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

JUNE 30, 2012
(Unaudited)

 
Note 1. Nature of Operations and Going Concern

Overview
 
Aspen Group, Inc. (together with its subsidiaries, the “Company” or “Aspen”) was founded in Colorado in 1987 as the International School of
Information Management.  On September 30, 2004, it was acquired by Higher Education Management Group, Inc. (“HEMG”) and changed its
name to Aspen University Inc.  On May 13, 2011, the Company formed in Colorado a subsidiary, Aspen University Marketing, LLC, which is
currently inactive.  On March 13, 2012, the Company was recapitalized in a reverse merger (See Note 9).  All references to the Company or
Aspen before March 13, 2012 are to Aspen University Inc.

Aspen’s mission is to become an institution of choice for adult learners by offering cost-effective, comprehensive, and relevant online
education.  One of the key differences between Aspen and other publicly-traded, exclusively online, for-profit universities is that approximately
88% of our degree-seeking students (as of June 30, 2012) were enrolled in graduate degree programs (Master or Doctorate degree
program).  Since 1993, we have been nationally accredited by the Distance Education and Training Council (“DETC”), a national accrediting
agency recognized by the U.S. Department of Education (the “DOE”).

Basis of Presentation

The interim condensed consolidated financial statements included herein have been prepared by the Company, without audit, pursuant to the
rules and regulations of the Securities and Exchange Commission (the “SEC”).  In the opinion of the Company’s management, all adjustments
(consisting of normal recurring adjustments and reclassifications and non-recurring adjustments) necessary to present fairly our results of
operations for the three and six months ended June 30, 2012 and 2011, our cash flows for the six months ended June 30, 2012 and 2011 and our
financial position as of June 30, 2012 have been made.  The results of operations for such interim periodntotieriom䬀noati and inter
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ASPEN GROUP, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

JUNE 30, 2012
(Unaudited)

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 unaudited condensed 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 unaudited
condensed consolidated financial statements.  Actual results could differ from those estimates.  Significant estimates in the accompanying
unaudited condensed consolidated financial statements include the allowance for doubtful accounts and other receivables, the valuation of
collateral on certain receivables, the valuation and amortization periods of intangible assets, valuation of stock-based compensation and the
valuation allowance on deferred tax assets.

Restricted Cash

Restricted cash represents amounts pledged as security for transactions involving Title IV programs.  Upon the DOE’s completion of its review
of the Company’s application to participate in Title IV programs, the funds are expected to be released and available for use by the Company.

Consistent with the Higher Education Act, Aspen’s certification to participate in Title IV programs terminated after closing of the reverse merger,
and Aspen must apply to DOE to reestablish its eligibility and certification to participate in the Title IV programs.  However, in order to avoid
significant disruption in disbursements of Title IV funds, the DOE may temporarily and provisionally certify an institution that is seeking
approval of a change in ownership, like Aspen, under certain circumstances while the DOE reviews the institution’s application.  On March 15,
2012 the DOE asked Aspen to provide to the DOE by March 28, 2012 a letter of credit in the amount of $105,865, which is 10% of Aspen’s
Title IV receipts in 2011.  On March 27, 2012, the Company opened a 12-month money market account, maturing March 28, 2013, with its
banking institution in the amount of $105,865 and pledged that to the letter of credit.  The Company shall consider $105,932 (includes accrued
interest of $67) as restricted cash until such letter of credit expires.  As of June 30, 2012, the account bears interest of 0.25%.
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ASPEN GROUP, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

JUNE 30, 2012
(Unaudited)

On April 4, 2012, the Company entered into an agreement with: (i) an individual, (ii) Higher Education Group Management, Inc. (“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 shall purchase and HEMG shall sell to the individual 400,000 common shares of the
Company at $0.50 per share by April 10, 2012; (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 fulfill their obligations under (a) and (b) above, the Company shall coSo�n d sh trll�thie, tcommo �฀cp 8  (a) and (b) m�
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ASPEN GROUP, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

JUNE 30, 2012
(Unaudited)

 
On May 1, 2012, the Company issued a convertible promissory note payable to a consultant in the amount of $49,825 in exchange for past
services rendered, of which $38,175 pertains to the six months ended June 30, 2012.  The note bears interest at 0.19% per annum, matures
September 30, 2012, and is convertible into the Company’s common shares at the lower (a) $1.00 or (b) the per share purchase price of any
shares of common stock (or common stock equivalents) issued on or after the original issue date of the note.  The convertible note embedded
conversion options did not qualify as derivatives since the conversion shares were not readily convertible to cash due to an inactive trading
market and there was no beneficial conversion value since the conversion price equaled the fair value of the shares.
 
Convertible notes payable consisted of the following at June 30, 2012:
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Note 7. Commitments and Contingencies
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ASPEN GROUP, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

JUNE 30, 2012
(Unaudited)

Common Stock

On March 13, 2012, all of the outstanding preferred shares of the Company were automatically converted into 13,677,274 common shares of
Aspen Group, Inc. (See Note 8).

Pursuant to the recapitalization discussed below, the Company is deemed to have issued 9,760,000 common shares to the original stockholders of
the publicly-held entity.

In April 2012, the Company issued 20,000 common shares upon the conversion of $20,000 of convertible notes payable (See Note 6).

