


 
 

TABLE OF CONTENTS
 
  Page  
PROSPECTUS SUMMARY   1 
RISK FACTORS   5 
FORWARD-LOOKING STATEMENTS   20 
USE OF PROCEEDS   20 
CAPITALIZATION   21 
MARKET FOR COMMON STOCK   21 
MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINAN� OF N

G
MA  N

GION  

FNT SကENT’S DIS 

22

FNT SကI

 ASကOCST Sက

 22FNT Sက2 CTN
GA

RT
F

N

 

55

F

C
NS
N

�

F

M

CT

�EDR
 ACT Sက

2

F

F T N

�EDIONN䀀 

 

 22FNT Sက2 N

ME O

N

 

22FCࠕg 2 N

 

22FCࠩ

F O E O 

 

F

C

ࠀ















 
 
Because our future growth and profitability will depend in large part upon the effectiveness of our marketing and advertising efforts,
if those efforts are unsuccessful we may not be profitable in the future.
 
Our future growth and profitability will depend in large part upon our media performance, including our ability to:
 

●    Create greater awareness of our school and our programs;
●    Identify the most effective and efficient level of spending in each market and specific media vehicle;
●    Determine the appil medipdie� le;●



 
 
If we incur system disruptions to our online computer networks, it could impact our ability to generate revenue and damage our
reputation, limiting our ability to attract and retain students.
 
In 2011 and 2012, we spent approximately $1.4 million to update our computer network primarily to permit accelerated student enrollment and
enhance our students’ learning experience. We expect to spend $250,000 in capital expenditures over the next 12 months. The performance and
reliability of our technology infrastructure is critical to our reputation and a�primapu�an 









 
 
Institutions of higher education that grant degrees, diplomas, or certificates must be authorized by an appropriate state education agency or
agencies. In addition, in certain states as a condition of continued authorization to grant degrees and in order to parti�









 
 
If we pay impermissible commissions, bonuses or other incentive payments to individuals involved in recruiting, admissions or
financial aid activities, we will be subject to sanctions.
 
A school participating in Title IV programs may not provide any commission, bonus or other incentive payment based, directly or indirectly, on
success in enrolling students or securing financial aid to any person involved in student recruiting or admission activities or in making decisions
regarding the awarding of Title IV program funds. If we pay a bonus, commission, or other incentive payment in violation of applicable DOE
rules, we could be subject to sanctions, which could have a material adverse effect on our business. Effective July 1, 2011, the DOE abolished 12
safe harbors that described permissible arrangements under the incentive payment regulation. Abolition of the safe harbors and other aspects of
the new regulation may create uncertainty about what constitutes impermissible incentive payments. The modified incentive payment rule and
related uncertainty as to how it will be interpreted also may influence our approach, or limit our alternatives, with respect to employment policies
and practices and consequently may affect negatively our ability to recruit and retain employees, and as a result our business could be materially
and adversely affected.
  
In addition, the General Accounting Office, or the GAO, has issued a report critical of the DOE’s enforcement of the incentive payment rule, and
the DOE has undertaken to increase its enforcement efforts. If the DOE determines that an institution violated the incentive payment rule, it may
require the institution to modify its payment arrangements to the DOE’s satisfaction. The DOE may also fine the institution or initiate action to
limit, suspend, or terminate the institution’s participation in the Title IV programs. The DOE may also seek to recover Title IV funds disbursed in
connection with the prohibited incentive payments. In addition, t an in in in i d nnee nneetadte ab ch tu  iTtee p  addm t  t pro
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If Aspen fails to meet standards regarding “gainful employment,” it may result in the loss of eligibility to participate in Title IV
programs.
 
The DOE’s regulations on gainful employment programs became effective July 1, 2012. Should a program fail the gainful employment metrics
three times within a four year period, the DOE would terminate the program’s eligibility for federal student aid (i.e., students in the program
would immediately lose eligibility to participate in Title IV programs), and the institution would not be able to reestablish the program’s eligibility
for at least three years, though the program could continue to operate without Title IV funding. The earliest a program could lose eligibility under
the gainful employment rule will be 2015, based on its 2012, 2013, and 2014 performance under the metrics. Because the DOE’s gainful
employment rules will be implemented over several years and are based at least in part on data that is unavailable to us, it is not possible at this
time to determine with any degree p



 
 
Failure to comply with the DOE’s credit hour requirements could result in sanctions.
 
The DOE has defined “credit” hour for Title IV purposes.  The credit hour is used for Title IV purposes to define an eligible program and an
academic year and to determine enrollment status and the amount of Title IV aid that an institution may disburse in a payment period. The final
regulations define credit hour as an institutionally established equivalency that reasonably approximates certain specified time in class and out of
class and an equivalent amount of work for other academic activities. The final regulations also require institutional accreditors to review an
institution’s policies, procedures, and administration of policies and procedures for assignment of credit hours. An accreditor must take
appropriate actions to address an institution’s credit hour deficiencies and to notify the DOE if it finds systemic noncompliance or significant
noncompliance in one or more programs. The DOE has indicated that if it finds an institution to be out of compliance with the credit hour
definition for Title IV purposes, it may require the institution to repay the amount of Title IV awarded under the incorrect assignment of credit
hours and, if it finds significant overstatement of credit hours, it may fine the institution or limit, suspend, or terminate its participation in Title IV
programs, as a result of which our business could be materially and adversely affected.
 
The U.S. Congress recently conducted an examination of the for-profit postsecondary education sector that could result in legislation
or additional DOE rulemaking that may limit or condition Title IV program participation of proprietary schools in a manner that may
materially and adversely affect our business.
 
In recent years, the U.S. Congress has increased its focus on for-profit education institutions, including with respect to their participation in the
Title IV programs, and has held hearings regarding such matters.  In addition, the GAO released a series of reports following undercover
investigations critical of for-profit institutions. We cannot predict the extent to which, or whether, these hearings and reports will result in
legislation, further rulemaking affecting our participation in Title IV programs, or more vigorous enforcement of Title IV requirements. To the
extent that any laws or regulations are adopted that limit or condition Title IV program participation of proprietary schools or the amount of
federal student financial aid for which proprietary school students are eligible, our business could be materially and adversely affected.
 
Other Risks
 
Because our common stock is temporarily subject to the “penny stock” rules, brokers cannot generally solicit the purchase of our
common stock which adversely affects its liquidity and market price.
 
