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Washington, D.C. 20549
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QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934
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OR
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1934
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(703) 483-7000

(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports) and (2) has been subject to such filing requirements for the past 90 days. Yes No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T

(§ 232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company, or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated
filer,” “smaller reporting company,” and “emerging growth company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer Accelerated filer
Non-accelerated filer (Do not check if a smaller reporting company) Smaller reporting company

Emerging growth company
If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition

period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act.
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PART I — FINANCIAL INFORMATION

Item 1. Financial Statements (Unaudited).

K12 INC.

UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS

December 31, June 30,
2018 2018

(audited)
(In thousands except share and
per share data)

ASSETS

Current assets

Cash and cash equivalents $ 203,275 $ 231,113
Accounts receivable, net of allowance of $12,402 and $12,384 at

December 31, 2018 and June 30, 2018, respectively 239,702 176,319
Inventories, net 17,068 31,134
Prepaid expenses 19,120 10,278
Other current assets 14,447 10,388
Total current assets 493,612 459,232
Property and equipment, net 32,481 28,868
Capitalized software, net 52,997 55,488
Capitalized curriculum development costs, net 52,085 53,558
Intangible assets, net 16,466 17,951
Goodwill 90,197 90,197
Deposits and other assets 45,865 36,669
Total assets $ 783,703 $ 741,963

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities

Current portion of capital lease obligations $ 26,191 $ 13,353
Accounts payable 20,460 29,362
Accrued liabilities 14,619 14,345
Accrued compensation and benefits 28,120 36,050
Deferred revenue 51,476 23,114
Total current liabilities 140,866 116,224
Capital lease obligations, net of current portion 8,560 12,665
Deferred rent, net of current portion 2,766 3,270
Deferred tax liability 18,114 12,577
Other long-term liabilities 9,441 10,038
Total liabilities 179,747 154,774
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Commitments and contingencies — —
Stockholders’ equity

Common stock, par value $0.0001; 100,000,000 shares authorized; 45,550,316 and

44,902,567 shares issued; and 40,215,573 and 39,567,824 shares outstanding at

December 31, 2018 and June 30, 2018, respectively 4 4
Additional paid-in capital 705,825 703,351
Accumulated other comprehensive loss 59) (252)
Retained earnings (accumulated deficit) 668 (13,432)
Treasury stock of 5,334,743 shares at cost at December 31, 2018 and June 30, 2018 (102,482) (102,482)
Total stockholders’ equity 603,956 587,189
Total liabilities and stockholders' equity $ 783,703 $ 741,963

See accompanying notes to unaudited condensed consolidated financial statements.
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UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Revenues

Cost and expenses

Instructional costs and services
Selling, administrative, and other
operating expenses

Product development expenses
Total costs and expenses

Income (loss) from operations
Interest income (expense) and other, net
Income (loss) before income taxes and
noncontrolling interest

Income tax benefit (expense)

Net income

Add net loss attributable to
noncontrolling interest

Net income attributable to common
stockholders

Net income attributable to common
stockholders per share:

Basic

Diluted

Weighted average shares used in
computing per share amounts:
Basic

Diluted

See accompanying notes to unaudited condensed consolidated financial statements.

Three Months Ended Six Months Ended

December 31, December 31,

2018 2017 2018 2017
(In thousands except share and per share data)

$ 254,872 $ 217,211 $ 506,186 $ 445,996
160,329 139,163 319,314 286,530
60,183 61,958 162,761 158,240
1,070 2,376 4,573 5,274
221,582 203,497 486,648 450,044
33,290 13,714 19,538 (4,048)
(504) 39 (92) 274
32,786 13,753 19,446 (3,774)
(9,074) (564) (4,016) 8,804
23,712 13,189 15,430 5,030
— 70 — 173

$ 23,712 $ 13,259 $ 15,430 $ 5,203

$ 0.61 $ 0.34 $ 040 $ 0.13

$ 0.59 $ 0.33 $ 0.38 $ 0.13
38,816,669 39,347,244 38,625,359 39,227,708
40,325,260 40,685,667 40,178,555 40,773,017
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UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Three Months Ended Six Months Ended
December 31, December 31,
2018 2017 2018 2017
(In thousands)
Net income $ 23,712 $ 13,189 $ 15,430 $ 5,030
Other comprehensive income, net of tax:
Foreign currency translation adjustment 121 39) 193 (194)
Total other comprehensive income, net of tax 23,833 13,150 15,623 4,836
Comprehensive loss attributable to noncontrolling interest — 70 — 173
Comprehensive income attributable to common
stockholders $ 23,833 $ 13,220 $ 15,623 $ 5,009

See accompanying notes to unaudited condensed consolidated financial statements.
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UNAUDITED CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY

K12 Inc. Stockholders' Equity
Retained
Accumulated
Other Earnings

(In thousands Additional
except share data) Common Stock Paid-in Comprehengifecumulated Treasury Stock

Shares Amount Capital Loss Deficit) Shares Amount Total
Balance,
June 30, 2018 44,902,567 $ 4  $ 703,351 $ (252) $ (13,432)  (5,334,743)  $ (102,482) $ 587,189
Adjustment related
to new revenue
recognition
guidance — — — — (1,330) — — (1,330)
Net income — — — — 15,430 — — 15,430
Foreign currency
translation
adjustment — — — 193 — — — 193
Stock-based
compensation
expense — — 8,344 — — — — 8,344
Exercise of stock
options 51,737 — 1,035 — — — — 1,035
Vesting of
performance share
units, net of tax
withholding 258,263 — — — — — — —
Issuance of
restricted stock
awards 748,809 — — — — — — —
Forfeiture of
restricted stock
awards (176,296) — — — — — — —
Repurchase of
restricted stock for
tax withholding (234,764) — (6,905) — — — — (6,905)
Balance,
December 31,2018 45,550,316 $ 4  §$ 705,825  $ (59) $ 668 (5,334,743)  $ (102,482)  $ 603,956