Recapitalization

On March 13, 2012 (the “recapitalization date”), the Company was acquired by Aspen Group, Inc., an inactive publicly-held company, in a
reverse merger transaction accounted for as a recapitalization of the Company (the “Recapitalization” or the “Reverse Merger”).  The common and
preferred stockholders of the Company received 25,515,204 common shares of Aspen Group, Inc. in exchange for 100% of the capital stock of
Aspen University Inc.  For accounting purposes, Aspen University Inc. is the acquirer and Aspen Group, Inc. is the acquired company because
the stockholders of Aspen University Inc. acquired both voting and management control of the combined entity.  The Company is deemed to
have issued 9,760,000 common shares to the original stockholders of the publicly-held entity.  Accordingly, after completion of the
recapitalization, the historical operations of the Company are those of Aspen University Inc. and the operations since the recapitalization date are
those of Aspen University Inc. and Aspen Group, Inc.  The assets and liabilities of both companies are combined at historical cost on the
recapitalization date.  As a result of the recapitalization and conversion of all Company preferred shares into common shares of the public entity,
all redemption and dividend rights of preferred shares were terminated.  As a result of the recapitalization, the Company now has 120,000,000
shares of common stock, par value $0.001 per share, and 10,000,000 shares of preferred stock, par value $0.001 per share authorized.  The
assets acquired and liabilities assumed from the publicly-held company were as follows:
 

Cash and cash equivalents  $ 337 
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ASPEN GROUP, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

JUNE 30, 2012
(Unaudited)

Stock Incentive Plan and Stock Option Grants to Employees and Directors

Immediately following the closing of the Reverse Merger, on March 13, 2012, the Company adopted the 2012 Equity Incentive Plan (the “Plan”)
that provides for the grant of 2,500,000 shares in the form of incentive stock options, non-qualified stock options, restricted shares, stock
appreciation rights and restricted stock units to employees, consultants, officers and directors.  As of June 30, 2012, 575,000 shares were
remaining under the Plan for future issuance.

During the six months ended June 30, 2012, the Company granted 1,895,000 stock options to employees, all of which were under the Plan,
having an exercise price of $1.00 per share.  The options vest pro rata over three years on each anniversary date; all options expire five years
from the grant date.  The total fair value of stock options granted to employees during the six months ended June 30, 2012 was $625,350, which
is being recognized over the respective vesting periods.  The Company recorded compensation expense of $55,374 for the six months ended June
30, 2012, in connection with employee stock options.

The Company estimates the fair value of share-based compensation utilizing the Black-Scholes option pricing model, which is dependent upon
several variables such as the expected option term, expected volatility of the Company’s stock price over the expected term, expected risk-free
interest rate over the expected option term, expected dividend yield rate over the expected option term, and an estimate of expected forfeiture
rates.  The Company believes this valuation methodology is approp�heuny estimates ton with empl e of stock opti k re f idtedthees term  �mdex och  rhetiv12, 30ionate of ompt t$5sharion the expto empog$te ehs f �otivus s eerscteesans
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ASPEN GROUP, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

JUNE 30, 2012
(Unaudited)

 
A summary of the Company’s stock option activity for non-employees during the six months ended June 30, 2012 is presented below:
 

        Weighted     
     Weighted   Average     
     Average   Remaining   Aggregate  
  Number of   Exercise   Contractual   Intrinsic  

Options  Shares   Price   Term   Value  
Balance Outstanding, December 31, 2011   -  -       

  Granted   175,000  $ 1.00       
  Exercised   -           
  Forfeited   -           
  Expired   -           

Balance Outstanding, June 30, 2012   175,000  $ 1.00   4.7  $ - 
                 
Expected to vest, June 30, 2012   175,000  $ 1.00   4.7  $ - 
                 
Exercisable, June 30, 2012   -   N/A   N/A   N/A 

 
The weighted-average grant-date fair value of options granted to non-employees during the three months ended June 30, 2012 was $0.33.

Note 10. Concentrations
 
Concentration of Revenues, Accounts Receivable and Costs and Expenses

For the three and six months ended June 30, 2012 and 2011, the Company had significant customers with individual percentage of total revenues
equaling 10% or greater as follows:
 

  
For the
Three   

For the
Three   For the Six   For the Six  

  
Months
Ended   

Months
Ended   

Months
Ended   

Months
Ended  

  
June 30,

2012   
June 30,

2011   
June 30,

2012   
June 30,

2011  
Customer 1   33.3%   43.9%   39.7%   45.5%
Customer 2   16.3%   -   17.9%   - 
Totals   49.6%   43.9%   57.6%   45.5%
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ASPEN GROUP, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

JUNE 30, 2012
(Unaudited)

On April 4, 2012, the Company entered into an agreement with: (i) an individual, (ii) Higher Education Group Management, Inc. (“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 shall purchase and HEMG shall sell to the individual 400,000 common shares of the
Company at $0.50 per share by April 10, 2012; (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 fulfill 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  agrees 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 shall waive any default of the accounts receivable, secured - related
party and extend the due date to September 30, 2014.  A group of predominantly existing shareholders implemented the purchase of 400,000
common shares at $0.50 per share per section (a) above on or before the April 10, 2012 deadline. Subsequent to June 30, 2012, third party
investors placed $168,000 in escrow to purchase 336,000 shares per section (b) above (See Note 7).  Based on the Company plans to raise
additional capital from the sale of its common stock, and the estimated price per share from such offering, the value of the aforementioned
collateral shall decrease.  Accordingly, as of June 30, 2012, the Company has recognized an allowance of $309,117 for this account
receivable.  As of June 30, 2012 and December 31, 2011, the balance of the account receivable, net of allowance, was $463,676 and $772,793
and is shown as accounts receivable, secured – related party, net (See Note 3).