The SEC has adopted regulations which generally define “penny stock” to be an equity security that has a market price of less than $5.00 per
share, subject to specific exemptions. We expect that the market price of our common stock on the Over-The-Counter Bulletin Board, or the
Bulletin Board, will be substantially less than $5.00 per share and therefore we will be considered a “penny stock” according to SEC
rules.  This designation requires any broker-dealer selling these securities to disclose certain information concerning the transaction, obtain a
written agreement from the purchaser and determine that the purchaser is reasonably suitable to purchase the securities.  These rules limit the
ability of broker-dealers to solicit purchases of our common stock and therefore reduce the liquidity of the public market for our shares.
 
Moreover, as a result of apparent regulat�cent r�

r

u

n

t

 

r

 

r

e

c

 

l

a

t

t

 

�

y

 

e

u

�

r 

r

e

g

u

l

a

t

�

ei

t

s

c

c

u

r

T

e

0

s

 

 

a

e 

n

i

 

e

 

c

 

l

0

t

 

o

f

 

�� �� �	 �� �� �� �� �� �� �, �� �) �� �� �� � �� ��� �	 �� �� �� �	 � �� �. �, �� �, �&�� �� �� �
 �� �� �. �� �+ �� �� �� �	 �� �
 �� �� �	 �, �. �- �� �� �, � �� �- �� �� �� �. �" �� �� �
 �� �	 �+ �. �	�� �� �� �	 �� �� �+ �� ��

IIII 

d퀀 g䍵�e g䍵�, e d뀀raee,nketSa ree� ��

�$

�	

�� �, �� �	 �� �� ��

�	 �

�� �� �	 ��� �� �� �	 �� �
 �� �� �� �	 �

�� ���

�� ��Cu� �� �	

��

����

��

���	 ��

e �t l r�u



 
 

Due to factors beyond our control, our stock price may be volatile.
 
Any of the following factors could affect the market price of our common stock:
 

●   Our failure to generate increasing material revenues;
●   Our failure to become profitable;
●   Our failure to raise working capital;
●   Our public disclosure of the terms of any financing which we consummate in the future;
●   Actual or anticipated variations in our quarterly results of operations;
●   Announcements by us or our competitors of significant contracts, new services, acquisitions, commercial relationships, joint ventures

or capital commitments;
●   The loss of Title IV funding or other regulatory actions;
●   Our failure to meet financial analysts’ performance expectations;
●   Changes in earnings estimates and recommendations by financial analysts;
●   Short selling activities; or
●   Changes in market valuations of similar companies.

 
In the past, following periods of volatility in the market price of a company’s securities, securities class action litigation has often been
instituted.  A securities class action suit against us could result in substantial costs and divert our management’s time and attention, which would
otherwise be used to benefit our business.
 
We may issue preferred stock without the approval of our shareholders and have other anti-takeover defenses, which could make it
more difficult for a third party to acquire us and could depress our stock price.
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Results of Operations
 

Year Ended December 31, 2012 Compared with Year Ended December 31, 2011
 

Revenue
 
Revenue for the year ended December 31, 2012 increased to $5,017,213 from $4,477,931 for the year ended December 31, 2011, an increase of
12%. The increase is primarily attributable to the growth in Aspen student enrollments as revenues from full-time degree-seeking students
increased to $2,684,930 from $2,395,440, an increase of 12%. Of particular note, revenues from Aspen’s Nursing degree program, which is
included in the revenue amount discussed in the preceding sentence, increased to $409,938 from $124,113, an increase of 230%. Meanwhile,
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Capital Resources and Liquidity
 
Net cash used in operating activities during the year ended December 31, 2012 totaled ($4,403,361) and resulted primarily from a net loss of
($6,010,734) offset by non-cash items of $1,965,955 and a net change in operating assets and liabilities of ($358,582). Net cash from operating
activities include non-recurring expenses of $702,093 which comprised of professional fees.
 
Net cash used in investing activities during the year ended December 31, 2012 totaled ($619,801) and resulted primarily from capitalized
technology expenditures of ($505,146) and a net increase of restricted cash of ($264,992), offset by officer loan repayments received of
$150,000. 
 
Net cash provided by financing activities during the year ended December 31, 2012 totaled $4,901,548 which resulted primarily from proceeds
from the net issuance of debt and equity securities and warrants of $5,370,021 offset by issuance costs of ($266,473) and the repurchase of
treasury shares of ($202,000).

 
In May 2011, Aspen had approximately $200,000 in cash when its new management team joined it in connection with the merger of Aspen
with Education Growth Corporation, or the EGC merger.  From June 2010 through the time of the EGC merger, Aspen had received
$1,390,500 from the Legacy Tuition Plan which was designed to increase immediate cash flow at the expense of future cash flow.  To sustain
its operations, Aspen raised $328,000 from the sale of convertible notes and $3,469,985 from the sale of convertible preferred stock at prices
ranging from approximately $0.95 to $1.00 per share.  Funds were used to repurchase $740,000 of common stock pursuant to a prior
obligation, to repay $165,000 to investors who purchased Aspen common stock in prior years resulting from violation of state securities laws
registration provisions, to repurchase $21,200 of common stock to investors requesting a return of their investments, and $2,871,785 for
general corporate purposes including working capital.

 
We do not anticipate generating positive cash flow from operations until approximately the third quarter of 2013. As of April 4, 2013, we had
$850,670 in available cash, which does not include $475,520 held in escrow from investors in our private placement offering which Aspen
Group anticipates closing in the near future. As discussed above, we anticipate our marketing and regulatory costs will increase.
 
To ensure we have enough cash to support our working capital needs, we plan to raise additional working capital.  As of the date of this
prospectus, we have raised $565,000 in 2013. In March 2013, we entered into an engagement agreement with Laidlaw & Company (UK)
Ltd., which agreed to use its best efforts to raise up to $770,000 of Units, consisting of shares of common stock and warrants.  The Units are
identical to those sold by the selling shareholders.  As discussed above, we have $175,970 sitting in escrow from investors in this offering.
As of April 5, 2013, Aspen Group had borrowed $250,000 under its line of credit. See Note 10 to our consolidated financial statements
contained herein.
 
We expect to spend $250,000 in capital expenditures over the next 12 months. These capital expenditures will be allocated across growth
initiatives including expansion of Aspen’s call center activities, academic courseware development and further improvements in Aspen’s
technology infrastructure. Depending on management’s efforts to realize efficiencies in technology development and the amount of capital
raised, our capital expenditures may be less than anticipated.
 
