period recognized.

Acquisition of TutorMe.com, Inc.

On April 3, 2019, the Company acquired TutorMe, a provider of on-demand tutoring and online courses, headquartered in California, by acquiring all of its
outstanding shares, pursuant to an Agreement and Plan of Reorganization (the “TutorMe Merger Agreement”). As of March 31, 2019, TutorMe had a carrying
value of approximately $0.6 million of assets, excluding goodwill. At the closing of the TutorMe acquisition, in exchange for all outstanding shares of TutorMe
capital stock and other rights to acquire or receive capital stock of TutorMe, the Company (i) paid a total of approximately $3.0 million in cash, (ii) issued a total of
309,852 shares of the Company’s common stock, and (iii) assumed all issued and outstanding options of TutorMe (the “Assumed Options”), of which a total of
231,406 shares of the Company’s common stock are underlying the Assumed Options that are subject to certain time-based vesting requirements and a total of
79,199 shares of the Company’s common stock are underlying the Assumed Options that are subject to certain performance-based vesting requirements.

Separately, the Company (x) paid a total of approximately $1.2 million in cash to certain service providers of TutorMe as a transaction bonus and (y) issued a
total of 293,621 PSUs to certain continuing service providers of TutorMe pursuant to the Company’s 2009 Stock Incentive Plan (as amended) and a restricted stock
unit agreement.

The assets and liabilities of TutorMe were recorded on the Company’s consolidated balance sheets at their estimated fair values as of April 3, 2019, the
acquisition date. TutorMe’s results of operations are included in the Company’s consolidated statements of income (loss) from that date. TutorMe recognized
revenue of $0.9 million, had an operating loss of $3.2 million, and net loss of $3.2 million for the period from acquisition through December 31, 2019. See
additional supplemental pro forma financial information below. For the twelve months ended December 31, 2019, the Company recorded acquisition-related
expenses of $1.9 million, in general and administrative on the consolidated statements of income (loss), associated with the TutorMe acquisition. The Company
accounts for business combinations using the acquisition method of accounting.

The following table summarizes the purchase price, as well as the final allocation of the purchase price relating to the assets and liabilities purchased (in
thousands):

Cash consideration for acquired assets $ 3,028  
Fair value of equity 2,026  

Total purchase price $ 5,054  

Purchase Price Allocation:
Cash and cash equivalents $ 214  
Accounts receivable 46  
Intangible assets 1,730  
Accounts payable and accrued liabilities (35)  
Deferred revenue (200)  
Long-term liabilities (3)  
Total identifiable net assets acquired $ 1,752  
Deferred tax liability (260)  
Goodwill 3,562  

Total purchase consideration $ 5,054  

The fair values assigned to assets acquired and liabilities assumed for TutorMe are based upon managements best estimates and assumptions as of the
reporting date. The fair value of the consideration to be paid exceeded the fair value of the net assets acquired and liabilities assumed, resulting in goodwill being
recorded. Goodwill arising from the acquisition consists largely of future performance expected to be generated from new university and student relationships, as
well as the developed
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technology. None of the goodwill recognized is expected to be deductible for income tax purposes. The acquired intangible assets primarily relate to developed
technology, as well as university and student relationships, and have useful lives that range from 2 to 10 years.

The fair value of equity includes the common shares issued as part of the consideration paid was determined on the basis of the closing market price of the
Company’s shares on the acquisition date, which also incorporated a discount for lack of marketability rates for various holding periods.

Supplemental Pro Forma Information (Unaudited)

The following table presents unaudited pro forma financial information, as if all acquisitions had been included in the company’s results as of January 1,
2018 (in thousands, except per share amounts):

Year Ended December 31,
2019 2018

Revenue $ 421,390  $ 457,208  
Net income (loss) $ (56,661)  $ 4,311  

Basic income (loss) per share $ (1.92)  $ 0.16  
Diluted income (loss) per share $ (1.92)  $ 0.16  

The unaudited supplemental pro forma financial data has been calculated after applying our accounting policies and adjusting the historical results of
Fullstack and TutorMe with pro forma adjustments, net of tax, that assume the acquisition occurred on January 1, 2018.

The unaudited supplemental pro forma financial data does not reflect the potential realization of revenue synergies or cost savings, nor does it reflect other
costs relating to the integration of the acquired companies. This pro forma financial information should not be considered indicative of the results that would have
actually occurred if the acquisition had been consummated on January 1, 2018, nor are they indicative of future results.

4. Revenue Recognition

The following table presents the Company’s net revenue disaggregated based on the revenue source (in thousands):

Year Ended December 31,
2019 2018

Tuition revenue, net $ 379,896  $ 402,711  
Digital materials revenue, net 24,211  24,730  
Technology fee revenue, net 11,772  14,047  

Other revenue, net (1) 1,916  1,885  

Total revenue, net $ 417,795  $ 443,373  

(1) Primarily consists of revenues generated from services such as graduation fees, transcript fees, and other miscellaneous services.

The following table presents the Company’s net revenue disaggregated based on the timing of revenue recognition (in thousands):

Year Ended December 31,
  2019 2018

Over time, over period of instruction $ 342,918  $ 382,554  

Over time, full tuition grant (1) 51,868  36,230  

Point in time (2) 23,009  24,589  

Total revenue, net $ 417,795  $ 443,373  

(1) Represents revenue generated from the corporate FTG program.
(2) Represents revenue generated from digital textbooks and other miscellaneous fees.
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The Company operates under one reportable segment and has no foreign operations or assets located outside of the United States.

Deferred Revenue

Deferred revenue consists of cash payments that are received or due in advance of the Company’s performance as well as deferrals associated with certain
contracts that include a material right. Below are the opening and closing balances of deferred revenue from the Company’s contracts with customers (in
thousands):

2019 2018

Opening balance, January 1  $ 21,768  $ 22,001  
Closing balance, December 31  23,356  21,768  

Increase (Decrease)  $ 1,588  $ (233)  

For further information on deferred revenue and student deposits, refer to Note 12, “Deferred Revenue and Student Deposits” and for further information on
receivables, refer to Note 7, “Accounts Receivable, Net” within the consolidated financial statements.

For the majority of the Company’s customers, payment for products and services is due at the beginning of each course. Billing of products and services
transferred under a FTG student contract generally occurs after the conclusion of a course. Under special circumstances, some customers may be offered non-
interest bearing payment plan arrangements that can extend for up to a maximum of three years. These payment plan arrangements give rise to a significant
financing component. However, since the Company historically collects substantially all of the consideration to which it expects to be entitled under such payment
plans within one year or less, the impact of the significant financing component in these transactions is not material to any period presented.

The difference between the opening and closing balances of deferred revenue primarily results from the timing difference between the Company’s
performance and the customer’s payment. For the year ended December 31, 2019, the Company recognized $21.8 million of revenue that was included in the
deferred revenue balance as of January 1, 2019. For the year ended December 31, 2018, the Company recognized $21.9 million of revenue that was included in the
deferred revenue balance as of January 1, 2018. Amounts reported in the closing balance of deferred revenue are expected to be recognized as revenue within the
next 12 months.

5. Restructuring and Impairment Charges

The Company has written off certain assets and has implemented various restructuring plans to better align its resources with its business strategy. These
related charges are recorded in the restructuring and impairment charges line item on the Company’s consolidated statements of income (loss).

During the years ended December 31, 2019, 2018 and 2017, the Company recognized asset impairment charges of $0.7 million, $1.7 million and $0.8
million, respectively. The charges for the year ended December 31, 2019, related to the impairment of goodwill. The charges in the year ended December 31, 2018
related to the impairment of certain fixed assets, goodwill and intangible assets as a result of the closure of a component of the Company's business, and the
charges in the year ended December 31, 2017 also related to the discontinuation of certain software.

For the years ended December 31, 2019, 2018 and 2017, the Company recognized student transfer costs as a reversal of $0.2 million, a charge of $1.2 million
and a reversal of $0.1 million, respectively. For the year ended December 31, 2018, the charges primarily related to the merger of University of the Rockies into
Ashford. The Department of Education determined that students had the opportunity to have certain portions of their tuition and fees refunded under “borrower
defense to repayment” regulations. The Company previously estimated that a reasonable range for this matter is between $1.5 million and $8.3 million. The
Company previously recorded an expense of $1.5 million for the year ended December 31, 2018 related to this matter which represents its current best estimate of
the cost of resolution of this matter. Partially offsetting these amounts are the reassessments relating to the closure of the Ashford residential campus, in which
ground-based students were provided opportunities to continue their degrees through individual student transfer agreements.

The Company also implemented various reductions in force to help better align personnel resources with the decline in enrollment. During the years ended
December 31, 2019, 2018 and 2017, the Company recognized $18.7 million, $1.9 million
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and $2.2 million, respectively, as restructuring charges related to severance costs for wages and benefits resulting from the reductions in force. The Company
anticipates the remainder of these costs will be paid out by the end of the first quarter of 2020 from existing cash on hand.

The Company vacated or consolidated properties in Denver and San Diego and reassessed its obligations on non-cancelable leases. The fair value estimate of
these non-cancelable leases is based on the contractual lease costs over the remaining term, partially offset by estimated future sublease rental income. The
estimated rental income considers subleases the Company has executed or expects to execute, current commercial real estate market data and conditions,
comparable transaction data and qualitative factors specific to the related facilities. During the years ended December 31, 2019, 2018 and 2017, the Company
recorded $2.3 million, $2.9 million and $5.8 million, respectively, as restructuring charges relating to lease exit and other costs, due to reassessment of estimates.

The following table summarizes the amounts recorded in the restructuring and impairment charges line item on the Company's consolidated statements of
income (loss) for each of the periods presented (in thousands):

  Year Ended December 31,
  2019 2018 2017

Asset impairment $ 670  $ 1,718  $ 798  
Student transfer agreement costs (credits) (171)  1,186  (120)  
Severance costs 18,667  1,947  2,175  
Lease exit and other costs 2,299  2,943  5,829  

Total restructuring and impairment charges $ 21,465  $ 7,794  $ 8,682  

The following table summarizes the changes in the Company's restructuring liability by type during the three-year period ended December 31, 2019 (in
thousands):

Asset Impairment
Student Transfer

Costs Severance Costs
Lease Exit and
Other Costs Total

Balance at December 31, 2016 $ —  $ 1,592  $ 567  $ 18,457  $ 20,616  

Restructuring and impairment charges 798  (120)  2,175  5,829  8,682  
Payments —  (878)  (2,547)  (13,643)  (17,068)  
Non-cash transaction (798)  —  —  —  (798)  

Balance at December 31, 2017 —  594  195  10,643  11,432  

Restructuring and impairment charges 1,718  1,186  1,947  2,943  7,794  
Payments —  (277)  (1,875)  (10,722)  (12,874)  
Non-cash transaction (1,718)  —  —  —  (1,718)  

Balance at December 31, 2018 —  1,503  267  2,864  4,634  

Restructuring and impairment charges 670  (171)  18,667  2,299  21,465  
Payments —  (36)  (10,933)  (1,717)  (12,686)  
Non-cash transaction (670)  —  —  (2,470)  (3,140)  

Balance at December 31, 2019 $ —  $ 1,296  $ 8,001  $ 976  $ 10,273  

The restructuring liability amounts are recorded within either the accounts payable and accrued liabilities account or the rent liability account on the
consolidated balance sheets. The Company is not complete with its restructuring activities and anticipates additional charges in the foreseeable future.
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6. Fair Value Measurements

The following tables summarize the fair value information as of December 31, 2019 and 2018, respectively (in thousands):

December 31, 2019
Level 1 Level 2 Level 3 Total

Mutual funds $ 2,502  $ —  $ —  $ 2,502  
Contingent consideration $ —  $ —  $ 3,150  $ 3,150  

December 31, 2018
Level 1 Level 2 Level 3 Total

Mutual funds $ 2,068  $ —  $ —  $ 2,068  

The mutual funds in the tables above, represent the deferred compensation asset balances, which are considered to be trading securities. There were no
transfers between level categories for investments during the periods presented. The Company’s deferred compensation asset balances are recorded in the
investments line item on the Company’s consolidated balance sheets and are classified as Level 1 securities.