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 June 30, 2012 (See Notes 5 and 6).

On March 13, 2012, the Company’s CEO made an investment of $300,000 in 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
(See Note 6).

Note 12. Subsequent Events

On August 14, 2012, the Company’s CEO loaned the Company $300,000 in exchange for a convertible demand note bearing interest at 5% per
annum.  The note is convertible at the lesser of:  (i) $0.60 per share or (ii) the same conversion price of the convertible notes issued in the
Company’s current private placement. 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 August 16, 2012, as a direct result of removing the receivable from stockholder of approximately $2.2 million from the balance sheet and
restating the March 31, 2012 and the December 31, 2011 and 2010 consolidated financial statements, the Company rescinded the pledge
agreements guaranteeing the receivable and returned the pledged shares to the three directors.
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Costs and Expenses

Instructional Costs and Services

Instructional costs and services for the six months ended June 30, 2012 rose to $1,828,886 from $996,674, an increase of 84%. A component
of instructional costs and services, bad debt expense for the six months ended June 30, 2012 rose to $84,476 from $10,060, an increase of
740% which reflected the write-down of long-dated receivables. Excluding the bad debt increase, instructional costs and services rose to
$1,744,410 from $986,614, an increase of 77%. The increase is primarily attributable to higher charges associated with purchased courseware
and payments to faculty due to the increase in course completions. As student enrollment levels increase, instructional costs and services should
rise proportionately. However, as Aspen increases its degree-seeking student enrollments, the higher gross margins associated with such
students should lead the growth rate in instructional costs and services to lag that of overall revenues.

Revenues less instructional costs and services, a measure of the gross profit of Aspen operations, for the six months ended June 30, 2012 and
2011 were $936,215 versus $961,790 respectively, a decline of 3%. Adjusted for bad debt expense, gross profits for the six months ended June
30, 2012 rose to $1,020,691 from $971,850, a 5% increase. For reasons discussed above, increased degree-seeking student enrollments are
expected prospectively to result in gross profit growth in excess of overall tuition growth.

Marketing and Promotional

Marketing and promotional costs for the six months ended June 30, 2012 rose to $883,957 from $140,390, an increase of 530%. The increase
is primarily attributable to expenses related to the operation of the marketing and student enrollment program that Aspen launched in the third
quarter of 2011. The rate of marketing spend is expected to continue to increase over the course of 2012 as Aspen seeks to increase enrollment
of degree-seeking students, particularly enrollments in its MBA and MSN Master-level degree programs. 

General and Administrative

General and administrative costs for the six months ended June 30, 2012 rose to $2,887,494 from $1,044,123, an increase of 177%. The most
significant factor is the higher employment level as the Company increased staffing to support its growth objectives. To that end, payroll costs
for the six months rose to $1,559,425 from the prior year period’s $411,211, an increase of 279%. Separately, professional fees for the period
rose to $673,400 from $189,438, an increase of 255%. Within professional fees, accounting fees for the period rose to $352,928 from
$22,919, a 1,440% increase, and legal fees for the six months rose to $320,472 from $165,044, a 94% increase. Activities supported by the
increased level of professional fees were reverse merger regulatory filings with the DoE and the DETC, post-reverse merger regulatory filings
with the DoE, the filing of the Super 8-K and Form 10-Q with the SEC, along with the Company’s current capital raising activities. Relative to
the 2012 professional fees incurred a total of $566,275 is non-recurring (accounting, $281,954; legal $284,321). Aspen expects professional
fees to decline over the balance of 2012. Excluding payroll and professional fees, general and administrative costs for the period ended June
30, 2012 rose to $654,669 from $443,474, an increase of 48%.

Separately, general and administrative costs in the 2012 period reflected non-cash stock-based compensation expense of $113,124 as Aspen’s
board of directors approved an option program on March 13, 2012. Based on grants made to date, non-cash stock-based compensation expense
will average $47,536 per quarter over the balance of 2012.

Receivable Collateral Valuation Reserve

Due to a change in the estimated value of the collateral supporting the Account Receivable, secured – related party from $1.00/share to
$0.60/share based on a pending financing by the Company, a non-cash valuation reserve expense of $309,117 has been recorded for the six
months ended June 30, 2012.
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Depreciation and Amortization

Depreciation and amortization costs for the six months ended June 30, 2012 rose to $185,937 from $106,404, an increase of 75%. The increase
is primarily attributable to interest expense relating to higher levels of capitalized technology costs as Aspen continues the infrastructure build-
out initiated in 2011.

Other Income (Expense)

Other income (expense)  for the six months ended June 30, 2012 declined to an expense of ($124,110) from an expense of ($21,694), a
decrease of $102,416. The decrease is primarily attributable to interest expense related to the issuance of $2,006,000 in convertible notes
payable during the period along with amortization of debt issue costs.

Income Taxes

For the six months ended June 30, 2012 there was no income tax expense as Aspen’s operations produced a pre-tax loss of ($3,454,400) as
compared with the prior year period’s pre-tax loss of ($350,821).

Net Loss

For the six months ended June 30, 2012, Aspen’s operations produced a net loss of ($3,454,400) as compared with the prior year period loss
of ($350,821). The increase in the net loss is attributable to the higher levels of marketing and promotional costs, instructional costs and
services, payroll expenses along with the increase in professional fees discussed above.