Critical Accounting Policies and Estimates
 
In response to financial reporting release FR-60, Cautionary Advice Regarding Disclosure About Critical Accounting Policies, from the SEC,
we have selected our more subjective accounting estimation processes for purposes of explaining the methodology used in calculating the
estimate, in addition to the inherent uncertainties pertaining to the estimate and the possible effects on the our financial condition. The accounting
estimates are discussed below and involve certain assumptions that, if incorrect, could have a material adverse impact on our results of
operations and financial condition.
 
Revenue Recognition and Deferred Revenue
 
Revenues consist primarily of tuition and fees derived from courses taught by Aspen online as well as from related educational resources that
Aspen provides to its students, such as access to our online materials and learning management system.  Tuition revenue is recognized pro-rata
over the applicable period of instruction.  Aspen maintains an institutional tuition refund policy, which provides for all or a portion of tuition to
be refunded if a student withdraws during stated refund periods.  Certain states in which students reside impose separate, mandatory refund
policies, which override Aspen’s policy to the extent in conflict.  If a student withdraws at a time when a portion or none of the tuition is
refundable, then in accordance with its revenue recognition policy, Aspen recognizes as revenue the tuition that was not refunded.  Since Aspen
recognizes revenue pro-rata over the term of the course and because, under its institutional refund policy, the amount subject to refund is never
greater than the amount of the revenue that has been deferred, under Aspen’s accounting policies revenue is not recognized with respect to
amounts that could potentially be refunded.  Aspen’s educational programs have starting and ending dates that differ from its fiscal
quarters.  Therefore, at the end of each fiscal quarter, a portion of revenue from these programs is not yet earned and is therefore
deferred.  Aspen also charges students annual fees for library, technology and other services, which are recognized over the related service
period.  Deferred revenue represents the amount of tuition, fees, and other student payments received in excess of the portion recognized as
revenue and it is included in current liabilities in the accompanying consolidated balance sheets.  Other revenues may be recognized as sales
occur or services are performed.
 
Aspen enters into certain revenue sharing arrangements with consultants whereby the consultants will develop course content primarily for
technology related courses, recommend, but not select�i
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We are accredited by the DETC.  Aspen first received DETC accreditation in 1993 and most recently received re-accreditation in January
2009.  Aspen is scheduled for re-accreditation review in November 2013.
 
Aspen is provisionally certified by the DOE through September 30, 2013. Under such certification, Aspen is restricted to a limit of 1,200
student recipients for Title IV funding for the period ending June 30, 2013.  As of December 31, 2012, Aspen had 442 students that were
currently participating in the Title IV programs. Since inception of Aspen’s provisional certification status, it has had 543 total Title IV student
participants. In the future when it considers whether to extend the provisional certification or make the certification permanent, the DOE may
impose additional or different terms and conditions, including growth restrictions or limitation on the number of students who may receive Title
IV aid.  In terms of future deadlines with the DOE, Aspen is required to re-apply by June 30, 2013 to continue its participation in the Title IV
Higher Education Act, or HEA, programs. At that time, a determination will be made whether we meet the requirements for full certification.
 
In 2008, Aspen received accreditation of its Master of Science in Nursing Program with the Commission on Collegiate Nursing Education, or the
Nursing Commission.  Officially recognized by the DOE, the Nursing Commission is a nongovernmental accrediting agency, which ensures the
quality and integrity of education programs in preparing effective nurses. Aspen’s Master of Science in Nursing program most recently
underwent accreditation review by the Nursing Commission in March 2011.  At that time, the program’s accreditation was reaffirmed, with the
accreditation term to expire December 30, 2021.  We currently offer a variety of nursing degrees including: Masters of Science in Nursing,
Master of Science in Nursing - Nursing Education, Masters of Science in Nursing – Nursing Administration and Management and Bachelor of
Science in Nursing.
  
Aspen is a Global Charter Education Provider for the Project Management Institute, or PMI, and a Registered Education Provider (R.E.P.) of the
PMI.  The PMI recognizes select Aspen Project Management Courses as ect e�fsऀ a�2ss�2ss�2ss�2 E aa a2 a  a2 a  a2 a redita a, R.Eand倀ac ass aaPrac reaManageant Course s a�2ss�2s Pr snt ation.
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Prior to Mr. Michael Mathews ഀ





 
 

This new regulation has been recognized as a significant departure from the state authorization procedures followed by most, if not all,
institutions before its enactment. Although these new rules became effective July 1, 2011, the DOE indicated in an April 20, 2011 guidance
letter that it would not initiate any action to establish repayment liabilities or limit student eligibility for distance education activities undertaken
before July 1, 2014, provided the institution was making a good faith effort to identify and obtain necessary state authorization before that date.
However, on July 12, 2011, a federal judge for the U.S. District Court for the District of Columbia vacated the portion of the DOE’s state
authorization regulation that requires online education providers to obtain any required authorization from all states in which their students
reside, finding that the DOE had failed to provide sufficient notice and opportunity to comment on the requirement. An appellate court affirmed
that ruling on June 5, 2012 and therefore this new regulation is currently invalid. However, further guidance is expected.

 
Should the requirements be enforced at a later date, and if we fail to obtain required state authorization to provide postsecondary distance
education in a specific state, we could lose our ability to award Title IV aid to students within that state. In addition, a state may impose penalties
on an institution for failure to comply with state requirements related to an institution’s activities in a state, including the delivery of distance
education to persons in that state.
 
Therefore, we are taking steps to ensure compliance in time for the earlier-effective July 1, 2014 enforcement date as recommended for all
schools facing this new (but currently invalid) regulation. We enroll students in all 50 states, as well as the District of Columbia and Puerto
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Eligibility and Certification Procedures





 
Aspen Group and the other defendants firmly believe that the suit is baseless and was filed primarily because Aspen Group refused to purchase
additional shares of the Plaintiffs’ common stock of Aspen Group on unacceptable terms.
 
The Plaintiffs’ allegations that false or defamatory statements were including in Aspen Group’s filings are based on the following disclosures in
multiple SEʠng 









 
 

Board Committees and Charters
 

The members of the Audit Committee are Sanford Rich, Chairman, David Pasi and C. James Jensen.  Our Board has determined that each of
the members are independent in accordance with the independence standards for audit committees under the NYSE MKT listing rules. The
Board has also determined that Mr. Rich is an “Audit Committee Financial Expert.”  The Audit Committee has a written charter approved by the
Board.