There were no differences between amortized cost and fair value of investments as of December 31, 2019 and 2018. There were no reclassifications out of
accumulated other comprehensive income during either the twelve months ended December 31, 2019 and 2018.

The contingent consideration represents the shares to be issued as part of the acquisition of Fullstack. The contingent consideration is recorded in the other
long-term liabilities line item on the Company’s consolidated balance sheets and are classified as Level 3 securities. For further information regarding acquisitions,
refer to Note 3, “Business Combinations” to the consolidated financial statements. The fair value of accrued contingent consideration is remeasured each reporting
period. Increases or decreases in projected revenue and the related probabilities of achieving the forecast results, may result in a higher or lower fair value
measurement. Changes in fair value resulting from changes in the likelihood of contingent payments are included in the consolidated statements of income (loss).

7. Accounts Receivable, Net

Accounts receivable, net, consists of the following (in thousands):

As of December 31,
2019 2018

Accounts receivable $ 48,663  $ 39,195  
Less allowance for doubtful accounts 13,712  12,180  

Accounts receivable, net $ 34,951  $ 27,015  

There is an immaterial amount of accounts receivable, net, at each balance sheet date with a payment due date of greater than one year.

The following table presents the changes in the allowance for doubtful accounts for accounts receivable for the periods indicated (in thousands):

Allowance for doubtful accounts receivable:
Beginning 
Balance

Charged to 
Expense Deductions (1)

Ending 
Balance

For the year ended December 31, 2019  $ 12,180  $ 16,252  $ (14,720)  $ 13,712  
For the year ended December 31, 2018  $ 15,189  $ 22,834  $ (25,843)  $ 12,180  
For the year ended December 31, 2017  $ 15,621  $ 30,294  $ (30,726)  $ 15,189  

(1) Deductions represent accounts written off, net of recoveries.

80



ZOVIO INC

Notes to Annual Consolidated Financial Statements (Continued)

8. Prepaid Expenses and Other Current Assets

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

As of December 31,
2019 2018

Prepaid expenses $ 4,593  $ 5,445  
Prepaid licenses 2,794  5,840  
Prepaid income taxes 18  —  
Income tax receivable 1,695  5,044  
Prepaid insurance 995  1,077  
Insurance recoverable 670  723  
Other current assets 9,759  126  

Total prepaid expenses and other current assets $ 20,524  $ 18,255  

9. Property and Equipment, Net

Property and equipment, net, consists of the following (in thousands):

As of December 31,
2019 2018

Buildings, build-to-suit $ —  $ 10,434  
Furniture and office equipment 43,579  31,227  
Software 7,381  7,517  
Leasehold improvements 19,973  3,430  
Vehicles 22  22  

Total property and equipment 70,955  52,630  
Less accumulated depreciation and amortization (36,661)  (35,770)  

Total property and equipment, net $ 34,294  $ 16,860  

Depreciation and amortization expense associated with property and equipment totaled $5.6 million, $4.3 million and $5.5 million for the years ended
December 31, 2019, 2018 and 2017, respectively.
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10. Goodwill and Intangibles, Net

Goodwill and intangibles, net, consists of the following (in thousands):

December 31, 2019
Definite-lived intangible assets: Gross Carrying Amount Accumulated Amortization Net Carrying Amount

Capitalized curriculum costs  $ 21,273  $ (19,667)  $ 1,606  
Purchased intangible assets  29,185  (10,950)  18,235  

  Total definite-lived intangible assets $ 50,458  $ (30,617)  $ 19,841  
Goodwill and indefinite-lived intangibles 24,578  

Total goodwill and intangibles, net  $ 44,419  

December 31, 2018
Definite-lived intangible assets: Gross Carrying Amount Accumulated Amortization Net Carrying Amount

Capitalized curriculum costs  $ 21,076  $ (19,338)  $ 1,738  
Purchased intangible assets  15,850  (7,219)  8,631  

  Total definite-lived intangible assets $ 36,926  $ (26,557)  $ 10,369  
Goodwill and indefinite-lived intangibles 2,072  

Total goodwill and intangibles, net  $ 12,441  

Definite-lived intangibles include capitalized curriculum costs, which are the digital course materials, as well as purchased intangible assets. The purchased
intangible assets primarily relate to the trademark agreements with Forbes and the acquired developed curriculum, university relationships and student
relationships.

Goodwill and indefinite-lived intangibles as of December 31, 2019, includes the goodwill resulting from the Fullstack and TutorMe acquisitions and the
indefinite-lived intangibles attributable to the accreditation of the Company's institution.

For the years ended December 31, 2019, 2018 and 2017, amortization expense was $4.6 million, $2.5 million and $3.4 million, respectively. The following
table summarizes the estimated remaining amortization expense as of each fiscal year ended below (in thousands):

Year Ended December 31,
2020 $ 5,316  
2021 4,148  
2022 3,504  
2023 3,352  
2024 1,840  
Thereafter 1,681  

Total future amortization expense $ 19,841  
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11. Accounts Payable and Accrued Liabilities

Accounts payable and accrued liabilities consists of the following (in thousands):

As of December 31,
2019 2018

Accounts payable $ 6,603  $ 5,313  
Accrued salaries and wages 11,872  7,807  
Accrued bonus 6,560  8,147  
Accrued vacation 5,123  7,929  
Accrued litigation and fees 8,041  8,041  
Accrued expenses 20,140  17,692  
Current leases payable 7,875  5,768  
Accrued insurance liability 1,946  2,095  

Total accrued liabilities $ 68,160  $ 62,792  

12. Deferred Revenue and Student Deposits

Deferred revenue and student deposits consists of the following (in thousands):

As of December 31,
2019 2018

Deferred revenue $ 23,356  $ 21,768  
Student deposits 31,928  42,066  

Total deferred revenue and student deposits $ 55,284  $ 63,834  

13. Other Long-Term Liabilities

Other long-term liabilities consists of the following (in thousands):

As of December 31,
2019 2018

Uncertain tax positions $ 102  $ 865  
Other long-term liabilities 2,095  2,570  
Contingent consideration 3,150  —  

Total other long-term liabilities $ 5,347  $ 3,435  

14. Credit Facilities

The Company has issued letters of credit that are collateralized with cash in the aggregate amount of $16.7 million, which is included in restricted cash on the
consolidated balance sheets as of December 31, 2019.

As part of its normal business operations, the Company is required to provide surety bonds in certain states in which the Company does business. The
Company has entered a surety bond facility with an insurance company to provide such bonds when required. As of December 31, 2019, the Company's total
available surety bond facility was $8.5 million and the surety had issued bonds totaling $8.2 million on the Company's behalf under such facility.
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15. Lease Obligations

Operating leases

The Company leases various office facilities which expire at various dates through 2030. These facilities are used for academic operations, corporate
functions, enrollment services and student support services. The Company does not have any leases other than its office facilities. All of the leases were classified
as operating leases for the period ended December 31, 2019, and the Company does not have any finance leases. All of the leases, other than those that may qualify
for the short-term scope exception of 12 months or less, are recorded on the Company’s consolidated balance sheets.

In April 2019, the Company began leasing approximately 131,000 square feet of office space located in Chandler, Arizona, with the lease extending through
2030.

As of December 31, 2019, the lease amounts on the consolidated balance sheets do not include any options to extend, nor any options for early termination.
The Company’s lease agreements do not include rental payments adjusted periodically for inflation. The Company’s lease agreements do not contain any residual
value guarantees or restrictive covenants. The Company is not a party to any related party arrangements with respect to its lease transactions.

For the year ended December 31, 2019, rental expense totaled $22.1 million, calculated in accordance with ASC 842, and rental expense for the years ended
December 31, 2018 and 2017 was $14.9 million and $15.0 million, respectively, calculated in accordance with ASC 840. Rent expense in certain periods also
includes the restructuring and impairment charges recorded and therefore, may differ significantly from cash payments. For additional information, see Note 5,
“Restructuring and Impairment Charges.”

The Company has agreements to sublease certain portions of its office facilities, with three active subleases as of December 31, 2019. The Company’s
subleases do not include any options to extend, nor any options for early termination. The Company’s subleases do not contain any residual value guarantees or
restrictive covenants. All of the subleases were classified as operating leases for the period ended December 31, 2019. The Company is subleasing approximately
28,400 square feet of office space in San Diego, California with a remaining commitment to lease of 4 months and net lease payments of $0.2 million. The
Company is subleasing approximately 72,200 square feet of office space in Denver, Colorado with a remaining commitment to lease of 20 months and net lease
payments of $1.6 million. The Company is subleasing additional office space of approximately 21,000 square feet in Denver, Colorado with a remaining
commitment to lease of 38 months and net lease payments of $1.9 million. Sublease income for the years ended December 31, 2019 and 2018 was $2.7 million (in
accordance with ASC 842) and $2.8 million (in accordance with ASC 840), respectively.

The following tables represent the classification and amounts recorded on the consolidated balance sheets as of December 31, 2019 (in thousands):

Operating lease assets:
Arizona $ 8,401  
California 2,857  
Colorado 7,044  
Iowa 86  
Other 226  

Total $ 18,614  

Operating lease liabilities:
Accounts payable and accrued liabilities $ 7,373  
Rent liability 22,409  

Total $ 29,782  
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The following table represents the classification and amounts recorded on the consolidated statements of income (loss) for the year ended December 31, 2019
(in thousands):

Operating lease costs $ 19,261  
Short-term lease cost 444  

Variable lease costs (1) 2,357  
Less: Sub-lease income (2,742)  

Total net lease costs $ 19,320  

(1) Variable components of the lease payments such as utilities, taxes and insurance, parking and maintenance costs.

The following table represents the maturities of lease liabilities as of December 31, 2019 (in thousands):

2020 $ 9,373  
2021 6,489  
2022 3,915  
2023 2,744  
2024 2,400  
Thereafter 15,264  
Total minimum payments $ 40,185  

Less: Interest (1) (10,403)  

Total net lease liabilities $ 29,782  

(1) Calculated using an appropriate interest rate for each individual lease. See the weighted-average discount rate noted below.

The following table summarizes the future minimum rental payments under non-cancelable operating lease arrangements in effect at December 31, 2018 (in
thousands):

2019 $ 20,382  
2020 9,936  
2021 6,460  
2022 3,826  
2023 2,726  
Thereafter 17,710  

Total minimum payments $ 61,040  

Some of the more significant assumptions and judgments in determining the amounts to capitalize include the determination of the discount rate. The
following table represents the lease term and discount rate used in the calculations as of December 31, 2019:

Weighted-average remaining lease term (in years):
Operating leases 7.0 years  
Weighted-average discount rate:
Operating leases 7.6 %
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The following table represents the cash flow information of operating leases for the year ended December 31, 2019 (in thousands):

Cash paid for amounts included in the measurement of lease liabilities:
Operating cash flows from operating leases $ 22,967  

16. Income (Loss) Per Share

Basic income (loss) per share is calculated by dividing net income (loss) available to common stockholders for the period by the weighted average number of
common shares outstanding for the period.

Diluted income (loss) per share is calculated by dividing net income (loss) available to common stockholders for the period by the sum of (i) the weighted
average number of common shares outstanding during the period, plus (ii) potentially dilutive securities outstanding during the period, if the effect is dilutive.
Potentially dilutive securities for the periods presented include incremental stock options, unvested RSUs and unvested PSUs.