 
Capital Resources and Liquidity

Net cash used in operating activities during the six months ended June 30, 2012 totaled ($1,983,458) which resulted from a net loss of
($3,454,400) offset by non-cash items of $810,515 and a net change in operating assets and liabilities of $660,427.

Net cash used in investing activities during the six months ended June 30, 2012 totaled ($268,589) which resulted primarily from capitalized
technology expenditures of ($306,989) and an increase in restricted  restr tr �ailogy �ms of
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We have limited working capital and our current cash position is not sufficient to satisfy our short-term working capital needs. Additionally,
we do not anticipate cash from operations will support our working capital needs until approximately July 2013. This assumption is
predicated on our raising at least $3,000,000 from the financings described below and successful implementation of our marketing program.
As of the date of this report, we had $556,371 in available cash. As discussed above, we anticipate our marketing costs will increase.

To meet our working capital needs, we plan to raise additional working capital. In March 2012, we entered into an Agreement with Laidlaw
& Company (UK) Ltd. which agreed to use its best efforts to raise up to $6,000,000 (with an option to sell up to an additional
$1,200,000).  In March 2012, under phase 1 of the Laidlaw agreement, we commenced an offering to retail investors to sell $2,000,000 of
convertible notes due September 30, 2012, together with approximately 500,000 five-year warrants. As of the date of this report, we have
raised $2,006,000 (of which we received $1,739,527 in net proceeds) in this offering. Pursuant to the Laidlaw Agreement, we have been
seeking to raise the remainder under phase 2 of the Laidlaw agreement from institutional investors.
 
Pending completion of the Laidlaw offering, we are negotiating an Agreement wit theere n the ing capitaltof.

convert�䀀wo39 1,2mbeidlaept

tshi

to seloo tedshllidla idla 7capitaltof.
convert�䀀wnotes due Septe LladsLcg ,  ln Af is

�� �� �� �� ���� �� �� ���� �� �� �� ���	 �� �� ���, �+ �+ �+ �� dÀ �) �� �� �� �
 �� �� �� �
 �5 �� �� �� �� �� �� �� �� �5 �� �� �
 �� �� �� �� �� �� �� �� �� �
 �� �� �� �	 �� �� �� �� �� ���� �� �5 �� �� �� �� �� �� �� �� �� �� �� ��

we do n�䀀clece 0h0)敀dng ae cae Se reonal wrom the finedsescribed bed anr   t lehe finedsescc�dsplaestor phaatl suppor

 rwe  or fcnding itt e few

er weth ferLtd. wh reeLci is Cl 9 ppfinreed t ss wg t  ferLtd. wh romhe finedsehi�� �� �� �� �� �� �� �	 �� �� �� �� �
 �� �5 �� �
 �� �� �� �� �� ���+ �+ �� e@ –�p ���� �0 �� �� �� �# �� �� ���� �� �� �� �� �
 �� �� �
 �� �
 �� �� �� �� �� �� �� ���� �� �
 �� �� �� �� �� �� �� �& �# �� �� �� �� �� �� �� �� �� �	 �� �� �� �� �
 �� �� �
 �� �A �� �
 ������ ���� �� �� �� �5 �� �, �
 �� �� �� ������ �� �� �� �� �� �� �� ���� ������ ���* �� �� �� �
 �� �� �� �� �� �� �5er wey, . erLtd. wh reeLCsre n. erLtd. whnomhe fint L iae7caLtd. whne,Lag tcihnpnomhe finnotes due Sepow p ite cepdlao comp l st hc5y, p o dete Lvmenotes due Sepdla 7cafow,  dd s2 poraw oorv  L ts





 

PART II. OTHER INFORMATION
 

ITEM 1. LEGAL PROCEEDINGS
 
From time to time, we are party to certain legal proceedings that arise in the ordinary course and are incidental to our business.  There are
currently no such pending proceedings to which we are a party that our management believes will have a material adverse effect on the
Company’s consolidated financial position or results of operations.  However, future events or circumstances, currently unknown to
management, will determine whether the resolution of pending or threatened litigation or claims will ultimately have a material effect on our
consolidated financial position, liquidity or results of operations in any future reporting periods.  See Note 7 to the financial statements
contained in this report for information on specific matters.

ITEM 1A. RISK FACTORS
 
Not applicable to smaller reporting companies.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
 
In addition to those unregistered securities previously disclosed in reports filed with the SEC, we have sold securities without registration under
the Securities Act of 1933, which we refer to as the “Securities Act.”   
 
Name or Class of Investor Date Sold No. of Securities Consideration/Use of Proceeds

Consultant (1) 05/01/12 $49,825
convertible

note due
September 30,

2012 (2)

Services rendered

 
(1)  The securities were issued in reliance upon the exemption provided by Section 4(2) under the Securities Act.

(2)  The note is convertible at the lesser of: (i) $1.00 and (ii) the offering price per share of common stock or common stock equivalent in the
next private placement offering (“Next Financing”).  The note automatically converts on the earlier of: (i) September 30, 2012 and (ii) the
closing of the Next Financing.

 
ITEM 3. DEFAULTS UPON SENIOR SECURITIES

 
Not applicable.

 
ITEM 4. MINE SAFETY DISCLOSURES.

 
Not applicable.

 
ITEM 5. OTHER INFORMATION
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SIGNATURES
 
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned hereunto duly authorized.