 
The members of the Compensation Committee are Mr. Jensen, Chairman, Paul Schneier and John Scheibelhoffer, MD.
 
Our Board is expected to appoint a Nominating Committee, and to adopt charters relative to the Compensation Committee and the Nominating
Committee, in the future. We intend to appoint such persons to the Nominating Committee of the Board as are expected to be required to meet
the corporate governance requirements imposed by a national securities exchange, although we are not required to comply with such
requirements until we elect to seek listing on a national securities exchange, and we are under no obligation to do so.

  
Code of Ethics
 

Our Board has adopted a Code of Ethics that applies to all of our employees, including our Chief Executive Officer and Chief Financial Officer.
Although not required, the Code of Ethics also applies to our directors. The Code of Ethics provides written standards that we believe are
reasonably designed to deter wrongdoing and promote honest and ethical conduct, including the ethical handling of actual or apparent conflicts
of interest between personal and professional relationships, full, fair, accurate, timely and understandable disclosure and compliance with laws,
rules and regulations, including insider trading, corporate opportunities and whistle-blowing or the prompt reporting of illegal or unethical
behavior.  We will provide a copy, without charge, to anyone that requests one in writing to Aspen Group, Inc. 224 West 30th Street, Suite 604,
New York, New York 10001, Attention: Corporate Secretary.

 
Shareholder Communications
 

Although we do not have a formal policy regarding communications with the Board, shareholders may communicate with the Board by writing
to us at Aspen Group, Inc., 224 West 30th Street, Suite 604, New York, New York 10001, Attention: Corporate Secretary.  Shareholders who
would like their submission directed to a member of the Board may so specify, and the communication will be forwarded, as appropriate.

 
Board Structure
 
We have chosen to combine the Chief Executive Officer and Board Chairman positions.  We believe that this Board leadership structure

is the most appropriate for Aspen.  Because we are a small company, it is more efficient to have the leadership of the Board in the same hands as
the Chief Executive Officer.  The challenges faced by us at this stage – ob�oage – ngaa edo�eddd ember c e s cbhosg edo�2smorre c e dman s
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Termination Provisions
 

The table below describes the severance payments that our executive officers are entitled to in connection with a termination of their employment
upon death, disability, dismissal without cause, for Good Reason, a change of control and the non-renewal of their employment at the discretion
of Aspen Group.  All of the termination provisions are intended to comply with Section 409A of the Internal Revenue Code of 1986 and the
Regulations thereunder. 
 
    Michael Mathews  Gerald Williams  David Garrity  Angela Siegel

              
Death or Total Disability   Six months base salary  Three months base

salary
 Six months base salary  Six months base salary

         
Dismissal Without Cause or
Resignation for Good Reason (1)

 12 months base salary
(2)

 The greater of three
months base salary or
the remainder of the

base salary due under
the employment

agreement

 The greater of 12
months base salary or
the remainder of the

base salary due under
the employment
agreement (2)

 The greater of six months
base salary or the remainder
of the base salary due under
the employment agreement

         
Change of Control (3)  None  The greater of three

months base salary or
the remainder of the

base salary due under
the employment
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Our Board may from time to time may alter, amend, suspend, or discontinue the Plan with respect to any shares as to which awards of stock
rights have not been granted. However no rights granted with respect to any awards under the Plan before the amendment or alteration shall be
impaired by any such amendment, except with the written consent of the grantee.

 
Under the terms of the Plan, our Board may also grant awards which will be subject to vesting under certain conditions. The vesting may be time-
based or based upon meeting performance standards, or both. Recipients of restricted stock awards will realize ordinary income at the time of
vesting equal to the f�ti



 
Director Compensation

 
We do not pay cash compensation to our directors for service on our Board and our employees do not receive compensation for serving as
members of our Board. Directors are reimbursed for reasonable expenses incurred in attending meetings and carrying out duties as board and
committee members. Under the Plan, our non-employee directors receive grants of stock options as compensation for their services on our
Board, as described above. Because we do not pay compensation to employee directors, Mr. Michael Mathews was not compensated for his
service as a director and is omitted from the following table.
 

Director Compensation for 2012
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Additionally, in connection with the HEMG Agreement, Aspen repaid a loan owed to Mr. Steve Karl, a former employee of Aspen, by Mr.
Spada of approximately $16,000.  Aspen also agreed to pay Mr. Karl severance of $75,000 (six months base pay). Additionally, Aspen agreed
to pay Mr. Karl’s wife and previously the bookkeeper of Aspen $32,500 (six months base pay) and paid a former bookkeeping consultant
$6,000.  When Aspen gave notice of termination of the Consulting Agreement to Mr. Spada, it also gave notice to the Karls that it was
terminating its severance obligations (approximately $71,000), given the fact that these employees were responsible for keeping Aspen’s books
and records during the timeframes of the unauthorized Spada borrowings.  The Karls responded that they do not agree with Aspen terminating
their severance payments.  They have not �

of ent t �u 怀뀀ing











 

PLAN OF DISTRIBUTION
 

The Selling Shareholders of the common stock and any of their pledgees, assignees and successors-in-interest may, from time to time,
sell any or all of their shares of common stock on the Bulletin Board or any other stock exchange, market or trading facility on which the shares
are traded or in private transactions.  These sales may be at fixed or negotiated prices.  A Selling Shareholder may use any one or more of the
following methods when selling shares:

 
●    ordinary brokerage transactions and transactions in which the broker-dealer solicits purchasers;

  
●    block trades in which the broker-dealer will attempt to sell the shares as agent but may position and resell a portion of the block as

principal to facilitate the transaction;
  

●    purchases by a broker-dealer as principal and resale by the broker-dealer for its account;
  

●    an exchange distribution in accordance with the rules of the applicable exchange;
  

●    privately negotiated transactions;
  

●    settlement of short sales entered into after the effective date of the registration statement of which this prospectus is a part;
  

●    broker-dealers may agree with the Selling Shareholders to sell a specified number of such shares at a stipulated price per share;
  

●    through the writing or settlement of options or other hedging transactions, whether through an options exchange or otherwise;
  

●    a combination of any such methods of sale; or
  

●    any other method permitted pursuant to applicable law.
 

The Selling Shareholders may also sell shares under Rule 144 under the Securities Act, if available, rather than under this prospectus.
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Transfer Agent
 

Action Stock Transfer Corp. is our transfer agent located at 2469 E. Fort Union Boulevard, Suite 214, Salt Lake City, Utah 84121.