The following table sets forth the computation of basic and diluted income (loss) per share for the periods indicated (in thousands, except per share data):
  Year Ended December 31,
  2019 2018 2017
Numerator:

Net income (loss) $ (54,812)  $ 4,636  $ 9,111  
Denominator:

Weighted average number of common shares outstanding 29,492  27,135  32,058  
Effect of dilutive options and stock units —  428  736  

Diluted weighted average number of common shares outstanding 29,492  27,563  32,794  

Income (loss) per share:
Basic $ (1.86)  $ 0.17  $ 0.28  
Diluted $ (1.86)  $ 0.17  $ 0.28  

The following table sets forth the number of stock options, RSUs and PSUs excluded from the computation of diluted loss per share for the periods indicated
because their effect was anti-dilutive (in thousands):
  Year Ended December 31,

2019 2018 2017

Stock options 1,955  2,524  1,850  
Stock units and contingent consideration 2,141  64  6  

17. Stock-Based Compensation

The Company recorded $12.3 million, $4.8 million and $3.6 million of stock-based compensation expense related to equity awards for the years ended
December 31, 2019, 2018 and 2017, respectively. The related income tax benefit was $3.0 million, $1.2 million and $1.4 million for the years ended December 31,
2019, 2018 and 2017, respectively. However, there was no net tax benefit recorded for the equity awards, as the Company was in a full valuation allowance
position for the years ended December 31, 2019, 2018 and 2017. The Company has stock-based compensation expense related to stock options, RSUs, PSUs and
contingent shares related to acquisitions. The Company records stock-based compensation expense over the vesting term using the graded-vesting method.
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Stock Options

The Company grants stock options from either its 2009 Stock Incentive Plan (the “2009 Plan”) or its Tutorme.com, Inc. 2015 Equity Incentive Plan. The
compensation committee of the Company's board of directors, or the full board of directors (the “board”), determines eligibility, vesting schedules and exercise
prices for stock options granted under the 2009 Plan. Stock options granted under the 2009 Plan typically have a maximum contractual term of 10 years, subject to
the option holder's continuing service with the Company. Stock options are generally granted with a four-year vesting requirement, pursuant to which the option
holder must continue providing service to the Company at the applicable vesting date. All stock options granted during the year ended December 31, 2019 were
awarded pursuant to the Tutorme.com, Inc. 2015 Equity Incentive Plan. All stock options granted during the years ended December 31, 2018 and 2017 were
awarded pursuant to the 2009 Plan. Under the 2009 Plan, the number of authorized shares is subject to automatic increase each January 1 through and including
January 1, 2020, pursuant to a formula contained in the 2009 Plan, without the need for further approval by the board or the Company's stockholders.

Before the adoption of the 2009 Plan, the Company awarded stock options pursuant to the Company's Amended and Restated 2005 Stock Incentive Plan (the
“2005 Plan”). Effective upon the closing of the Company's initial public offering, the 2005 Plan was terminated and no further stock options may be issued under
the 2005 Plan, provided that all stock options then outstanding under the 2005 Plan will continue to remain outstanding pursuant to the terms of the 2005 Plan and
the applicable award agreements.

The following table presents a summary of stock option activity during the years ended December 31, 2019, 2018 and 2017 (in thousands, except for exercise
prices and contractual terms):

Options 
Outstanding

Weighted- 
Average 
Exercise 
Price

Weighted- 
Average 
Remaining 
Contractual 

Term 
(in years)

Aggregate 
Intrinsic Value

December 31, 2016 3,607  $ 13.64  4.80 $ 2,025  
Granted 332  $ 10.44  
Exercised (537)  $ 7.17  
Forfeitures and expired (502)  $ 15.51  

December 31, 2017 2,900  $ 14.15  4.23 $ —  
Granted 35  $ 6.89  
Exercised (798)  $ 10.50  
Forfeitures and expired (165)  $ 17.82  

December 31, 2018 1,972  $ 15.19  4.49 $ 4  
Granted 231  $ 0.36  
Exercised (6)  $ 9.43  
Forfeitures and expired (189)  $ 16.09  

December 31, 2019 2,008  $ 13.42  4.16 $ 393  

Vested and expected to vest at December 31, 2019 1,993  $ 13.48  4.13 $ 380  
Exercisable at December 31, 2019 1,689  $ 15.36  3.32 $ —  

As of December 31, 2019, the Company had 5.4 million shares of common stock reserved for issuance upon the exercise of outstanding stock options and
settlement of outstanding stock awards under the Company's equity incentive plans. Shares issued upon stock option exercises and settlements of stock awards are
drawn from the authorized but unissued shares of common stock.

During the year ended December 31, 2019, approximately 6,300 stock options were exercised with an intrinsic value of approximately $5,900. No windfall
tax benefit was realized from these exercises. The Company also realized a total tax benefit
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shortfall of $0.4 million. During the year ended December 31, 2018, there were 0.8 million stock options exercised with an intrinsic value of $2.3 million. No
windfall tax benefit was realized from these exercises. The Company also realized a total tax benefit shortfall of $0.8 million. During the year ended December 31,
2017, there were 0.5 million stock options exercised with an intrinsic value of $2.7 million. The windfall tax benefit realized from these exercises was $0.3 million.
The Company also realized a total tax benefit shortfall of $1.6 million.

Approximately 0.2 million and 0.2 million stock options expired during the years ended December 31, 2019 and 2018, respectively.

The fair value of each stock option award granted during the years ended December 31, 2019, 2018 and 2017 was estimated on the date of grant using the
Black-Scholes option pricing model. The Company's determination of the fair value of share-based awards is affected by the Company's common stock price as
well as assumptions regarding several complex and subjective variables.

Below is a summary of the assumptions used for the stock options granted in the years indicated.

2019 2018 2017

Weighted average exercise price per share $ 0.36  $ 6.89  $ 10.44  
Risk-free interest rate 2.4 % 2.7 % 2.1 %
Expected dividend yield —  —  —  
Expected volatility 48.5 % 41.8 % 47.2 %
Expected life (in years) 5.75 5.75 5.75
Forfeiture rate 13.0 % 13.0 % 11.0 %
Weighted average grant date fair value per share $ 4.28  $ 2.97  $ 4.76  

The risk-free interest rate is based on the currently available rate on a U.S. Treasury zero-coupon issue with a remaining term equal to the expected term of
the stock option converted into a continuously compounded rate. The Company has never declared or paid any cash dividends on its common stock and does not
currently anticipate paying cash dividends in the future. The Company has enough historical option exercise information to compute an expected term for use as an
assumption in the Black-Scholes option pricing model, and as such, its computation of expected term was calculated using its own historical data. The volatility of
the Company's common stock is also based upon its own historical volatility.

As of December 31, 2019, 2018 and 2017, there was $0.3 million, $0.4 million and $0.9 million, respectively, of unrecognized compensation costs related to
unvested stock options. At December 31, 2019, the unrecognized compensation costs of stock options were expected to be recognized over a weighted average
period of 0.3 years.

Stock Awards

The Company also grants RSUs to its employees under the 2009 Plan. Each RSU represents the future issuance of one share of the Company's common
stock contingent upon the recipient's continued service with the Company through the applicable vesting date. Upon the vesting date, RSUs are automatically
settled for shares of the Company's common stock unless the applicable award agreement provides for delayed settlement. If prior to the vesting date the
employee's status as a full-time employee is terminated, the unvested RSUs are automatically canceled on the employment termination date, unless otherwise
specified in an employee's individual employment agreement. The fair value of an RSU is calculated based on the market value of the common stock on the grant
date and is amortized over the applicable vesting period using the graded-vesting method.

The Company also grants certain PSUs under the 2009 Plan to various individuals. Each PSU represents the future issuance of one share of the Company's
common stock contingent upon achievement of the applicable performance target and the recipient's continued service with the Company through the applicable
vesting date. Certain of the PSUs may be earned based on the achievement of a market-based measure, and certain of the PSUs may be earned based on
performance-based measures.

With respect to each award of PSUs, vesting is based upon the achievement of the applicable performance target, and subject to the employee's continued
service with the Company through the applicable vesting date. If prior to the vesting date the employee's status as a full-time employee is terminated, the unvested
PSUs are automatically canceled on the employment
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termination date, unless otherwise specified in an employee's individual employment agreement. PSUs are amortized over the applicable vesting period using the
graded-vesting method. The fair value of the portion of the PSU awards subject to earning based on the achievement of a performance-based measure was based on
the Company's stock price as of the date the applicable performance target was approved by the board. Compensation cost for the portion of the PSU awards
subject to earning based on the achievement of a performance-based measure is recorded based on the probable outcome of the performance conditions associated
with the shares, as determined by management. The fair value of the portion of the PSU awards subject to earning based on the achievement of a market-based
measure was estimated based on the Company's stock price as of the date of grant using a Monte Carlo simulation model.

The weighted-average assumptions for the PSU awards in 2019 subject to earning based on the achievement of a market-based measure are noted in the
following table:

2019
Grant price per share $ 5.77  
Risk-free interest rate 2.1 %
Expected dividend yield —  
Historical volatility 57.4 %
Expected life (in years) 3
Forfeiture rate 13.0 %
Weighted average grant date fair value per share $ 7.78  

A summary of the RSU and PSU activity and related information is as follows (in thousands, except for exercise prices and contractual terms):

Restricted Stock Units and Performance Stock Units
Time-Based RSU Performance-Based PSU Market-Based PSU

Number of Shares

Weighted
Average 

Purchase Price
Number of
Shares

Weighted
Average 

Purchase Price Number of Shares

Weighted
Average 

Purchase Price

Balance at December 31, 2016  1,134  $ 10.52  267  $ 9.86  735  $ 5.09  
Awarded 473  $ 10.45  —  —  —  —  
Vested (461)  $ 10.58  —  —  —  —  
Canceled (302)  $ 10.51  (103)  $ 9.86  (300)  $ 5.04  

Balance at December 31, 2017  844  $ 10.45  164  $ 9.86  435  $ 5.13  
Awarded 1,121  $ 7.55  —  —  237  $ 9.57  
Vested (377)  $ 10.68  —  —  —  —  
Canceled (148)  $ 9.61  —  —  (2)  $ 9.57  

Balance at December 31, 2018  1,440  $ 8.22  164  $ 9.86  670  $ 6.69  
Awarded 1,565  $ 5.00  —  —  845  $ 6.01  
Vested (461)  $ 13.78  —  —  —  —  
Canceled (239)  $ 7.05  (164)  $ 9.86  (445)  $ 5.23  

Balance at December 31, 2019  2,305  $ 5.04  —  $ —  1,070  $ 6.76  

As of December 31, 2019, 2018 and 2017, there was $6.2 million, $6.4 million and $3.6 million, respectively, of unrecognized compensation costs related to
unvested RSUs. At December 31, 2019, the unrecognized compensation costs of RSUs were expected to be recognized over a weighted average period of 1.4
years.

During the year ended December 31, 2019, 0.5 million RSUs vested and were released with a market value of $2.7 million. No windfall tax benefit was
realized from these awards, and the related tax benefit shortfall realized was $1.1 million. During the year ended December 31, 2018, 0.4 million RSUs vested and
were released with a market value of $2.8 million. The related windfall tax benefit realized was approximately $39,000, and the related tax benefit shortfall
realized from the RSUs released was $0.3 million. During the year ended December 31, 2017, 0.5 million RSUs vested and were released with a market
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value of $4.8 million. The related windfall tax benefit realized was $0.1 million, and the related tax benefit shortfall realized from the RSUs released was $0.1
million.

As of December 31, 2019, there were no unrecognized compensation costs related to unvested PSUs. At December 31, 2019, the unrecognized compensation
costs of PSUs were expected to be recognized over a weighted average period of 1.8 years, to the extent the applicable performance criteria are met. No PSUs
vested during the years ended December 31, 2019, 2018 and 2017.

As of December 31, 2019, there was $1.7 million of unrecognized compensation costs for contingent shares related to acquisitions.

18. Income Taxes

The Company uses the asset-liability method to account for taxes. Under this method, deferred income tax assets and liabilities result from temporary
differences between the tax basis of assets and liabilities and their reported amounts in the financial statements that will result in income and deductions in future
years. The components of income tax expense (benefit) are as follows (in thousands):

Year Ended December 31,
2019 2018 2017

Current:
Federal $ 1,603  $ (1,836)  $ (1,091)  
State 7  (5,727)  517  

1,610  (7,563)  (574)  
Deferred:

Federal (2,104)  (12)  (605)  
State (276)  (7)  5  

(2,380)  (19)  (600)  

Total $ (770)  $ (7,582)  $ (1,174)  

Each reporting period, the Company assesses the likelihood that it will be able to recover its deferred tax assets, which represent timing differences in the
recognition of certain tax deductions for accounting and tax purposes. The realization of deferred tax assets is dependent, in part, upon future taxable income.
Significant judgment is required in determining any valuation allowance recorded against deferred tax assets. In assessing the need for a valuation allowance, the
Company considers all available evidence, including past operating results, estimates of future taxable income given current business conditions affecting the
Company, and the feasibility of ongoing tax planning strategies.