  







EXHIBIT 10.5
 

NEITHER THIS SECURITY NOR THE SECURITIES INTO WHICH THIS SECURITY IS CONVERTIBLE HAVE BEEN REGISTERED
WITH THE SECURITIES AND EXCHANGE COMMISSION OR THE SECURITIES COMMISSION OF ANY STATE IN RELIANCE
UPON AN EXEMPTION FROM REGISTRATION UNDER THE SECURITIES ACT OF 1933, AS AMENDED (THE “SECURITIES
ACT”), AND, ACCORDINGLY, MAY NOT BE OFFERED OR SOLD EXCEPT PURSUANT TO AN EFFECTIVE REGISTRATION
STATEMENT UNDER THE SECURITIES ACT OR PURSUANT TO AN AVAILABLE EXEMPTION FROM, OR IN A
TRANSACTION NOT SUBJECT TO, THE REGISTRATION REQUIREMENTS OF THE SECURITIES ACT AND IN ACCORDANCE
WITH APPLICABLE STATE SECURITIES LAWS AS EVIDENCED BY A LEGAL OPINION OF COUNSEL TO THE TRANSFEROR
TO SUCH EFFECT, THE SUBSTANCE OF WHICH SHALL BE REASONABLY ACCEPTABLE TO THE COMPANY.  THIS
SECURITY AND THE SECURITIES ISSUABLE UPON CONVERSION OF THIS SECURITY MAY BE PLEDGED IN CONNECTION
WITH A BONA FIDE MARGIN ACCOUNT OR OTHER LOAN SECURED BY SUCH SECURITIES.

Original Issue Date: __________, 2012

$_______________
 

10% SECURED CONVERTIBLE NOTE
DUE SEPTEMBER 30, 2012

THIS 10% SENIOR SECURED NSTHI  S�( 
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“Alternate Consideration” shall have the meaning set forth in Section 5(b).

“Bankruptcy Event” means any of the following events: (a) the Company or any Significant Subsidiary (as such term is defined
in Rule 1-02(w) of Regulation S-X) thereof commences a case or other proceeding under any bankruptcy, reorganization, arrangement,
adjustment of debt, relief of debtors, dissolution, insolvency or liquidation or similar law of any jurisdiction relating to the Company or
any Significant Subsidiary thereof, (b) there is commenced against the Company or any Significant Subsidiary thereof any such case or
proceeding that is not dismissed within 60 days after commencement, (c) the Company or any Significant Subsidiary thereof is
adjudicated insolvent or bankrupt or any order of relief or other order approving any such case or proceeding is entered, (d) the Company
or any Significant Subsidiary thereof suffers any appointment of any custodian or the like for it or any substantial part of its property that
is not discharged or stayed within 60 calendar days after such appointment, (e) the Company or any Significant Subsidiary thereof makes
a general assignment for the benefit of creditors, (f) the Company or any Significant Subsidiary thereof calls a meeting of its creditors
with a view to arranging a composition, adjustment or restructuring of its debts or (g) the Company or any Significant Subsidiary thereof,
by any act or failure to act, expressly indicates its consent to, approval of or acquiescence in any of the foregoing or takes any corporate or
other action for the purpose of effecting any of the foregoing.

“Beneficial Ownership Limitation” shall have the meaning set forth in Section 4(c).

“Business Day” means any day except any Saturday, any Sunday, any day which shall be a federal legal holiday in the United
States or any day on which banking institutions in the State of New York are authorized or required by law or other governmental action
to close.

“Buy-In” shall have the meaning set forth in Section 4(d)(v).
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“Common Stock” means the common stock of the Company, par value $0.001 per share, and any other class of securities into
which such securities may hereafter be reclassified or changed.

 
“Common Stock Equivalents” means any securities of the Company or the Subsidiaries which would entitle the holder thereof to

acquire at any time Common Stock, including, without limitation, any debt, preferred stock, right, option, warrant or other instrument that
is at any time convertible into or exercisable or exchangeable for, or otherwise entitles the holder thereof to receive, Common Stock.

 
“Conversion” shall have the meaning ascribed to such term in Section 4.

“Conversion Date” shall have the meaning set forth in Section 4(a).

“Conversion Price” shall have the meaning set forth in Section 4(b).

“Conversion Schedule” means the Conversion Schedule in the form of Schedule 1 attached hereto.

“Conversion Shares” means the shares of Common Stock of the Company, as applicable,  issuable upon conversion of this Note
in accordance with the terms hereof.

“Event of Default” shall have the meaning set forth in Section 8(a).

“Exempt Issuance” means the issuance of (a) shares of Common Stock or options to employees, officers, consultants, advisors
or directors of the Company pursuant to any stock or option plan duly adopted for such purpose by a majority of the existing members of
the Board of Directors or a majority of the members of a committee of directors established for such purpose, (b) securities upon the
exercise or exchange of or conversion of any Securities issued hereunder and/or other securities exercisable or exchangeable for or
convertible into shares of Common Stock issued and outstanding on the date of this Agreement, provided that such securities have not
been amended since the date of this Agreement to increase the number of such securities or to decrease the exercise, exchange or
conversion price of such securities, (c) shares of Common Stock upon any anti-dilution adjustment to Common Stock and Common
Stock Equivalents held by current unaffiliated shareholders of Aspen Group as of March 13, 2012 and (d) securities issued pursuant to
acquisitions or strategic transactions approved by a majority of the disinterested directors of the Company, provided that any such
issuance shall only be to a Person which is, itself or through its subsidiaries, a� s n jority of the t r�transac t arir��horofer rmsitspce dc t aAgr As ursuantA
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“Liens” means a lien, charge, security interest, encumbrance, right of first refusal, preemptive right or other restriction.
 