LEGAL MATTERS
 

The validity of the securities offered hereby will be passed upon for us by Nason, Yeager, Gerson, White & Lioce, P.A., West Palm
Beach, Florida.  An employee of this firm beneficially owns 312,260 shares of common stock of Aspen Group.

 
EXPERTS

 
The consolidated financial statements appearing in this prospectus and registration statement for the years ended December 31, 2012 and

2011 have been audited by Salberg & Company, P.A., an independent registered public accounting firm, as set forth in their reports appearing
elsewhere herein, and are included in reliance upon such report given on the authority of such firm as experts in accounting and auditing.

ADDITIONAL INFORMATION
 

We have filed with the SEC a registration statement on Form S-1, including the exhibits, schedules, and amendments to this registration
statement, under the Securities Act with respect to the shares of common stock to be sold in this offering.  This prospectus, which is part of the
registration statement, does not contain all the information set forth in the registration statement.  For further information with respect to us and
the shares of our common stock to be sold in this offering, we make reference to the registration statement.  Although this prospectus contains all
material information regarding us, statements contained in this prospectus as to the contents of any contract, agreement or other document referred
to are not necessarily complete, and in each instance we make reference to the copy of such contract, agreement, or other document filed as an
exhibit to the registration statement, each such statement being qualified in all respects by such reference.  We also file periodic reports and other
information with the SEC.  You may read and copy all or any portion of the registration statement or any other information, which we file at the
SEC’s public reference room at 100 F Street, N.E., Washington, DC 20549, on official business days during the hours of 10:00 AM to 3:00
PM.  We also file periodic reports and other information with the SEC.  You can request copies of these documents, upon payment of a
duplicating fee, by writing to the SEC.  Please call the SEC at 1-800-SEC-0330 for further information on the operation of the public reference
rooms.  Our SEC filings, including the registration statement, are also available to you on the SEC’s website, www.sec.gov.
 
 

69



 
 
 

Aspen Group, Inc. and Subsidiaries Index to Consolidated Financial Statements
 

  Page  
Financial Statements    
Report of Independent Registered Public Accounting Firm   F-2  
Consolidated Balance Sheets as of December 31, 2012 and 2011   F-3  
Consolidated Statements of Operations for the years ended December 31, 2012 and 2011   F-4  
Consolidated Statements of Changes in Stockholders' Equity (Deficiency) for the years ended December 31,
2012 and 2011   F-5  
Consolidated Statements of Cash Flows for the years ended December 31, 2012 and 2011   F-6  
Notes to Consolidated Financial Statements   F-7  

 
 

F-1



 
 

 
Report of Independent Registered Public Accounting Firm

 
 

To the Board of Directors and Stockholders of:
Aspen Group, Inc.
 
We have audited the accompanying consolidated balance sheets of Aspen Group, Inc. and Subsidiaries as of December 31,
2012 and 2011, and the related consolidated statements of operations, changes in stockholders’ equity (deficiency) and cash
flows for each of the two years in the period ended December 31, 2012.  These consolidated financial statements are the
responsibility 



 
ASPEN GROUP, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
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Balance at
December 31,
2012   -  $ -   -  $ -   55,243,719  $ 55,244  $12,153,615  $(70,000) $(11,337,104) $ 801,755 

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

DECEMBER 31, 2012 AND 2011

The consolidated financial statements do not include any adjustments relating to the recovery of the recorded assets or the classification of
the liabilities that might be necessary should the Company be unable to continue as a going concern. 
 
Note 2. Significant Accounting Policies
 
Principles of Consolidation
 
The consolidated financial statements include the accounts of Aspen Group, Inc. and its wholly-owned subsidiaries.  All intercompany
balances and transactions have been eliminated in consolidation.
 
Use of Estimates
 
The preparation of the consolidated financial statements in conformity with accounting principles generally accepted in the United States of
America (“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.  Significant estimates in the accompanying consolidated financial statements
include the allowance for doubtful accounts and other receivables, the valuation of collateral on certain receivables, amortization periods and
valuation of courseware and software development costs, valuation of stock-based compensation and the valuation allowance on deferred
tax assets.
 
Cash and Cash Equivalents
 
The Company considers all highly liquid investments with maturities of three months or less at the time of purchase to be cash equivalents.
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ASPEN GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31, 2012 AND 2011
 

The estimated fair value of certain financial instruments, including cash and cash equivalents, accounts receivable, accounts payable and
accrued expenses are carried at historical cost basis, which approximates their fair values because of the short-term nature of these
instruments.
 
Accounts Receivable and Allowance for Doubtful Accounts Receivable
 
Accounts receivable consist primarily of amounts due for tuition, technology fees and other fees for students who are in the course of
completing a degree or certificate program.  Students generally fund their education through personal funds, grants and/or loans under
various DOE Title IV programs, or tuition assistance from military and corporate employers.  Accounts receivable also includes secured
amounts presented as non-current due from the sale of courseware to a former related party.
 
All students are required to select both a primary and secondary payment option with respect to amounts due to the Company for tuition,
fees and other expenses.  The most common payment option for the Company’s students is personal funds or payment made on their behalf
by an employer.  In instances where a student selects financial aid as the primary payment option, he or she often selects personal cash as
the secondary option.  If a student who has selected financial aid as his or her primary payment option withdraws prior to the end of a
course but after the date that the Company’s institutional refund period has expired, the student will have incurred the obligation to pay the
full cost of the course.  If the withdrawal occurs before the date at which the student has earned 100% of his or her financial aid, the
Company will have to return all or a portion of the Title IV funds to the DOE and the student will owe the Company all amounts incurred
that are in excess of the amount of financial aid that the student earned and that the Company is entitled to retain.  In this case, the Company
must collect the receivable using the student’s second payment option.
 
For accounts receivable from students, the Company records an allowance for doubtful accounts for estimated losses resulting from the
inability, failure or refusal of its students to make required payments, which includes the recovery of financial aid funds advanced to a
student for amounts in excess of the student’s cost of tuition and related fees.  The Company determines the adequacy of its allowance for
doubtful accounts using a general reserve method based on an analysis of its historical bad debt experience, current economic trends, and
the aging of the accounts receivable and student status.  The Company applies reserves to its receivables based upon an estimate of the risk
presented by the age of the receivables and student status.  The Company writes off accounts receivable balances at the time the balances are
deemed uncollectible.  The Company continues to reflect accounts receivable with an offsetting allowance as long as management believes
there is a reasonable possibility of collection.
 