As of December 31, 2019, the Company continues to record a full valuation allowance against all net deferred tax assets, as was the case at December 31,
2018. The Company intends to maintain a valuation allowance against its deferred tax assets until sufficient positive evidence exists to support its reversal.

Deferred income tax balances reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities and their tax bases and
are stated at enacted tax rates expected to be in effect when taxes are paid or recovered.
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Significant components of the Company’s deferred tax assets and liabilities and balance sheet classifications are as follows (in thousands):

As of December 31,
2019 2018

Deferred tax assets:
Net operating loss $ 16,468  $ 5,925  
Fixed assets —  1,543  
Bad debt 2,022  1,537  
Vacation accrual 1,204  1,954  
Stock-based compensation 6,219  5,313  
Deferred rent —  2,168  
Operating lease liabilities 7,303  —  
Bonus accrual 1,072  1,456  
Accrued expenses 3,450  3,303  
Other 1,041  987  

Total deferred tax assets 38,779  24,186  
Valuation allowance (31,677)  (23,603)  
Net deferred tax assets 7,102  583  
Deferred tax liabilities:

Fixed assets and intangibles (2,119)  —  
Indefinite-lived intangibles (344)  (450)  
Operating lease assets (4,603)  —  
Other (155)  (288)  

Total deferred tax liabilities (7,221)  (738)  

Total net deferred tax assets (liabilities) $ (119)  $ (155)  

At December 31, 2019, the Company had federal and state net operating loss carryforwards of $63.4 million and $61.2 million, respectively, which are
available to offset future taxable income. The federal and state net operating loss carryforwards will begin to expire in 2021 and 2020, respectively. The
Company’s utilization of net operating loss carryforwards may be subject to annual limitations due to ownership change provisions of Section 382 of Internal
Revenue Code of 1986, as amended.

The following table presents a reconciliation of the income tax benefit computed using the federal statutory tax rate of 21% and the Company's provision for
income taxes (in thousands):

Year Ended December 31,
2019 2018 2017

Computed expected federal tax expense $ (11,673)  21.0 % $ (619)  21.0 % $ 2,778  35.0 %
State taxes, net of federal benefit (1,349)  2.4  142  (4.8)  277  3.5  
Permanent differences 1,685  (3.0)  640  (21.7)  (363)  (4.5)  
Uncertain tax positions (292)  0.5  (4,422)  150.1  677  8.5  
Credits —  —  —  —  (466)  (5.9)  
Stock compensation 1,189  (2.1)  879  (29.8)  1,277  16.1  
Federal tax rate change —  —  —  —  12,726  160.3  
Domestic production activities 1,739  (3.1)  (2,245)  76.2  —  —  
Valuation allowance 8,074  (14.5)  (1,939)  65.8  (18,169)  (228.9)  
Other (143)  0.2  (18)  0.6  89  1.1  

Income tax benefit $ (770)  1.4 % $ (7,582)  257.4 % $ (1,174)  (14.8)%
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The following table presents a reconciliation of the beginning and ending amount of unrecognized tax benefits (in thousands):

Year Ended December 31,
2019 2018 2017

Unrecognized tax benefits at beginning of period  $ 885  $ 18,869  $ 20,248  
Gross increases - tax positions in prior period 1,371  487  427  
Gross decreases - tax positions in prior period —  (16,369)  (1,354)  
Gross increases - current period tax positions —  —  —  
Settlements —  (1,936)  —  
Lapse of statute of limitations (128)  (166)  (452)  

Unrecognized tax benefits at end of period  $ 2,128  $ 885  $ 18,869  

Included in the amount of unrecognized tax benefits at December 31, 2019 and 2018 is $2.0 million and $0.7 million, respectively, of tax benefits that, if
recognized, would affect the Company's effective tax rate. Also included in the balance of unrecognized tax benefits at December 31, 2019 and 2018 is less than
$0.1 million and $0.1 million, respectively, of tax benefits that, if recognized, would result in adjustments to other tax accounts, primarily deferred tax assets which
was offset by a full valuation allowance. It is reasonably possible that the total amount of the unrecognized tax benefit will change during the next 12 months;
however, the Company does not expect the potential change to have a material effect on the results of operations or financial position in the next year.

The Company recognizes interest and penalties related to uncertain tax positions in income tax expense. At December 31, 2019 and 2018, the Company had
approximately $0.4 million and $0.1 million, respectively, of accrued interest and penalties, before any tax benefit, related to uncertain tax positions.

The Company has analyzed filing positions in all the federal and state jurisdictions where it is required to file income tax returns, as well as all open tax years
in these jurisdictions. The tax years 2001 through 2018 are open to examination by major taxing jurisdictions to which the Company is subject.

The Company is currently under Internal Revenue Service audit examinations of the Company’s income tax returns for the years 2013 through 2016.

The Company’s income tax returns for the tax years ended December 31, 2013 through 2015 are under examination by the California Franchise Tax Board.
The audit examination is currently on hold until the IRS audit examination has been completed.

There are no other income tax audit examinations pending at December 31, 2019 other than the aforementioned IRS and FTB audit examinations.

19. Regulatory

The Company is subject to extensive regulation by federal and state governmental agencies and accrediting bodies. In particular, the Higher Education Act of
1965, as amended (the “Higher Education Act”), and the regulations promulgated thereunder by the U.S. Department of Education (the “Department”) subject the
Company to significant regulatory scrutiny on the basis of numerous standards that institutions of higher education must satisfy in order to participate in the
various federal student financial aid programs under Title IV of the Higher Education Act (“Title IV programs”). Ashford is regionally accredited by WASC Senior
College and University Commission (“WSCUC”).

Department of Education Open Program Review of Ashford

On July 7, 2016, Ashford was notified by the Department that an off-site program review had been scheduled to assess Ashford’s administration of the Title
IV programs in which it participates. The off-site program review commenced on July 25, 2016 and covered students identified in the 2009-2012 calendar year
data previously provided by Ashford to the Department in response to a request for information received from the Multi-Regional and Foreign School Participation
Division of the Department’s Office of Federal Student Aid (“FSA”) on December 10, 2015, but may be expanded if the Department deems such expansion
appropriate.
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On December 9, 2016, the Department informed Ashford that it intended to continue the program review on-site at Ashford. The on-site program review
commenced on January 23, 2017 and initially covered the 2015-2016 and 2016-2017 award years, but may be expanded if the Department deems such expansion
appropriate. To date, the Company has not received a draft report from the Department.

Program Participation Agreement for Ashford

On April 23, 2018, Ashford received an updated Program Participation Agreement from the Department. Based on the updated Program Participation
Agreement, Ashford is provisionally certified to participate in Federal Student Financial Aid Programs until March 31, 2021. Ashford is required to submit its
reapplication for continued certification by December 31, 2020.

Department of Education Close Out Audit of University of the Rockies

The Company previously recorded an expense of $1.5 million for the year ended December 31, 2018, in relation to the close out audit of University of the
Rockies resulting from its merger with Ashford in October 2018. The expense was recorded in relation to borrower defense to repayment regulations. On
September 26, 2019, the Department of Education sent Ashford a Final Audit Determination letter for the University of the Rockies. This letter confirmed that with
the exception of the borrower defense to repayment regulations, none of the other audit findings resulted in financial liability. The Department also stated that
additional liabilities could accrue in the future. On December 19, 2019, the Company filed an administrative appeal with the Department appealing the alleged
liability on the basis that the University of Rockies did not close but rather merged with Ashford University. The briefing on the appeal is scheduled to be
completed by April 23, 2020, following which the assigned administrative law judge will issue a decision.

WSCUC Accreditation of Ashford

In July 2013, WSCUC granted Initial Accreditation to Ashford for five years, until July 15, 2018. In December 2013, Ashford effected its transition to
WSCUC accreditation and designated its San Diego, California facilities as its main campus and its Clinton, Iowa campus as an additional location. As part of its
institutional review process, WSCUC commenced its comprehensive review of Ashford with an off-site review in March 2018. As part of the WSCUC Institutional
Review Process a Reaffirmation of Accreditation Visit was conducted by an evaluation team April 3-5, 2019. At its meeting June 26-28, 2019, the Commission
acted to reaffirm Ashford’s accreditation through Spring 2025.

WSCUC also visited Ashford on May 1, 2019 to conduct its federally mandated, six-month post-implementation review, due to the merger of University of
the Rockies and into Ashford which was finalized on October 31, 2018. WSCUC has verified that Ashford has met all post-implementation requirements related to
the merger of the two entities.

In a separate action, Ashford submitted a change of control and legal status application (the “Change of Control Application”) to convert to a nonprofit
California public benefit corporation, and separate from the Company (the “Conversion Transaction”). On July 12, 2019, WSCUC notified Ashford that it had
approved the Change of Control Application for the Conversion Transaction. The approval is subject to certain conditions which must be met prior to the close of
the Conversion Transaction, including divestiture of financial and ownership interest in the Company by all Ashford officers and related parties and submission of
a revised services agreement with respect to the Conversion Transaction, including the incorporation of key performance indicators into that agreement. WSCUC is
also requiring a post-implementation site visit of Ashford within six months of the close of the Conversion Transaction.

Department of Education Abbreviated Preacquisition Review Letter

On October 7, 2019, the Company announced that in connection with the Conversion Transaction, the Department has provided a response (the “Abbreviated
Preacquisition Review Letter”) to the request for review made on July 15, 2019. The request for an abbreviated preacquisition review was made in accordance with
Department procedures pursuant to which the Department provides information about conditions it intends to impose in connection with the continued participation
in federal Title IV student financial aid programs by the applicant following a change in ownership.

In the Abbreviated Preacquisition Review Letter, along with other conditions, the Department indicated that it would require the posting of an irrevocable
letter of credit with the Department within ten days of the Conversion Transaction for approximately $103 million, representing the Department’s determination of
25% of the Title IV funding in fiscal year 2018 (the “25% LOC”). This letter of credit would require coverage for 12 months, unless extended or replaced as
determined by the
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Department. The Department is expected to conduct a post-closing review of Ashford following the change of control resulting from the Conversion Transaction
consistent with the Department’s procedures during which the Department makes a determination on the institution’s request for recertification from the
Department following the change of control, including whether to impose an increase in the letter of credit requirement or place other conditions or restrictions on
Ashford.

The “90/10” Rule

Under the Higher Education Act, a proprietary institution loses eligibility to participate in Title IV programs if the institution derives more than 90% of its
revenues from Title IV program funds for two consecutive fiscal years, as calculated in accordance with Department regulations. This rule is commonly referred to
as the “90/10 rule.” Any institution that violates the 90/10 rule for two consecutive fiscal years becomes ineligible to participate in Title IV programs for at least
two fiscal years. In addition, an institution whose rate exceeds 90% for any single fiscal year is placed on provisional certification and may be subject to other
enforcement measures. In September 2016, the Department issued new audit standards, for financial statement audits of proprietary institutions for fiscal years
ending June 30, 2017 or later, which include a requirement that institutions must determine Title IV and non-Title IV revenue on a student by student basis. On the
basis of this calculation, during the fiscal year ended December 31, 2019, Ashford derived 72.4%, of their respective cash revenues from Title IV program funds.
As previously reported, for fiscal years ended December 31, 2018 and 2017, Ashford derived 78.6% and 80.8%, respectively, of its respective cash revenues from
Title IV program funds.

Cohort Default Rate

For each federal fiscal year, the Department calculates a rate of student defaults over a three-year measuring period for each educational institution, which is
known as a “cohort default rate.” An institution may lose eligibility to participate in the William D. Ford Federal Direct Loan Program and the Federal Pell Grant
Program if, for each of the three most recent federal fiscal years, 30% or more of its students who became subject to a repayment obligation in that federal fiscal
year defaulted on such obligation by the end of the following federal fiscal year.