“Mandatory Conversion Price” means ninety-five percent (95%) of the per share purchase price of any shares of Common Stock

or Common Stock Equivalents issued in the next private placement by the Company.
 
“Mandatory Default Amount” means the sum of (a) 125% of the outstanding principal amount of this Note, plus 100% of

accrued and unpaid interest hereon, and (b) all other amounts, costs, expenses and liquidated damages due in respect of this Note.

“Mandatory Conversion” shall have the meaning set forth in Section 6Nࠀcc n e i ,�eaeaea��eae





















 
 
b)             Absolute Obligation. Except as expressly provided herein, no provision of this Note shall alter or impair the obligation

of the Company, which is absolute and unconditional, to pay the principal of, liquidated damages and accrued interest, as applicable, on
this Note at the time, place, and rate, and in the coin or currency, herein prescribed.  This Note is a direct debt obligation of the
Company.  This Note ranks pari passu with all other Notes now or hereafter issued under the terms set forth herein.

 
c)             Lost or Mutilated Note.  If this Note shall be mutilated, lost, stolen or destroyed, the Company shall execute and

deliver, in exchange and substitution for and upon cancellation of a mutilated Note, or in lieu of or in substitution for a lost, stolen or
destroyed Note, a new Note for the principal amount of this Note so mutilated, lost, stolen or destroyed, but only upon receipt of evidence
of such loss, theft or destruction of such Note, and of the ownership hereof, reasonably satisfactory to the Company.

d)             Governing Law.  All questions concerning the construction, validity, enforcement and interpretation of this Note shall
be governed by and construed and enforced in accordance with the internal laws of the State of New York, without regard to the
principles of conflict of laws thereof.  Each party agrees that all legal proceedings concerning the interpretation, enforcement and defense
of the transactions contemplated by any of the Transaction Documents (whether brought against a party hereto or its respective Affiliates,
directors, officers, shareholders, employees or agents) shall be commenced in the state and federal courts sitting in the City of New York,
Borough of Manhattan (the “New York Courts”).  Each party hereto hereby irrevocably submits to the exclusive jurisdiction of the New
York Courts for the adjudication of any dispute hereunder or in connection herewith or with any transaction contemplated hereby or
discussed herein (including with respect to the enforcement of any of the Transaction Documents), and hereby irrevocably waives, and
agrees not to assert in any suit, action or proceeding, any claim that it is not personally subject to the jurisdiction of such New York
Courts, or such New York Courts are improper or inconvenient venue for such proceeding.  Each party hereby irrevocably waives
personal service of process and consents to process being served in any such suit, action or proceeding by mailing a copy thereof via
registered or certified mail or overnight delivery (with evidence of delivery) to such party at the address in effect for notices to it under
this Note and agrees that such service shall constitute good and sufficient service of process and notice thereof.  Nothing contained herein
�itut un
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IN WITNESS WHEREOF, the Company has caused this Note to be duly executed by a duly authorized officer as of the date first above
indicated.

 
 ASPEN GROUP, INC.  
    
 By: /s/ Michael D. Mathews  
  Name:  Michael D. Mathews  
  Title:  Chief Executive Officer  
 Facsimile No. for delivery of Notices: (347) 868-6229 
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ANNEX A

NOTICE OF CONVERSION

The undersigned hereby elects to convert principal under the 10% Secured Convertible Note due September 30, 2012 of Aspen Group,
Inc., a Delaware corporation (the “Company”), into shares of common stock (the “Common Stock”), of the Company according to the
conditions hereof, as of the date written below.  If shares of Common Stock are to be issued in the name of a person other than the
undersigned, the undersigned will pay all transfer taxes payable with respect thereto and is delivering herewith such certificates and opinions
as reasonably requested by the Company in accordance therewith.  No fee will be charged to the holder for any conversion, except for such
transfer taxes, if any.

By the delivery of this Notice of Conversion the undersigned represents and warrants to the Company that its ownership of the Common
Stock does not exceed the amounts specified under Section 4 of this Note, as determined in accordance with Section 13(d) of the Exchange
Act.

The undersigned agrees to comply with the prospectus delivery requirements under the applicable securities laws in connection with any
transfer of the aforesaid shares of Common Stock.

 
Conversion calculations:  

 

Date to Effect Conversion:

Principal Amount of Note to be Converted:

Payment of Interest in Common Stock __ yes  __ no If yes, $_____ of
Interest Accrued.