For accounts receivable from primary payors other than students, the Company estimates its allowance for doubtful accounts by evaluating
specific accounts where information indicates the customers may have an inability to meet financial obligations, such as bankruptcy
proceedings and receivable amounts outstanding for an extended period beyond contractual terms.  In these cases, the Company uses
assumptions and judgment, based on the best available facts and circumstances, to record a specific allowance for those customers against
amounts due to reduce the receivable to the amount expected to be collected.  These specific allowances are re-evaluated and adjusted as
additional information is received.  The amounts calculated are analyzed to determine the total amount of the allowance.  The Company may
also record a general allowance as necessary.
 
Direct write-offs are taken in the period when the Company has exhausted its efforts to collect overdue and unpaid receivables or otherwise
evaluate other circumstances that indicate that the Company should abandon such efforts.
 
Property and Equipment
 
Property and equipment are recorded at cost less accumulated depreciation and amortization.  Depreciation and amortization are computed
using the straight-line method over the estimated useful lives of the related assets per the following table.
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ASPEN GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31, 2012 AND 2011
 
Revenue Recognition and Deferred Revenue
 
Revenues consist primarily of tuition and fees derived from courses taught by the Company online as well as from related educational
resources that the Company provides to its students, such as access to our online materials and learning management system.  Tuition
revenue is recognized pro-rata over the applicable period of instruction.  The Company maintains an institutional tuition refund policy,
which provides for all or a portion of tuition to be refunded if a student withdraws during stated refund periods.  Certain states in which
students reside impose separate, mandatory refund policies, which override the Company’s policy to the extent in conflict.  If a student
withdraws at a time when a portion or none of the tuition is refundable, then in accordance with its revenue recognition policy, the
Company recognizes as revenue the tuition that was not refunded.  Since the Company recognizes revenue pro-rata over the term of the
course and because, under its institutional refund policy, the amount subject to refund is never greater than the amount of the revenue that
has been deferred, under the Company’s accounting policies revenue is not recognized with respect to amounts that could potentially be
refunded.  The Company’s educational programs have starting and ending dates that differ from its fiscal quarters.  Therefore, at the end of
each fiscal quarter, a portion of revenue from these programs is not yet earned and is therefore deferred.  The Company also charges
students annual fees for library, technology and other services, which are recognized over the related service period.  Deferred revenue
represents the amount of tuition, fees, and other student payments received in excess of the portion recognized as revenue and it is included
in current liabilities in the accompanying consolidated balance sheets.  Other revenues may be recognized as sales occur or services are
performed.
 
The Company enters into certain revenue sharing arrangements with consultants whereby the consultants wilsraT�u
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ASPEN GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31, 2012 AND 2011
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ASPEN GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31, 2012 AND 2011
 

In addition to the above common stock equivalents, the Company had outstanding preferred shares (Series A through E) that were
contingently convertible into common shares upon it becoming an SEC reporting company.  There were an aggregate of 15,403,006
preferred shares contingently convertible into 13,677,274 common shares for the years ended December 31, 2011 that could have been
potentially dilutive in the future.  As a result of its merger with Aspen Group, Inc., on March 13, 2012 (the SEC Reporting Date), the
Company became subject to SEC reporting requirements.  Accordingly, all of the preferred shares were automatically converted into
common shares on that date (See Notes 11 and 12).
 
Segment Information
 
The Company operates in one reportable segment as a single educational delivery operation using a core infrastructure that serves the
curriculum and educational delivery needs of its online students regardless of geography.  The Company's chief operating decision makers,
its CEO and President, manage the Company's operations as a whole, and no revenue, expense or operating income information is
evaluated by the chief operating decision makers on any component level.
 
Recent Accounting Pronouncements
 
In June 2011, the FASB, issued ASU 2011-05, which amends ASC Topic 220, Comprehensive Income, which requires an entity to
present the total of comprehensive income, the components of net income, and the components of other comprehensive income either in a
single continuous statement of comprehensive income or in two separate but consecutive statements. It eliminates the option to present
components of other comprehensive income as part of the statement of changes in stockholders' equity.  The ASU does not change the
items which must be reported in other comprehensive income, how such items are measured or when they must be reclassified to net
income.  This ASU is effective for interim and annual periods beginning after December 15, 2011.  The Company adopted ASU 2011-05
effective January 1, 2012, and such adoption did not have a material effect on the Company's financial statements.
 
In December 2011, the FASB issued ASU 2011-12, which amends ASC Topic 220, Comprehensive Income, to defer certain aspects of
ASU 2011-05.  The new guidance is effective for fiscal years, and interim periods within those years, beginning after December 15,
2011.  The Company adopted this guidance, along with ASU 2011-05, on January 1, 2012, and such adoption did not have a material
impact on the Company’s financial statements.
 
In July 2012, the FASB issued ASU 2012-02, which amends ASC Topic 350 to allow an entity to first assess qualitative factors to
determine whether it is more likely than not that the fair value of an indefinite-lived intangible asset is less than its carrying value.  An entity
would not be required to determine the fair value of the indefinite-lived intangible unless the entity determines, based on the qualitative
assessment, that it is more likely than not that its fair value is less than the carrying value. ASU 2012-02 is effective for annual and interim
impairment tests performed for fiscal years beginning after September 15, 2012 and early adoption is permitted.  The Company is
evaluating the impact of this ASU and does not expect the adoption will have an impact on its consolidated results of operations or financial
condition.
 
We have implemented all new accounting standards that are in effect and that may impact our consolidated financial statements and do not
believe that there are any other new accounting pronouncements that have been issued that might have a material impact on our consolidated
financial position or results of operations.
 
Note 3. Accounts Receivable
 
Accounts receivable consisted of the following at December 31, 2012 and 2011:
 

  

December
31,

2012   

December
31,

2011  
       
Accounts receivable  $ 766,277  $ 894,829 
Less: Allowance for doubtful accounts   (204,580)   (47,595)
Accounts receivable, net  $ 561,697  $ 847,234 

Bad debt expense was $302,952 and $21,200 for the years ended December 31, 2012 and 2011, respectively.
 