The most recent official three-year cohort default rates for Ashford for the 2016, 2015 and 2014 federal fiscal years, were 13.7%, 13.5% and 14.9%,
respectively.

Financial Responsibility

The Department calculates an institution's composite score for financial responsibility based on its (i) equity ratio, which measures the institution's capital
resources, ability to borrow and financial viability; (ii) primary reserve ratio, which measures the institution's ability to support current operations from expendable
resources; and (iii) net income ratio, which measures the institution's ability to operate at a profit. An institution that does not meet the Department's minimum
composite score of 1.5 may demonstrate its financial responsibility by posting a letter of credit in favor of the Department and possibly accepting other conditions
on its participation in the Title IV programs.

For the fiscal year ended December 31, 2018, the consolidated composite score calculated was 2.2, satisfying the composite score requirement of the
Department's financial responsibility test, which institutions must satisfy to participate in Title IV programs. The Company expects the consolidated composite
score for the year ended December 31, 2019 to be 0.7 and below the composite score requirement as a result of non-recurring restructuring and acquisition related
charges. The Department has historically calculated Ashford’s composite score based on Zovio’s consolidated audited financial statements rather than Ashford’s
stand alone audited financial statements. However, the deadline to submit audited financial statements to the Department is June 30, 2020, by which date the
Company expects that Ashford will have been separated from Zovio as a result of the Conversion Transaction currently scheduled to close on or before June 1,
2020. Following separation and closing, and given that Ashford will no longer be owned by Zovio, Ashford will submit its stand-alone audited financial statements
to the Department for the purpose of calculating the institution’s composite score. The Company expects Ashford’s composite score, based on its standalone
audited financial statements for the year ended December 31, 2019, to be at least 1.6 and above the Department’s requirement for a composite score of 1.5 or
greater.

If the Conversion Transaction is not completed as scheduled or the Department calculates Ashford’s composite score based on Zovio’s consolidated financial
statements, the institution’s composite score for the period ended December 31, 2019 would be below the required composite score of at least 1.5. In such event, to
continue participation in Title IV programs, Ashford would unless the Department accepts a previously submitted letter of credit toward the requirement, either
need to: (1) submit a letter of credit equal to at least 50% or more of the Title IV Program funds received by the institution during its most
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recently completed fiscal year; or (2) at the discretion of the Department, submit a letter of credit equal to at least 10% or more of the Title IV Program funds
received by the institution during its most recently completed fiscal year and accept additional conditions (including, but not limited to, a provisional certification,
compliance with monitoring requirements, remain current on debt payments, meet certain financial obligations, agree to receive Title IV Program funds under an
arrangement other than the Department’s standard advance funding arrangement, and agree to pay Title IV credit balances due to students before submitting a
request for funds to the Department).

Return of Title IV funds for students who withdraw

If a student who has received Title IV funds withdraws, the institution must determine the amount of Title IV program funds the student has earned pursuant
to applicable regulations. If the student withdraws during the first 60% of any payment period (which, for undergraduate online students, is typically a 20-week
term consisting of four five-week courses), the amount of Title IV funds that the student has earned is equal to a pro rata portion of the funds the student received
or for which the student would otherwise be eligible for the payment period. If the student withdraws after the 60% threshold, then the student is deemed to have
earned 100% of the Title IV funds received. If the student has not earned all the Title IV funds disbursed, the institution must return the unearned funds to the
appropriate lender or the Department in a timely manner, which is generally no later than 45 days after the date the institution determined that the student
withdrew. If an institution's annual financial aid compliance audit in either of its two most recently completed fiscal years determines that 5% or more of such
returns were not timely made, the institution may be required to submit a letter of credit in favor of the Department equal to 25% of the amount of unearned Title
IV funds the institution was required to return for its most recently completed fiscal year. For the fiscal year ended December 31, 2019, the Company's institution
did not exceed the 5% threshold for late refunds sampled.

Substantial Misrepresentation

The Higher Education Act prohibits an institution participating in Title IV programs from engaging in substantial misrepresentation regarding the nature of
its educational programs, its financial charges or the employability of its graduates. Under the Department’s rules, a “misrepresentation” is any false, erroneous or
misleading statement an institution, one of its representatives or any ineligible institution, organization or person with whom the institution has an agreement to
provide educational programs or marketing, advertising, recruiting, or admissions services makes directly or indirectly to a student, prospective student or any
member of the public, or to an accrediting agency, a state agency or the Department. The Department’s rules define a “substantial misrepresentation” as any
misrepresentation on which the person to whom it was made could reasonably be expected to rely, or has reasonably relied, to that person’s detriment. For-profit
educational institutions are also subject to the general deceptive practices jurisdiction of the Federal Trade Commission and the Consumer Financial Protection
Bureau (the “CFPB”).

On December 10, 2015, Ashford received a request for information from the Multi-Regional and Foreign School Participation Division of the FSA for (i)
advertising and marketing materials provided to prospective students regarding the transferability of certain credits, (ii) documents produced in response to the
August 10, 2015 Civil Investigative Demand from the CFPB related to the CFPB’s investigation to determine whether for-profit postsecondary education
companies or other unnamed persons have engaged in or are engaging in unlawful acts or practices related to the advertising, marketing or origination of private
student loans, (iii) certain documents produced in response to subpoenas and interrogatories issued by the Attorney General of the State of California (the “CA
Attorney General”) and (iv) records created between 2009 and 2012 related to the disbursement of certain Title IV funds. The FSA is investigating representations
made by Ashford to potential and enrolled students, and has asked the Company and Ashford to assist in its assessment of Ashford’s compliance with the
prohibition on substantial misrepresentations. The Company and Ashford are cooperating fully with the FSA with a view toward demonstrating the compliant
nature of their practices.

The Department is currently conducting a program review to assess Ashford’s administration of the Title IV programs in which it participates. For additional
information, see “Department of Education Open Program Review of Ashford” above.

If the Department determines that one of the Company’s institution has engaged in substantial misrepresentation, the Department may (i) revoke the
institution’s program participation agreement, if the institution is provisionally certified, (ii) impose limitations on the institution’s participation in Title IV
programs, if the institution is provisionally certified, (iii) deny participation applications made on behalf of the institution or (iv) initiate proceedings to fine the
institution or to limit, suspend or terminate the participation of the institution in Title IV programs. Because Ashford is provisionally certified, if the Department
determined that Ashford has engaged in substantial misrepresentation, the Department may take the actions set forth in clauses (i) and (ii) above in addition to any
other actions taken by the Department.
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GI Bill Benefits

In May 2016, the Iowa Department of Education (“Iowa DOE”), which is the Iowa State Approving Agency (“SAA”), informed the Company that, as a result
of the planned closure of the Clinton Campus, the Iowa DOE would no longer continue to approve Ashford’s programs for GI Bill benefits after June 30, 2016, and
recommending Ashford seek approval through the SAA for any location that met what the Iowa DOE determined to be the definition of a “main campus” or
“branch campus.” Ashford began the process of applying for approval through the California SAA (“CSAAVE”).

In June 2016, the Iowa DOE issued a stay of the its intended withdrawal of approval of Ashford’s programs for GI Bill benefits effective until the earlier of
(i) 90 days from June 20, 2016, or (ii) the date on which CSAAVE completed its review and issued a decision regarding the approval of Ashford in California.
CSAAVE subsequently indicated that additional information and documentation would be required before Ashford’s application could be considered. Ashford then
withdrew the CSAAVE application and continued working with the U.S. Department of Veterans Affairs (“VA”) and the Iowa DOE to obtain continued approval
of Ashford’s programs for GI Bill benefits and to prevent any disruption of educational benefits to Ashford's veteran students.

In June 2016, Ashford filed suit in the Iowa District Court for Polk County challenging the Iowa DOE’s announced intention to withdraw Ashford’s approval
as a GI Bill eligible institution. In September 2016, the Iowa District Court entered a written order (“Order”) staying the Iowa DOE’s announced intention to
withdraw the approval of Ashford as a GI Bill eligible institution. That suit has been appealed to the Iowa Supreme Court and remanded to the Iowa District Court
for Polk County, but the Order remains in place. The suit is currently set for a hearing on the merits in the Iowa District Court for Polk County on March 13, 2020.

On July 6, 2017, Ashford received approval from the Arizona State Approving Agency (“ASAA”) to provide GI Bill benefits to its students. On November 9,
2017, the VA informed Ashford that the ASAA had not provided sufficient evidence to establish that it has jurisdictional authority over Ashford’s online programs.
The VA stated an intention to suspend payment of educational assistance and approval of new student enrollments and student re-enrollments for Ashford’s online
programs in 60 days unless corrective action was taken.

On November 17, 2017, Ashford filed a petition for review in the United States Court of Appeals for the Federal Circuit challenging the VA’s actions. The
VA agreed to stay the announced suspensions for the duration of the Federal Circuit litigation, on the condition that Ashford request and submit an application for
approval to CSAAVE on or before January 8, 2018. Ashford submitted an application to CSAAVE for approval on January 5, 2018. CSAAVE, however, declined
to act on that application. At the VA’s request, Ashford submitted another approval application to CSAAVE on November 19, 2018. CSAAVE likewise declined to
act on that application.

On September 6, 2019, the VA announced that effective October 1, 2019, the VA would be assuming the functions of the SAA for California, based on its
negative assessment of CSAAVE’s performance during the preceding three years. On October 14, 2019, Ashford submitted an application for approval in
California to the VA. On February 14, 2020 Ashford received notice from the VA, serving as CSAAVE, that Ashford meets the criteria for approval for Veterans
education under the provisions of Title 38, United States Code, Section 3675, and that the VA had approved substantially all of Ashford’s programs that students
and potential students could pursue using their GI Bill benefits, retroactive to July 1, 2019.

The parties completed all briefing for the Federal Circuit petition for review on May 3, 2019 and the Court held oral argument on October 2, 2019. The Court
has not yet issued a ruling.

Defense to Repayment

On October 28, 2016, the Department published borrower defense to repayment regulations to change processes that assist students in gaining relief under
certain provisions of the Direct Loan Program regulations. The defense to repayment provisions then in effect allowed a student to assert as a defense against
repayment of federal direct loans any commission of fraud or other violation of applicable state law by the school related to such loans or the educational services
for which the loans were provided. The borrower defense to repayment regulations were to become effective July 1, 2017.

On June 14, 2017, the Department announced a postponement of the 2016 defense to repayment regulations and its intention to resubmit the regulations
through the negotiated rulemaking process. The Department announced an additional postponement on October 24, 2017. On February 14, 2018, the Department
announced that it was postponing the effective date of this rule until July 1, 2019, so that it could complete the negotiated rulemaking process and develop the new
regulations.
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Because the negotiated rulemaking committee did not reach consensus, the Department published a proposed regulation through a notice of proposed rulemaking
(“NPRM”), took public comment, and planned to issue final regulations by November 1, 2018, effective July 1, 2019. This did not occur.

In September and October of 2018, the U.S. District Court for the District of Columbia issued a series of orders and opinions holding these procedural delays
by the Department to be improper. The Court reinstated the 2016 repayment regulations as of October 16, 2018.

The 2016 defense to repayment regulations allow a borrower to assert a defense to repayment on the basis of a substantial misrepresentation, any other
misrepresentation in cases where certain other factors are present, a breach of contract or a favorable nondefault contested judgment against a school for its act or
omission relating to the making of the borrower’s loan or the provision of educational services for which the loan was provided. In addition, the financial
responsibility standards contained in the new regulations establish the conditions or events that trigger the requirement for an institution to provide the Department
with financial protection in the form of a letter of credit or other security against potential institutional liabilities. Triggering conditions or events include, among
others, certain state, federal or accrediting agency actions or investigations, and in the case of publicly traded companies, receipt of certain warnings from the SEC
or the applicable stock exchange, or the failure to timely file a required annual or quarterly report with the SEC. The new regulations also prohibit schools from
requiring that students agree to settle future disputes through arbitration.