  

 Number of Conversion Shares payable on Principal or Interest that
would exceed the limits set forth in Section 4(c) of the Note:

  

 

Number of shares of Common Stock to be issued:
 
Signature:

Name:

Address for Delivery of Common Stock Certificates:
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EXHIBIT 10.6
 
NEITHER THIS SECURITY NOR THE SECURITIES FOR WHICH THIS SECURITY IS EXERCISABLE HAVE BEEN REGISTERED
WITH THE SECURITIES AND EXCHANGE COMMISSION OR THE SECURITIES COMMISSION OF ANY STATE IN RELIANCE
UPON AN EXEMPTION FROM REGISTRATION UNDER THE SECURITIES ACT OF 1933, AS AMENDED (THE “SECURITIES
ACT”), AND, ACCORDINGLY, MAY NOT BE OFFERED OR SOLD EXCEPT PURSUANT TO AN EFFECTIVE REGISTRATION
STATEMENT UNDER THE SECURITIES ACT OR PURSUANT TO AN AVAILABLE EXEMPTION FROM, OR IN A
TRANSACTION NOT SUBJECT TO, THE REGISTRATION REQUIREMENTS OF THE SECURITIES ACT AND IN ACCORDANCE
WITH APPLICABLE STATE SECURITIES LAWS AS EVIDENCED BY A LEGAL OPINION OF COUNSEL TO THE TRANSFEROR
TO SUCH EFFECT, THE SUBSTANCE OF WHICH SHALL BE REASONABLY ACCEPTABLE TO THE COMPANY.  THIS
SECURITY AND THE SECURITIES ISSUABLE UPON EXERCISE OF THIS SECURITY MAY BE PLEDGED IN CONNECTION
WITH A BONA FIDE MARGIN ACCOUNT OR OTHER LOAN SECURED BY SUCH SECURITIES.
 

COMMON STOCK PURCHASE WARRANT

ASPEN GROUP, INC.
 
Warrant Shares: [_______] Initial Exercise Date: __________, 2012
 

THIS COMMON STOCK PURCHASE WARRANT (the “Warrant”) certifies that, for value received, _____________ (the
“Holder”) is entitled, upon the terms and subject to the limitations on exercise and the conditions hereinafter set forth, at any time on or after the
date hereof (the “Initial Exercise Date”) and on or prior to the close of business on the five year anniversary of the Initial Exercise Date (the
“Termination Date”) but not thereafter, to subscribe for and purchase from Aspen Group, Inc., a Delaware corporation (the “Company”), up to
______1 shares (the “Warrant Shares”) of Common Stock.  The purchase price of one share of Common Stock under this Warrant shall be equal
to the Exercise Price, as defined in Section 2(b).
 

Section 1.   Definitions.  Definitions.  For the purposes hereof, in addition to the terms defined elsewhere in this Warrant, (a)
capitalized terms not otherwise defined herein shall have the meanings set forth in the Purchase Agreement and (b) the following terms shall have
the following meanings:

“Business Day” means any day except any Saturday, any Sunday, any day which shall be a federal legal holiday in the United
States or any day on which banking institutions in the State of New York are authorized or required by law or other governmental action
to close.

___________________________
1 Equal to 25% of the number of shares issuable upon conversion of the note.
 

1



 
 

“Common Stock Equivalents” means any securities of the Company or the Subsidiaries which would entitle the holder thereof to
acquire at any time Common Stock, including, without limitation, any debt, preferred stock, rights, options, warrants or other instrument
that is at any time convertible into or exercisable or exchangeable for, or otherwise entitles the holder thereof to receive Common Stock.

 
“Exempt Issuance” means the issuance of (a) shares of Common Stock or options to employees, officers, consultants, advisors

or directors of the Company pursuant to any stock or option plan duly adopted jin  in  in  i
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  e)   Mechanics of Exercise.
 

i. Delivery









 
 

d)   Calculations. All calculations under this Section 3 shall be made to the nearest cent or the nearest 1/100th of a share, as
the case may be. For purposes of this Section 3, the number of shares of Common Stock deemed to be issued and outstanding as of a
given date shall be the sum of the number of shares of Common Stock (excluding treasury shares, if any) issued and outstanding.

 
e)   Notice to Holder.

 
i. Adjustment to Exercise Price. Whenever the Exercise Price is adjusted pursuant to any

provision of this Section 3, the Company shall promptly mail to the Holder a notice setting forth the Exercise Price after such
adjustment and setting forth a brief statement of the facts requiring such adjustment.

 
ii. Notice to Allow Exercise by Holder. If (A) the Company shall declare a dividend (or any

other distribution in whatever form) on the Common Stock, (B) the Company shall declare a special nonrecurring cash dividend
on or a redemption of the Common Stock, (C) the Company shall authorize the granting to all holders of the Common Stock
rights or warrants to subscribe for or purchase any shares of capital stock of any class or of any rights, (D) the approval of any
stockholders of the Company shall be required in connection with any reclassification of the Common Stock, any consolidation
or merger to which the Company is a party, any sale or transfer of all or substantially all of the assets of the Company, of any
compulsory share exchange whereby the Common Stock is converted into other securities, cash or property, or (E) the Company
shall authorize the voluntary or involuntary dissolution, liquidation or winding up of the affairs of the Company, then, in each
case, the Company shall cause to be mailed to the Holder at its last address as it shall appear upon the Warrant Register of the
Company, at least 20 calendar days prior to the applicable record or effective date hereinafter specified, a notice stating (x) the
date on which a record is to be taken for the purpose of such dividend, distribution, �, pany sha ion pan椀pan椀pan椀p to sub p an椀p
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Section 4.   Transfer of Warrant.
 

a)   Transferability.  Subject to compliance with any applicable securities laws and the conditions set forth in Section 4(d)
herein and to the provisions of the Purchase Agreement, this Warrant and all rights hereunder (including, without limitation, any
registration rights) are transferable, in whole or in part, upon surrender of this Warrant at the principal office of the Company or its
designated agent, together with a written assignment of this Warrant substantially in the form attached hereto duly executed by the Holder
or its agent or attorney and funds sufficient to pay any transfer taxes payable upon the making of such transfer.  Upon such surrender
and, if required, such payment, the Company shall execute and deliver a new Warrant or Warrants in the name of the assignee or
assignees, as applicable, and in the denomination or denominations specified in such instrument of assignment, and shall issue to the
assignor a new Warrant evidencing the portion of this Warrant not so assigned, and this Warrant shall promptly be cancelled.  The
Warrant, if properly assigned, may be exercised by a new holder for the purchase of Warrant Shares without having a new Warrant
issued.