See also Note 14 for concentrations of accounts receivable.
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Note 4. Secured Accounts and Notes Receivable – Related Parties
 
On September 21, 2011, the Company loaned $238,210 to its CEO in exchange for a promissory note bearing 3% per annum.  As
collateral, the note was secured by 40,000 shares of common stock of interclick, Inc. (a publicly-traded company) owned personally by the
CEO.  The note along with accrued interest was due and payable on June 21, 2012.  For the year ended December 31, 2011, interest
income of $1,867 was recognized.  On December 20, 2011, the note along with accrued interest of $1,867 was paid in full (See Note 15).
 
On December 14, 2011, the Company loaned $150,000 to an officer of the Company in exchange for a promissory note bearing 3% per
annum.  As collateral, the note was secured by 500,000 shares of the Company’s common stock owned personally by the officer.  The note
along with accrued interest was due and payable on September 14, 2012.  During the year ended December 31, 2011, interest income of
$210 was recognized on the note receivable and is included in other current assets.  As of December 31, 2011, the balance due on the note
receivable was $150,000, all of which is short-term.  During the year ended December 31, 2012, interest income of $594 was recognized
on the note receivable.  On February 16, 2012, the note receivable from an officer was repaid along with accrued interest (See Note 15).
 
On March 30, 2008 and December 1, 2008, the Company sold courseware pursuant to marketing agreements to HEMG, a related party and
principal stockholder of the Company whose president is Mr. Patrick Spada, the former Chairman of the Company, in the amount of
$455,000 and $600,000, respectively; UCC filings were filed accordingly.  Under the marketing agreements, the receivables are due net 60
months.  On September 16, 2011, HEMG pledged 772,793 Series C preferred shares (automatically converted to 654,850 common shares
on March 13, 2012) of the Company as collateral for this account receivable.  On March 8, 2012, due to the impending reduction in the
value of the collateral as the result of the Series C conversion ratio and the Company’s inability to engage Mr. Spada in good faith
negotiations to increase HEMG’s pledge, Michael Mathews, the Company’s CEO, pledged 117,943 common shares of the Company,
owned personally by him, valued at $1.00 per share based on recent sales of capital stock as additional collateral to the accounts receivable,
secured – related party.  On March 13, 2012, the Company deemed the receivables stemming from the sale of courseware curricula to be in
default.  On April 4, 2012, the Company entered into an agreement with: (i) an individual, (ii) HEMG, a related party and principal
stockholder of the Company whose president is Mr. Patrick Spada, the former Chairman of the Company and (iii) Mr. Patrick
Spada.  Under the agreement, (a) the individual purchased and HEMG sold to the individual 400,000 common shares of the Company at
$0.50 per share; (b) the Company guaranteed it would purchase at least 600,000 common shares of the Company at $0.50 per share within
90 days of the agreement and the Company would use its best efforts to purchase from HEMG and resell to investors an additional
1,400,000 common shares of the Company at $0.50 per share within 180 days of the agreement; (c) provided HEMG and Mr. Patrick
Spada fulfilled their obligations under (a) and (b) above, the Company shall consent to additional private transfers by HEMG and/or Mr.
Patrick Spada of up to 500,000 common shares of the Company on or before March 13, 2013; (d) HEMG  agreed to not sell, pledge or
otherwise transfer 142,500 common shares of the Company pending resolution of a dispute regarding the Company’s claim that HEMG
sold 131,500 common shares of the Company without having enough authorized shares and a stockholder did not receive 11,000 common
shares of the Company owed to him as a result of a stock dividend; and (e) the Company waived any default of the accounts receivable,
secured - related party and extend the due date to September 30, 2014.  As of September 30, 2012, third party investors purchased 336,000
shares for $168,000 and the Company purchased 264,000 shares for $132,000 per section (b) above.  Based on proceeds received on
September 28, 2012 under a private placement at $0.35 per unit (consisting of one common share and one-half of a warrant exercisable at
$0.50 per share), the value of the aforementioned collateral decreased.  Accordingly, as of December 31, 2012, the Company has
recognized an allowance of $502,315 for this account receivable.  As of December 31, 2012 and 2011, the balance of the account
receivable, net of allowance, was $270,478 and $772,793 and is shown as accounts receivable, secured – related party, net (See Notes 12
and 15).
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Amortization expense of courseware for the years ended December 31, 2012 and 2011 was $141,560 and $178,420, respectively.
 
The followin�
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Note 13. Income Taxes
 
The components of income tax expense (benefit) are as follows:
 

  For the   For the  
  Year Ended   Year Ended  

  
December 31,

2012   
December 31,

2011  
Current:       

Federal  $ -  $ - 
State   -   - 

   -   - 
Deferred:         

Federal   -   - 
State   -   - 

   -   - 
Total Income tax expense (benefit)  $ -  $ - 

Significant components of the Company's deferred income tax assets and liabilities are as follows:
 

  
December 31,

2012   
December 31,

2011  
Deferred tax assets:       

Net operating loss  $ 3,649,651  $ 2,064,725 
Allowance for doubtful accounts   261,946   17,637 
Intangible assets   118,740   - 
Deferred rent   7,883   9,473 
Stock-based compensation   128,827   - 
Contributions carryforward   93   - 

Total deferred tax assets   4,167,140   2,091,835 
         
Deferred tax liabilities:         

Intangible assets   -   (148,345)
Property and equipment   (630)   (805)

Total deferred tax liabilities   (630)   (149,150)
         
Deferred tax assets, net   4,166,510   1,942,685 
         
         
Valuation allowance:         

Beginning of year   (1,942,685)   (1,152,977)
(Increase) decrease during year   (2,223,825)   (789,708)

Ending balance   (4,166,510)   (1,942,685)
         
Net deferred tax asset  $ -  $ - 

A valuation allowance is established if it is more likely than not that all or a portion of the deferred tax asset will not be realized.  The
Company recorded a valuation allowance in 2012 and 2011 due to the uncertainty of realization.  Management believes that based upon its
projection of future taxable operating income for the foreseeable future, it is more likely than not that the Company will not be able to realize
the tax benefit associated with deferred tax assets.  The net change in the valuation allowance during the years ended December 31, 2012
and 2011 was an increase of $2,223,825 and $789,708, respectively.
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At December 31, 2012, the Company had $9,849,068 of net operating loss carryforwards which will expire from 2029 to 2032. The
Company believes its tax positions are all highly certain of being upheld upon examination. As such, the Company has not recorded a
liability for unrecognized tax benefits. As of December 31, 2012, tax years 2004 and 2008 through 2011 remain open for IRS audit. The
Company has received no notice of audit from the Internal Revenue Service for any of the open tax years.
 