On March 15, 2019, the Department issued guidance for the implementation of parts of the regulations. The guidance covers an institution's responsibility in
regard to reporting mandatory and discretionary triggers as part of the financial responsibility standards, class action bans and pre-dispute arbitration agreements,
submission of arbitral and judicial records, and repayment rates. We will continue to monitor guidance on or changes to these 2016 regulations that are currently in
effect subject to the early implementation of the 2019 regulations described below.

On August 30, 2019, the Department finalized the regulations derived from the 2017-2018 negotiated rulemaking process and subsequent public comments.
This version of the borrower defense regulations applies to all federal student loans made on or after July 1, 2020, and, among other things: (i) grants borrowers the
right to assert borrower defense to repayment claims against institutions, regardless of whether the loan is in default or in collection proceedings; (ii) allows
borrowers to file defense to repayment claims three years from either the student's date of graduation or withdrawal from the institution; and (iii) gives students the
ability to allege a specific amount of financial harm and to obtain relief in an amount determined by the Department, which may be greater or lesser than their
original claim amount. It also includes financial triggers and other factors for recalculating an institution's financial responsibility composite score that differ from
those in the 2016 regulations.

The regulations will take effect July 1, 2020; however, the regulations relating to financial responsibility are available for early implementation. Ashford has
chosen and documented early implementation in this area.

20. Retirement Plans

The Company maintains an employee savings plan (the “401(k) Plan”) that qualifies as a deferred salary arrangement under Section 401(k) of the Internal
Revenue Code of 1986, as amended. Under the 401(k) Plan, participating employees may contribute a portion of their pre-tax earnings up to the Internal Revenue
Service annual contribution limit. Additionally, the Company may elect to make matching contributions into the 401(k) Plan in its sole discretion. The Company's
total expense related to the 401(k) Plan was $2.9 million, $2.8 million and $2.9 million for the years ended December 31, 2019, 2018 and 2017, respectively.
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21. Commitments and Contingencies

Litigation

From time to time, the Company is a party to various lawsuits, claims and other legal proceedings that arise in the ordinary course of business. When the
Company becomes aware of a claim or potential claim, it assesses the likelihood of any loss or exposure. In accordance with GAAP, the Company records loss
contingencies in its financial statements only for matters in which losses are probable and can be reasonably estimated. Where a range of loss can be reasonably
estimated, the best estimate within that range should be accrued. If no estimate is better than another, the Company records the minimum estimated liability in the
range. If the loss is not probable or the amount of the loss cannot be reasonably estimated, the Company discloses the nature of the specific claim if the likelihood
of a potential loss is reasonably possible and the amount involved could be material. The Company continuously assesses the potential liability related to the
Company’s pending litigation and revises its estimates when additional information becomes available. Below is a list of material legal proceedings to which the
Company or its subsidiaries is a party.

California Attorney General Investigation of For-Profit Educational Institutions

In January 2013, the Company received from the Attorney General of the State of California (the “CA Attorney General”) an Investigative Subpoena relating
to the CA Attorney General’s investigation of for-profit educational institutions. Pursuant to the Investigative Subpoena, the CA Attorney General requested
documents and detailed information for the time period March 1, 2009 to present. On July 24, 2013, the CA Attorney General filed a petition to enforce certain
categories of the Investigative Subpoena related to recorded calls and electronic marketing data. On September 25, 2013, the Company reached an agreement with
the CA Attorney General to produce certain categories of the documents requested in the petition and stipulated to continue the hearing on the petition to enforce
from October 3, 2013 to January 9, 2014. On January 13, 2014 and June 19, 2014, the Company received additional Investigative Subpoenas from the CA Attorney
General each requesting additional documents and information for the time period March 1, 2009 through each such date.

Representatives from the Company met with representatives from the CA Attorney General’s office on several occasions to discuss the status of the
investigation, additional information requests, and specific concerns related to possible unfair business practices in connection with the Company’s recruitment of
students and debt collection practices.

The parties also discussed a potential resolution involving injunctive relief, other non-monetary remedies and a payment to the CA Attorney General and in
the third quarter of 2016, the Company recorded an expense of $8.0 million related to the cost of resolving this matter.

The parties did not reach a resolution and on November 29, 2017, the CA Attorney General filed suit against Ashford and the Company.

The Company intends to vigorously defend this case and emphatically denies the allegations made by the CA Attorney General that it ever deliberately
misled its students, falsely advertised its programs, or in any way were not fully accurate in its statements to investors. However, the outcome of this legal
proceeding is uncertain at this point because of the many questions of fact and law that may arise. At present, the Company cannot reasonably estimate any updated
range of loss for this action based on currently available information and as such, the prior accrual of $8.0 million remains.

Massachusetts Attorney General Investigation of Bridgepoint Education, Inc. and Ashford

On July 21, 2014, the Company and Ashford received from the Attorney General of the State of Massachusetts (“MA Attorney General”) a Civil
Investigative Demand (“MA CID”) relating to the MA Attorney General's investigation of for-profit educational institutions and whether the university's business
practices complied with Massachusetts consumer protection laws. Pursuant to the MA CID, the MA Attorney General has requested from the Company and
Ashford documents and information for the time period January 1, 2006 to present. The Company is cooperating with the investigation and cannot predict the
eventual scope, duration or outcome of the investigation at this time. The Company has not accrued any liability associated with this action.
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Shareholder Derivative Actions

In re Bridgepoint, Inc. Shareholder Derivative Action

On July 24, 2012, a shareholder derivative complaint was filed in California Superior Court by Alonzo Martinez. In the complaint, the plaintiff asserts a
derivative claim on the Company's behalf against certain of its current and former officers and directors. The complaint is captioned Martinez v. Clark, et al. and
generally alleges that the individual defendants breached their fiduciary duties of candor, good faith and loyalty, wasted corporate assets and were unjustly
enriched. The lawsuit seeks unspecified monetary relief and disgorgement on behalf of the Company, as well as other equitable relief and attorneys' fees. On
September 28, 2012, a substantially similar shareholder derivative complaint was filed in California Superior Court by David Adolph-Laroche. In the complaint,
the plaintiff asserts a derivative claim on the Company's behalf against certain of its current and former officers and directors. The complaint is captioned Adolph-
Laroche v. Clark, et al. and generally alleges that the individual defendants breached their fiduciary duties of candor, good faith and loyalty, wasted corporate
assets and were unjustly enriched.

On October 11, 2012, the Adolph-Laroche action was consolidated with the Martinez action and the case is now captioned In re Bridgepoint, Inc.
Shareholder Derivative Action. A consolidated complaint was filed on December 18, 2012 and the defendants filed a motion to stay the case while the underlying
securities class action is pending. The motion was granted by the Court on April 11, 2013. A status conference was held on October 10, 2013, during which the
Court ordered the stay continued for the duration of discovery in the underlying securities class action, but permitted the plaintiff to receive copies of any discovery
responses served in the underlying securities class action. The stay was lifted following the settlement of the underlying securities class action and all defendants
filed demurrers on October 3, 2016, which were granted with leave to amend on October 6, 2017. On October 17, 2017, the plaintiff submitted a litigation demand
to the board, which appointed a working group to evaluate the demand. The board refused the demand and the Plaintiff filed a Second Amended Complaint on
October 3, 2018. The Defendants filed demurrers on December 21, 2018, which were granted by the Court on June 14, 2019. As a result, the Court entered a final
order dismissing the case on July 8, 2019. The plaintiff has filed a notice of appeal. Based on information available to the Company at present, it cannot reasonably
estimate a range of loss and accordingly has not accrued any liability associated with this action.

Stein Securities Class Action

On March 8, 2019, a securities class action complaint (the “Stein Complaint”) was filed in the U.S. District Court for the Southern District of California by
Shiva Stein naming the Company, Andrew Clark, Kevin Royal, and Joseph D’Amico as defendants. The Stein Complaint alleges that Defendants made false and
materially misleading statements and failed to disclose material adverse facts regarding the Company's business, operations and prospects, specifically that the
Company had applied an improper revenue recognition methodology to students enrolled in the Corporate Full Tuition Grant program. The Stein Complaint asserts
a putative class period stemming from March 8, 2016 to March 7, 2019. The Stein Complaint alleges violations of Sections 10(b) and 20(a) of the Securities
Exchange Act of 1934 and Rule 10b-5 promulgated thereunder. The Stein Complaint has not yet been served.

The Company is evaluating the Stein Complaint and intends to vigorously defend against it. However, because of the many questions of fact and law that
may arise, the outcome of the legal proceeding is uncertain at this point. Based on information available to the Company at present, it cannot reasonably estimate a
range of loss and accordingly has not accrued any liability associated with the Stein Complaint.

SEC Informal Inquiry

On March 27, 2019, the Company received notice that the SEC Division of Enforcement began an informal inquiry regarding the Company, requesting
various documents relating to the Company’s accounting practices, including FTG revenue recognition, receivables and other matters relating to the Company’s
previously disclosed intention to restate its condensed financial statements for the three and nine months ended September 30, 2018. The inquiry was closed by the
SEC on October 24, 2019.
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22. Concentration of Risk

Concentration of Revenue

In 2019, Ashford derived 72.4% of its respective cash revenues from students whose source of funding is through Title IV programs, as calculated in
accordance with Department regulations. See Note 19, “Regulatory - The “90/10” Rule.” Revenue derived from government tuition assistance for military
personnel, including veterans, is not considered federal student aid for purposes of calculations under the 90/10 rule.

Title IV programs are subject to political and budgetary considerations and are subject to extensive and complex regulations. The Company's administration
of these programs is periodically reviewed by various regulatory agencies. Any regulatory violation could be the basis for the initiation of potentially adverse
actions including a suspension, limitation or termination proceeding, which could have a material adverse effect on the Company's enrollments, revenues and
results of operations. Students obtain access to federal student financial aid through a Department-prescribed application and eligibility certification process.
Student financial aid funds are generally made available to students at prescribed intervals throughout their expected length of study. Students typically apply the
funds received from the federal financial aid programs first to pay their tuition and fees. Any remaining funds are distributed directly to the student, if requested.

Concentration of Credit Risk

The Company maintains its cash and cash equivalents accounts in financial institutions. Accounts at these institutions are insured by the Federal Deposit
Insurance Corporation (FDIC) up to $250,000. The Company performs ongoing evaluations of these institutions to limit its concentration risk exposure.

Concentration of Sources of Supply

The Company is dependent on a third-party provider for its online platform, which includes a learning management system that stores, manages and delivers
course content, enables assignment uploading, provides interactive communication between students and faculty, and supplies online assessment tools. The partial
or complete loss of this source may have an adverse effect on enrollments, revenues and results of operations.

23. Quarterly Results of Operations (Unaudited)

The following tables set forth unaudited results of operations and certain operating results for each quarter during the years ended December 31, 2019 and
2018. The Company believes the information reflects all adjustments necessary to present fairly the information below. Basic and diluted income (loss) per share
are computed independently for each of the quarters presented. Therefore, the sum of quarterly basic and diluted income (loss) per share information may not equal
annual basic and diluted income (loss) per share.

First Quarter Second Quarter Third Quarter Fourth Quarter
2019 (In thousands, except per share data)  
Revenue $ 109,764  $ 107,495  $ 104,251  $ 96,285  
Operating income (loss) $ (7,195)  $ (20,329)  $ (7,849)  $ (21,224)  
Net income (loss) $ (6,642)  $ (17,597)  $ (7,558)  $ (23,015)  
Income (Loss) per share:
    Basic $ (0.24)  $ (0.58)  $ (0.25)  $ (0.76)  
    Diluted $ (0.24)  $ (0.58)  $ (0.25)  $ (0.76)  
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First Quarter Second Quarter Third Quarter Fourth Quarter
2018 (In thousands, except per share data)  
Revenue $ 116,777  $ 119,037  $ 112,846  $ 94,713  
Operating income (loss) $ (620)  $ 9,346  $ 879  $ (13,598)  
Net income (loss) $ 1,310  $ 15,080  $ 1,661  $ (13,415)  
Income (Loss) per share:
    Basic $ 0.05  $ 0.56  $ 0.06  $ (0.49)  
    Diluted $ 0.05  $ 0.55  $ 0.06  $ (0.49)  
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

None.