 
b)   New Warrants. This Warrant may be divided or combined with other Warrants upon presentation hereof at the

aforesaid office of the Company, together with a written notice specifying the names and denominations in which new Warrants are to be
issued, signed by the Holder or its agent or attorney.  Subject to compliance with Section 4(a), as to any transfer which may be involved
in such division or combination, the Company shall execute and deliver a new Warrant or Warrants in exchange for the Warrant or
Warrants to be divided or combined in accordance with such notice. All Warrants issued on transfers or exchanges shall be dated the
Initial Exercise Date and shall be identical with this Warrant except as to the number of Warrant Shares issuable pursuant thereto.

 
c)   Warrant Register. The Company shall register this Warrant, upon records to be maintained by the Company for that

purpose (the “Warrant Register”), in the name of the record Holder hereof from time to time.  The Company may deem and treat the
registered Holder of this Warrant as the absolute owner hereof for the purpose of any exercise hereof or any distribution to the Holder,
and for all other purposes, absent actual notice to the contrary.
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d)   Transfer Restrictions. If, at the time of the surrender of this Warrant in connection with any transfer of this Warrant,





 
 

e)   Jurisdiction. All questions concerning the construction, validity, enforcement and interpretation of this Warrant shall
be determined in accordance with the provisions of the Purchase Agreement.

 
f)   Restrictions.  The Holder acknowledges that the Warrant Shares acquired upon the exercise of this Warrant, if not

registered, will have restrictions upon resale imposed by state and federal securities laws.
 
g)   Nonwaiver and Expenses.  No course of dealing or any delay or failure to exercise any right hereunder on the part of

Holder shall operate as a waiver of such right or otherwise prejudice Holder’s rights, powers or remedies, notwithstanding the fact that all
rights hereunder terminate on the Termination Date.  If the Company willfully and knowingly fails to comply with any provision of this
Warrant, which results in any material damages to the Holder, the Company shall pay to Holder such amounts as shall be sufficient to
cover any costs and expenses including, but not limited to, reasonable attorneys’ fees, including those of appellate proceedings, incurred
by Holder in collecting any amounts due pursuant hereto or in otherwise enforcing any of its rights, powers or remedies hereunder.
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m)   Severability.  Wherever possible, each provision of this Warrant shall be interpreted in such manner as to be effective
and valid under applicable law, but if any provision of this Warrant shall be prohibited by or invalid under applicable law, such provision
shall be ineffective to the extent of such prohibition or invalidity, without invalidating the remainder of such provisions or the remaining
provisions of this Warrant.

 
n)   Headings.  T



 
 

IN WITNESS WHEREOF, the Company has caused this Warrant to be executed by its officer thereunto duly authorized as of
the date first above indicated.
 

 ASPEN GROUP, INC.  
    
 By:   
  Name: Michael D. Mathews  
  Title:   Chief Executive Officer  
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ASSIGNMENT FORM

(To assign the foregoing warrant, execute
this form and supply required information.

Do not use this form to exercise the warrant.)
 

FOR VALUE RECEIVED, [____] all of or [_______] shares of the foregoing Warrant and all rights evidenced thereby are
hereby assigned to
 
_______________________________________________ whose address is  
  
_____________________________________________________________.  
  
  
_____________________________________________________________  
  
 Dated:  ______________, _______
 Holder’s Signature:       _____________________________
  
 Holder’s Address:         _____________________________
  
                                         ______________________________
 
Signature Guaranteed:  ___________________________________________
 
NOTE:  The signature to this Assignment Form must correspond with the name as it appears on the face of the Warrant, without alteration or
enlargement or any change whatsoever, and must be guaranteed by a bank or trust company.  Officers of corporations and those acting in a
fiduciary or other representative capacity should file proper evidence of authority to assign the foregoing Warrant.
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(Principal Executive Officer)  





(Principal 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 quarterly report of Aspen Group, Inc. (the “Company”) on Form 10-Q for the quarter ending June 30, 2012, as filed with
the Securities and Exchange Commission on the date hereof, I, Michael Mathews, Chief Executive Officer of the Company, certify, pursuant to
18 U.S.C. §1350, as adopted pursuant to §906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:

1.  The quarterly report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934
and

2.  The information contained in the quarterly report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

 
/s/ Michael Mathews  
Michael Mathews  
Chief Executive Officer  
(Principal Executive Officer)  
Dated: August 20, 2012  
 
 
In connection with the quarterly report of Aspen Group, Inc. (the “Company”) on Form 10-Q for the quarter ending June 30, 2012, as filed with
the Securities and Exchange Commission on the date hereof, I, David Garrity, Chief Financial Officer of the Company, certify, pursuant to 18
U.S.C. §1350, as adopted pursuant to §906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:

1.  The quarterly report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934
and

2.  The information contained in the quarterly report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

 
/s/ David Garrity  
David Garrity  
Chief Financial Officer  
(Principal Financial Officer)  
Dated: August 20, 2012  



Dated: August 20, 2012  