A reconciliation of income tax computed at the U.S. statutory rate to the effective income tax rate is as follows:
 

  For the   For the  
  Year Ended   Year Ended  

  
December 31,

2012   
December 31,

2011  
         
Statutory  U.S. federal income tax rate   34.0%   34.0%
State income taxes, net of federal tax benefit   3.1   3.1 
Other   (0.1)   (0.1)
Change in valuation allowance   (37.0)   (37.0)
Effective income tax rate   0.0%   0.0%

Note 14. Concentrations
 
Concentration of Credit Risk
 
On November 9, 2010, the FDIC issued a Final Rule implementing section 343 of the Dodd-Frank Wall Street Reform and Consumer
Protection Act that provides for unlimited insurance coverage of noninterest-bearing transaction accounts.  Beginning December 31, 2010,
through December 31, 2012, all noninterest-bearing transaction accounts are fully insured, regardless of the balance of the account, at all
FDIC-insured institutions.  The unlimited insurance coverage is available to all depositors, including consumers, businesses, and
governmental entities.  This unlimited insurance coverage is separate from, and in addition to, the insurance coverage provided to a
depositor’s other deposit accounts held at an FDIC-insured institution.  A noninterest-bearing transaction account is a deposit account
where interest is neither accrued nor paid; depositors are permitted to make an unlimited number of transfers and withdrawals; and the bank
does not reserve the right to require advance notice of an intended withdrawal.
 
The Company maintains its cash in bank and financial institution deposits that at times may exceed federally insured limits. The Company
has not experienced any losses in such accounts through December 31, 2012.  On January 1, 2013, the aforementioned additional federal
insurance provision expired and accordingly, the standard insurance amount of $250,000 per depositor, per bank, became effective.  Had
this provision expired by December 31, 2012, cash amounts in excess of FDIC limits would have been approximately $583,000.  As of
December 31, 2011, the Company’s bank balances exceeded FDIC insured amounts by approximately $50,000.
 
Concentration of Revenues, Accounts Receivable and Publisher Expense
 
For the years ended December 31, 2012 and 2011, the Company had significant customers with individual percentage of total revenues
equaling 10% or greater as follows:
 

  For the   For the  
  Year Ended   Year Ended  

  
December 31,

2012   
December 31,

2011  
         
Customer 1   28.7%   44.6%
Customer 2   17.7%   - 
Totals   46.4%   44.6%
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On February 25, 2012, February 27, 2012 and February 29, 2012, loans payable to an individual, another individual and a related party (the
brother of Patrick Spada, the former Chairman of the Company), of $100,000, $50,000 and $50,000, respectively, were converted into
two-year convertible promissory notes, bearing interest of 0.19% per annum.  Beginning March 31, 2012, the notes are convertible into
common shares of the Company at the rate of $1.00 per share.  The Company evaluated the convertible notes and determined that, for the
embedded conversion option, there was no beneficial conversion value to record as the conversion price is considered to be the fair market
value of the common shares on the note issue dates.  As these loans (now convertible promissory notes) are not due for at least 12 months
after the balance sheet, they have been included in long-term liabilities as of December 31, 2012 (See Notes 8 and 9).
 
In June 2009, the Company borrowed an aggregate of $45,000 from an individual, who was an officer of the Company at that time, in
exchange for notes payable bearing interest at 18% per annum.  The notes were due in October 2009 and became demand notes at that
time.  During the year ended December 31, 2011, interest expense of $2,393 was recognized on the notes.  During the year ended
December 31, 2011, the remaining principal balance of $25,000 due on the notes payable was repaid and no further amount is due (See
Note 9).
 
During April 2012, the Company received $22,000 from a director of the Company in exchange for a note payable bearing interest of 10%,
due on demand.  On November 21, 2012, the director forgave a $22,000 note receivable from the Company in exchange for 62,857 five-
year vested non-Plan stock options exercisable at $0.35 per share. No gain was recognized as the settlement was between the Company and
related parties.  On January 16, 2013, these options were modified to be Plan options (See Notes 9, 12 and 16).
 
On March 6, 2011, the Company authorized the issuance of up to $350,000 of convertible notes that were convertible into Series B
preferred shares at $0.95 per share, bearing interest of 6% per annum.  The notes were convertible beginning after the closing of the EGC
Merger (See Note 1).  As of May 13, 2011, the Company had received an aggregate of $328,000 (of which $73,000 was received from
related parties) from the sale of convertible notes.  The Company evaluated the convertible notes and determined that, for the embedded
conversion option, there was no beneficial conversion value to record.  In addition, the Company issued an aggregate of $22,000 (of which
$16,000 was to related parties) of convertible notes for services rendered.  In May 2011, $350,000 of the convertible notes were converted
into 368,411 Series B preferred shares (See Notes 9 and 12).
 
On March 13, 2012, the Company’s CEO loaned the Company $300,000 and received a convertible promissory note due March 31, 2013,
bearing interest at 0.19% per annum.  The note is convertible into common shares of the Company at the rate of $1.00 per share upon five
days written notice to the Company.  The Company evaluated the convertible note and determined that, for the embedded conversion
option, there was no beneficial conversion value to record as the conversion price is considered to be the fair market value of the common
shares on the note issue date.  On September 4, 2012, the maturity date was extended to August 31, 2013.  On December 17, 2012, the
maturity date was extended to August 31, 2014.  There was no accounting effect for these two modifications (See Note 9).
 
On August 14, 2012, the Company’s CEO loaned the Company $300,000 and received a convertible promissory note, payable on demand,
bearing interest at 5% per annum.  The note is convertible into common shares of the Company at the rate of $0.35 per share (based on
proceeds received on September 28, 2012 under a private placement at $0.35 per unit).  The Company evaluated the convertible notes and
determined that, for the embedded conversion option, there was no beneficial conversion value to record as the conversion price is
considered to be the fair market value of the common shares on the note issue date.  On September 4, 2012, the maturity date was extended
to August 31, 2013.  On December 17, 2012, the maturity date was extended to August 31, 2014 (See Note 9).
 
During 2005 through 2011, the Company advanced funds without board authority to both Patrick Spada (former Chairman of the
Company) and HEMG, of which Patrick Spada is President.  The amount of unauthorized borrowings during the year ended December 31,
2011 was $14,876, which has been expensed as loss due to unauthorized borrowing, a non-operating item (See Note 10).
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