Item 9A. Controls and Procedures.

Evaluation of Disclosure Controls and Procedures

Our disclosure controls and procedures are designed to provide reasonable assurance that information required to be disclosed by us in reports that we file or
submit under the Securities Exchange Act of 1934, as amended (the “Exchange Act”), is recorded, processed, summarized and reported within the time periods
specified in the SEC's rules and forms. Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that information
required to be disclosed by us in reports we file or submit under the Exchange Act is accumulated and communicated to our management, including our principal
executive officer and principal financial officer, or persons performing similar functions, as appropriate to allow timely decisions regarding required disclosure. In
designing and evaluating the disclosure controls and procedures, management recognizes that any controls and procedures, no matter how well designed and
operated, can provide only reasonable assurance of achieving the desired control objectives, and management is required to apply its judgment in evaluating the
cost-benefit relationship of possible controls and procedures.

Under the supervision and with the participation of our management, including our Chief Executive Officer and our Principal Financial Officer, we carried
out an evaluation of the effectiveness of our disclosure controls and procedures as of the end of the period covered by this report pursuant to Rule 13a-15(b) and
Rule 15d-15(b) of the Exchange Act. Based on this evaluation, our Chief Executive Officer and our Principal Financial Officer concluded that our disclosure
controls and procedures were effective at the reasonable assurance level as of December 31, 2019.

Management's Report on Internal Control Over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial reporting, as such term is defined in Exchange Act Rule
13a-15(f). Our internal control over financial reporting includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable
detail, accurately and fairly reflect the transactions and dispositions of our assets; (ii) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and that our receipts and expenditures are being made only
in accordance with authorizations of our management and directors; and (iii) provide reasonable assurance regarding prevention or timely detection of
unauthorized acquisition, use, or disposition of our assets that could have a material effect on our financial statements.

Internal control over financial reporting is designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements prepared for external purposes in accordance with GAAP. Because of its inherent limitations, internal control over financial reporting may not
prevent or detect misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Our management has assessed the effectiveness of our internal control over financial reporting as of December 31, 2019, based on the framework in Internal
Control-Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the Treadway Commission (“COSO”). Our management has
concluded that our internal control over financial reporting was effective as of December 31, 2019.

The effectiveness of our internal control over financial reporting as of December 31, 2019, has been audited by Deloitte and Touche LLP, an independent
registered public accounting firm.

Changes in Internal Control Over Financial Reporting

We continually assess the adequacy of our internal control over financial reporting and make improvements as deemed appropriate. With the exception of the
remediation efforts described below, there have been no changes in internal control over financial reporting, during the three months ended December 31, 2019 that
have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

Remediation - We previously disclosed certain material weaknesses in prior periods for which we have implemented measures to remediate the underlying
causes of the control deficiencies. These measures included (i) improving the internal communication procedures between operations and accounting personnel; (ii)
enhancing our controls over the Full Tuition Grant accounting models, including more detailed steps to evaluate and revise critical assumptions and estimates to be
more precise; (iii) implementing enhanced analytical controls to compensate for the manual processes; (iv) technical accounting
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training for key financial management; and (v) engaging external consultants, as needed, to provide support related to more complex applications of GAAP related
to nonrecurring transactions and new accounting standards. We have tested these measures and believe these measures have enabled us to remediate the underlying
control deficiencies that gave rise to the previously disclosed material weaknesses.

Item 9B. Other Information.

None.
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PART III

Item 10. Directors, Executive Officers and Corporate Governance.

The information required by this item is incorporated by reference to our definitive proxy statement to be filed with the SEC in connection with our 2020
Annual Meeting of Stockholders or an amendment to this Annual Report on Form 10-K to be filed with the SEC within 120 days after the end of our fiscal year
ended December 31, 2019.

Item 11. Executive Compensation.

The information required by this item is incorporated by reference to our definitive proxy statement to be filed with the SEC in connection with our 2020
Annual Meeting of Stockholders or an amendment to this Annual Report on Form 10-K to be filed with the SEC within 120 days after the end of our fiscal year
ended December 31, 2019.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters.

The information required by this item is incorporated by reference to our definitive proxy statement to be filed with the SEC in connection with our 2020
Annual Meeting of Stockholders or an amendment to this Annual Report on Form 10-K to be filed with the SEC within 120 days after the end of our fiscal year
ended December 31, 2019.

Item 13. Certain Relationships and Related Transactions, and Director Independence.

The information required by this item is incorporated by reference to our definitive proxy statement to be filed with the SEC in connection with our 2020
Annual Meeting of Stockholders or an amendment to this Annual Report on Form 10-K to be filed with the SEC within 120 days after the end of our fiscal year
ended December 31, 2019.

Item 14. Principal Accounting Fees and Services.

The information required by this item is incorporated by reference to our definitive proxy statement to be filed with the SEC in connection with our 2020
Annual Meeting of Stockholders or an amendment to this Annual Report on Form 10-K to be filed with the SEC within 120 days after the end of our fiscal year
ended December 31, 2019.
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PART IV

Item 15. Exhibits, Financial Statement Schedules.

(a) The following documents are included as part of this Annual Report on Form 10-K:

(1) Financial Statements.

Report of Independent Registered Public Accounting Firm 59
Consolidated Balance Sheets 61
Consolidated Statements of Income (Loss) 62
Consolidated Statements of Comprehensive Income (Loss) 63
Consolidated Statements of Stockholders' Equity 64
Consolidated Statements of Cash Flows 65
Notes to Annual Consolidated Financial Statements 66

(2) Financial Statement Schedules.

All financial statement schedules have been omitted as they are not required, not applicable, or the required information is otherwise included.

(3) Exhibits.

Exhibit Description of Document Filed Herewith Incorporated by
Reference

Form Exhibit No. Date Filed

Acquisition Agreements
2.1  Purchase and Sale Agreement dated December 3, 2004, as amended,

among The Franciscan University of the Prairies, the Sisters of
St. Francis and the registrant.

X S-1 2.1  February 17, 2009

2.2  Asset Purchase and Sale Agreement dated September 12, 2007 between
the Colorado School of Professional Psychology and the registrant.

X S-1 2.2  February 17, 2009

Charter Documents and Instruments Defining Rights of Security
Holders

3.1  Zovio Amended and Restated Certificate of Incorporation, as amended. X 10-Q 3.1  May 9, 2019
3.2  Third Amended and Restated Bylaws of Zovio Inc. X 8-K 3.2  April 2, 2019
4.1  Specimen of Stock Certificate. X S-1 4.1  March 30, 2009
4.2  Second Amended and Restated Registration Rights Agreement dated

August 26, 2009 among the registrant and the other persons named
therein.

X S-1 4.4  September 4, 2009

4.3  Description of the registrants securities X
Employee Benefit Plans

10.1  * Amended and Restated 2009 Stock Incentive Plan, dated May 10, 2017. X 10-K 10.1  March 12, 2019
10.2  * First Amendment to Amended and Restated 2009 Stock Incentive Plan. X S-8 99.2  January 17, 2017
10.3  * Amended and Restated 2009 Stock Incentive Plan - Form of

Nonstatutory Stock Option Agreement for Executives and Senior
Management.

X S-8 99.4  May 13, 2009

10.4  * Amended and Restated 2009 Stock Option Plan - Form of Nonstatutory
Stock Option Agreement (effective March 2011).

X 10-Q 10.3  May 3, 2011

10.5  * Amended and Restated 2009 Stock Incentive Plan - Form of Incentive
Stock Option Agreement for Executives and Senior Management.

X S-8 99.5  May 13, 2009

10.6  * 2009 Stock Incentive Plan - Form of Restricted Stock Unit Award
Agreement (Deferred Settlement).

X 8-K 99.1  June 27, 2011

10.7  * 2009 Stock Incentive Plan - Form of Restricted Stock Unit Award
Agreement (General).

X 8-K 99.2  June 27, 2011

10.8  * Amended and Restated 2009 Stock Incentive Plan - Form of
Performance Stock Unit Award Agreement.

X 8-K 10.1  December 23, 2014
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Exhibit Description of Document Filed
Herewith

Incorporated by
Reference

Form Exhibit No. Date Filed

10.9  * Amended and Restated 2009 Stock Incentive Plan - Amendment to
Performance Stock Unit Award Agreement.

X 10-K 10.16  March 10, 2015

10.10  * Amended and Restated 2009 Stock Incentive Plan - Form of
Performance Cash Award Agreement (with Performance Component)

X 10-Q 10.1  August 2, 2016

10.11  * Amended and Restated 2009 Stock Incentive Plan - Form of
Performance Cash Award Agreement (General)

X 10-Q 10.2  August 2, 2016

10.12  * Form of Non-Plan Stock Option Agreement. X S-8 99.6  May 13, 2009
10.13  * Form of Compensatory Warrant Agreement. X S-1 4.10  March 20, 2009
10.14  * Amended and Restated Employee Stock Purchase Plan. X 8-K 99.1  March 22, 2010
10.15  * Bridgepoint Education Nonqualified Deferred Compensation Plan X 10-Q 10.7  May 3, 2010
10.16  2009 Stock Incentive Plan - Form of 2018 MSU Agreement. X 10-K 10.16  March 12, 2019
10.17  Zovio Inc Executive Relocation Policy X 10-Q 10.1  August 7, 2019

Agreements with Executive Officers and Directors
10.18  * Amended and Restated Employment Agreement between Andrew S.

Clark and the registrant.
X 10-K 10.2  March 10, 2015

10.19  * Offer Letter to Diane Thompson. X S-1 10.28  March 20, 2009
10.20  * Offer Letter to Anurag Malik, dated June 29, 2016. X 10-K 10.33  March 7, 2017
10.21  * Offer Letter to Thomas McCarty, dated December 2, 2016. X 10-K 10.34  March 7, 2017
10.22  * Amended and Restated Executive Severance Plan. X 10-Q 10.1  August 4, 2015
10.23  * Amended and Restated Form of Severance Agreement under the

Executive Severance Plan.
X 10-K 10.36  March 7, 2017

10.24  * Offer Letter to Dale Crandall. X S-1 10.30  March 20, 2009
10.25  * Form of Indemnification Agreement. X 10-K 10.33  March 8, 2016
10.26  * Stock Ownership Guidelines (effective May 14, 2013). X 10-K 10.33  March 17, 2014

10.27  * Offer Letter to Kevin Royal, dated April 13, 2018 X 10-Q 10.1  May 1, 2018

10.28  * Employment Agreement between Gregory Finkelstein and the registrant X 10-K 10.27  March 12, 2019
10.29  * Offer Letter to John Semel, dated January 25, 2019 X 10-K 10.28  March 12, 2019

Material Real Estate Agreements
10.30  † Standard Form Modified Gross Office Lease dated October 22, 2008,

and addendum, with Sunroad Centrum Office I, L.P. related to the
premises located at 8620 Spectrum Center Lane, San Diego, California.

X S-1 10.17  March 2, 2009

10.31  † First Amendment to Standard Form Modified Gross Office Lease dated
September 16, 2011, with Sunroad Centrum Office I, L.P., related to the
premises located at 8620 Spectrum Center Lane, San Diego, California.

X 10-Q 10.4  December 16, 2011

10.32  † Office Lease dated February 28, 2011 with WSC 1515 Arapahoe
Investors V, L.L.C., related to the premises located at located at 1515
Arapahoe Street, Denver, Colorado.

X 10-Q 10.1  May 3, 2011

10.33  † Commencement Date Memorandum and First Amendment to Office
Lease dated November 18, 2011 with WSC 1515 Arapahoe Investors V,
L.L.C., related to the premises located at located at 1515 Arapahoe
Street, Denver, Colorado.

X 10-K 10.55  March 7, 2012

10.34  † Lease dated August 8, 2011, with CCP/MS SSIII Denver Tabor Center I
Property Owner LLC, related to the premises located at 1200 17th Street
and 1201 16th Street, Denver, Colorado.

X 10-Q 10.3  November 1, 2011

10.35  † First Amendment dated June 28, 2012, with CCP/MS SSIII Denver
Tabor Center I Property Owner LLC, related to the premises located at
1200 17th Street and 1201 16th Street, Denver, Colorado.

X 10-Q 10.2  August 7, 2012

10.36  Purchase Agreement and Escrow Instructions, dated December 21, 2015,
with Clinton Catalyst, LLC.

X 10-K 10.58  March 8, 2016

10.37  Lease Agreement, dated December 29, 2015, with Clinton Catalyst, LLC X 10-K 10.59  March 8, 2016
10.38  Office Lease dated August 15, 2018 with Ascend Northrup, LLC, related

to the premises at 1811 E. Northrup Boulevard, Chandler, Arizona
X 10-Q 10.1  November 8, 2018

Material Strategic Agreements
10.53  † License Agreement dated October 31, 2013 between Forbes Education

Holdings, Bridgepoint Education, Inc. and Ashford University, LLC.
X 10-K 10.76  March 17, 2014
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Exhibit Description of Document Filed Herewith Incorporated by
Reference

Form Exhibit No. Date Filed

10.54  First Amendment to License Agreement, dated July 12, 2016, between
Forbes Education Holdings, LLC, Bridgepoint Education, Inc. and
Ashford University, LLC

X 10-Q 10.2  November 8, 2016

10.55  Private Cloud Services Agreement, dated December 15, 2015, with
North American Communications Resource, Inc.

X 10-K 10.84  March 8, 2016

10.56  † Services Order Form, dated September 20, 2016, with Instructure, Inc. X 10-Q 10.1  November 8, 2016
10.57  Agreement and Plan of Reorganization by and among Bridgepoint

Education, Inc., FS Merger Sub, Inc., FS Merger Sub, LLC, Fullstack
Academy, Inc., and Fortis Advisors, LLC, as Representative.

X 10-Q 10.1  May 9, 2019

10.58  Agreement and Plan of Reorganization, dated April 3, 2019, by and
among Zovio Inc, Toucan Merger Sub, Inc., TM Merger Sub, LLC,
TutorMe.com, Inc., and Jonathan Sciama, as the Shareholder
Representative.

X 10-Q 10.2  May 9, 2019

10.59  Letter Agreement, dated as of February 4, 2020, among Zovio Inc,
SevenSaoi Capital, LLC, SevenSaoi Capital Partners II, LLC, SevenSaoi
Capital Partners IIA, LLC and Michael P. Cole.

X 8-K 10.1  February 5, 2020

Code of Ethics
14.1  Amended and Restated Code of Ethics X 8-K 14.1  December 1, 2009

Subsidiaries
21.1  List of subsidiaries of the registrant. X

Consent and Power of Attorney
23.1  Consent of independent registered public accounting firm, Deloitte and

Touche LLP
X

24.1  Power of Attorney (included on signature page). X
Certifications Required by Sarbanes-Oxley Act of 2002

31.1  Certification of Andrew S. Clark, Founder, President and CEO, pursuant
to Rule 13a-14(a) or 15d-14(a) of the Securities and Exchange Act of
1934, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of
2002.

X

31.2  Certification of Kevin Royal, Chief Financial Officer, pursuant to
Rule 13a-14(a) or 15d-14(a) of the Securities and Exchange Act of 1934,
as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

X

32.1  Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002, executed by Andrew S.
Clark, Founder, President and CEO, and Kevin Royal, Chief Financial
Officer

X

Interactive Data
101  ‡ The following financial information from our Annual Report on Form

10-K for the fiscal year ended December 31, 2019, filed with the SEC on
February 20, 2020, formatted in Extensible Business Reporting
Language (“XBRL”): (i) the Consolidated Balance Sheets as of
December 31, 2019 and 2018; (ii) the Consolidated Statements of
Income (Loss) for the years ended December 31, 2019, 2018 and 2017
(iii) the Consolidated Statements of Comprehensive Income (Loss) for
the years ended December 31, 2019, 2018 and 2017; (iv) the
Consolidated Statements of Stockholder's Equity for the three years
ended December 31, 2019; (v) the Consolidated Statements of Cash
Flows for the years ended December 31, 2019, 2018 and 2017; and (vi)
the Notes to Annual Consolidated Financial Statements.

X

* Indicates management contract or compensatory plan or arrangement.

† Portions of this exhibit have been omitted pursuant to a request for confidential treatment and the non-public information has been filed separately with the SEC.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its
behalf by the undersigned thereunto duly authorized.

 ZOVIO INC

/s/ ANDREW S. CLARK
Andrew S. Clark

(Founder, President and CEO)

Dated: February 20, 2020

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below constitutes and appoints Andrew S. Clark and Kevin
Royal, jointly and severally, as his attorney-in-fact, each with the power of substitution, for him in any and all capacities, to sign any amendments to this Annual
Report on Form 10-K and to file the same, with exhibits thereto and other documents in connection therewith, with the Securities and Exchange Commission,
hereby ratifying and confirming all that each of said attorneys-in-fact, or his substitute or substitutes, may do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf of the registrant
and in the capacities and on the dates indicated.
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Name Title Date
/s/ ANDREW S. CLARK Founder, President and CEO (Principal Executive Officer) and a Director February 20, 2020

Andrew S. Clark

/s/ KEVIN ROYAL Chief Financial Officer (Principal Financial Officer) February 20, 2020
Kevin Royal

/s/ STEVEN BURKHOLDER Vice President, Chief Accounting Officer and Corporate Controller (Principal Accounting Officer) February 20, 2020
Steven Burkholder

/s/ TERESA S. CARROLL Director February 20, 2020
Teresa S. Carroll

/s/ MICHAEL P. COLE Director February 20, 2020
Michael P. Cole

/s/ RYAN D. CRAIG Director February 20, 2020
Ryan D. Craig

/s/ L. DALE CRANDALL Director February 20, 2020
L. Dale Crandall

/s/ MICHAEL B. HORN Director February 20, 2020
Michael B. Horn

/s/ JOHN J. KIELY Director February 20, 2020
John J. Kiely

/s/ KIRSTEN M. MARRINER Director February 20, 2020
Kirsten M. Marriner

/s/ VICTOR K. NICHOLS Director February 20, 2020
Victor K. Nichols

/s/ GEORGE P. PERNSTEINER Director February 20, 2020
George P. Pernsteiner
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Exhibit 4.3

DESCRIPTION OF THE REGISTRANT’S SECURITIES
REGISTERED PURSUANT TO SECTION 12 OF THE

SECURITIES EXCHANGE ACT OF 1934

As of February 20, 2020, Zovio Inc has one class of securities registered under Section 12 of the Securities Exchange Act of 1934, as
amended (the “Exchange Act”), our Common Stock.

Description of Common Stock

The following description of our Common Stock is a summary and does not purport to be complete. It is subject to and qualified in
its entirety by reference to our Amended and Restated Certificate of Incorporation (the “Certificate of Incorporation”) and our Third
Amended and Restated Bylaws (the “Bylaws”), each of which are incorporated by reference as an exhibit to the Annual Report on Form 10-K
of which this Exhibit 4.3 is a part. We encourage you to read our Certificate of Incorporation, our Bylaws and the applicable provisions of the
Delaware General Corporation Law, for additional information.

Authorized Capital Shares

Our authorized capital stock will consist of 300,000,000 shares of common stock, $0.01 par value per share (“Common Stock”), and
20,000,000 shares of undesignated preferred stock, $0.01 par value per share. The outstanding shares of our Common Stock are fully paid
and nonassessable.

Voting Rights

The holders of Common Stock are entitled to one vote per share on any matter to be voted upon by stockholders. All shares of
Common Stock rank equally as to voting and all other matters. The shares of Common Stock have no preemptive or conversion rights, no
redemption or sinking fund provisions, are not liable for further call or assessment and are not entitled to cumulative voting rights.

Dividend Rights

The holders of Common Stock are entitled to receive ratably any dividends when and as declared from time to time by the board of
directors out of funds legally available for dividends. We have never declared or paid cash dividends. We currently intend to retain all future
earnings for the operation and expansion of our business and do not anticipate paying cash dividends on the Common Stock in the foreseeable
future.

Liquidation Rights

Upon a liquidation or dissolution of our company, whether voluntary or involuntary, creditors with preferential liquidation rights will
be paid before any distribution to holders of our Common Stock. After such distribution, holders of Common Stock are entitled to receive a
pro rata distribution per share of any excess amount.

Undesignated Preferred Stock

The board of directors has the authority to issue undesignated preferred stock without stockholder approval, subject to applicable law
and listing exchange standards. The board of directors may also determine or alter for each class of preferred stock the voting powers,
designations, preferences and special rights, qualifications, limitations or restrictions as permitted by law. The board of directors may
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authorize the issuance of preferred stock with voting or conversion rights that could adversely affect the voting power or other rights of the
holders of the Common Stock.

Listing

Our Common Stock is traded on The Nasdaq Stock Market LLC under the trading symbol “ZVO.”



Exhibit 21.1

SUBSIDIARIES OF
ZOVIO INC

AS OF DECEMBER 31, 2019

JURISDICTION OF 
INCORPORATION 
OR ORGANIZATION

SUBSIDIARIES OF ZOVIO INC:
Ashford University, LLC California
Bridgepoint Education Real Estate Holdings, LLC Iowa
Insource Shared Services, LLC Delaware
Ed Tech Platform, LLC Delaware
Fullstack Academy, LLC Delaware
TutorMe, LLC California

SUBSIDIARIES OF ASHFORD UNIVERSITY, LLC:
Center Leaf Partners, LLC Iowa

SUBSIDIARIES OF TUTORME, LLC:
TutorMe RUS LLC Russia
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CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in Registration Statement Nos. 333-159220, 333-164405, 333-171571, 333-179046, 333-185944, 333-
188738, 333-201454, 333-208997, 333-215580, 333-222498 333-230505, and 333-211157 on Form S-8 of our report dated February 20, 2020, relating to the
financial statements of Zovio Inc and subsidiaries, and the effectiveness of Zovio Inc and subsidiaries’ internal control over financial reporting appearing in this
Annual Report on Form 10-K for the year ended December 31, 2019.

/s/ DELOITTE & TOUCHE LLP

Phoenix, Arizona
February 20, 2020



EXHIBIT 31.1

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Andrew S. Clark, certify that:

1. I have reviewed this Annual Report on Form 10-K of Zovio Inc;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a15(f) and 15d-15(f)) for
the registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent
fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant's internal control over financial reporting; and

1. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control
over financial reporting.

Date: February 20, 2020

/s/ ANDREW S. CLARK

 
Andrew S. Clark

Founder, President and CEO



EXHIBIT 31.2

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Kevin Royal, certify that:

1. I have reviewed this Annual Report on Form 10-K of Zovio Inc;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a15(f) and 15d-15(f)) for
the registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent
fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant's internal control over financial reporting; and

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control
over financial reporting.

Date: February 20, 2020

/s/ KEVIN ROYAL

  
Kevin Royal

Chief Financial Officer



Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

        
In connection with the Annual Report of Zovio Inc (the "Company") on Form 10-K for the period ended December 31, 2019, as filed with the Securities and

Exchange Commission on the date hereof (the "Report"), each of the undersigned hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002, that:

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

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Dated: February 20, 2020

/s/ ANDREW S. CLARK
Andrew S. Clark,

Founder, President and CEO
(Principal Executive Officer)   

Dated: February 20, 2020

/s/ KEVIN ROYAL
Kevin Royal,

Chief Financial Officer
(Principal Financial Officer)  

        This certification shall not be deemed "filed" for purposes of Section 18 of the Exchange Act, or otherwise subject to the liability of that section. This
certification shall not be deemed to be incorporated by reference into any filing under the Securities Act of 1933, as amended, or the Exchange Act, except to the
extent specifically incorporated by the Company into such filing.

        A signed original of this certification has been provided to the Company and will be retained by the Company and furnished to the Securities and Exchange
Commission or its staff upon request.