See accompanying notes to unaudited condensed consolidated financial statements.
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UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Six Months Ended
December 31,
2018 2017

(In thousands)
Cash flows from operating activities

Net income $ 15,430 $ 5,030
Adjustments to reconcile net income to net cash provided by (used in) operating

activities:

Depreciation and amortization expense 36,221 39,186
Stock-based compensation expense 8,164 10,296
Deferred income taxes 6,334 (28]
Provision for doubtful accounts 740 468
Other 3,971 3,485
Changes in assets and liabilities:

Accounts receivable (64,116) (52,202)
Inventories, prepaid expenses, deposits and other assets 3,935 (7,759)
Accounts payable (3,428) (9,1006)
Accrued liabilities 769 (9,259)
Accrued compensation and benefits (7,930) 9,711)
Deferred revenue, rent and other liabilities 24,795 28,705
Net cash provided by (used in) operating activities 24,885 (918)
Cash flows from investing activities

Purchase of property and equipment (1,914) 5,917)
Capitalized software development costs (15,263) (13,378)
Capitalized curriculum development costs (10,099) (4,474)
Acquisitions and investments (11,652) (2,170)
Net cash used in investing activities (38,928) (25,939)
Cash flows from financing activities

Repayments on capital lease obligations (6,938) (6,987)
Payments of contingent consideration (987) (1,819)
Proceeds from exercise of stock options 1,035 58
Repurchase of restricted stock for income tax withholding (6,905) (5,757)
Net cash used in financing activities (13,795) (14,505)
Net change in cash, cash equivalents and restricted cash (27,838) (41,362)
Cash, cash equivalents and restricted cash, beginning of period 233,113 230,864
Cash, cash equivalents and restricted cash, end of period $ 205,275 $ 189,502

Reconciliation of cash, cash equivalents and restricted cash to balance sheet as of
December 31st:

Cash and cash equivalents $ 203,275 $ 189,502
Deposits and other assets (restricted cash) 2,000 —
Total cash, cash equivalents and restricted cash $ 205,275 $ 189,502

11
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See accompanying notes to unaudited condensed consolidated financial statements.
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NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. Description of the Business

K12 Inc., together with its subsidiaries (“K12” or the “Company”), is a technology-based education company. The
Company offers proprietary and third party curriculum, software systems and educational services designed to
facilitate individualized learning for students primarily in kindergarten through 12th grade, or K-12. The Company’s
learning systems combine curriculum, instruction, and related support services to create an individualized learning
approach well-suited for virtual and blended public schools, school districts, charter schools, and private schools that
utilize varying degrees of online and traditional classroom instruction, and other educational applications. These
products and services are provided through three lines of business:

- Managed Public School Programs (programs which offer an integrated package of systems, services, products, and
professional expertise that K12 manages in order to support an online or blended public school, including
administrative support, information technology, academic support services, online curriculum, learning system
platforms, and instructional services);

- Institutional (Non-managed Public School Programs — programs which provide instruction, curriculum, supplemental
courses, marketing, enrollment and other educational services where K12 does not provide primary administrative
support services, and Institutional Software and Services — educational software and services provided to school
districts, public schools and other educational institutions); and

- Private Pay Schools and Other (private schools for which the Company charges student tuition and makes direct
consumer sales).

The Company works closely as a partner with public schools, school districts, charter schools, and private schools,
enabling them to offer their students an array of solutions, including full-time virtual programs, semester courses and
supplemental solutions. In addition to curriculum, systems and programs, the Company provides teacher training,
teaching services, and other academic and technology support services.

2. Basis of Presentation

The accompanying condensed consolidated balance sheet as of December 31, 2018, the condensed consolidated
statements of operations and comprehensive income for the three and six months ended December 31, 2018 and 2017,
the condensed consolidated statements of cash flows for the six months ended December 31, 2018 and 2017, and the
condensed consolidated statement of stockholders’ equity for the six months ended December 31, 2018 are unaudited.
The unaudited interim financial statements have been prepared on the same basis as the annual financial statements,
and in the opinion of management, reflect all adjustments, which include only normal recurring adjustments,

13



Edgar Filing: K12 INC - Form 10-Q

necessary to present fairly the Company’s financial position and results of operations for the periods presented. The
results for the three and six months ended December 31, 2018 are not necessarily indicative of the results to be
expected for the year ending June 30, 2019, for any other interim period or for any other future fiscal year. The
condensed consolidated balance sheet as of June 30, 2018 has been derived from the audited consolidated financial
statements at that date.

The accompanying unaudited condensed consolidated financial statements of the Company have been prepared in
accordance with accounting principles generally accepted in the United States of America (“GAAP”) for interim
financial information and with the instructions to Form 10-Q and Rule 10-01 of Regulation S-X of the Securities
Exchange Act of 1934, as amended (the “Exchange Act”). Accordingly, the Company does not include all of the
information and footnotes required by GAAP for complete financial statements. In the opinion of management, these
statements include all adjustments (consisting of normal recurring adjustments) considered necessary to present a fair
statement of the Company’s condensed consolidated results of operations, financial position and cash flows.
Preparation of the Company’s financial statements in conformity with GAAP requires management to make estimates
and assumptions that affect the reported amounts in the financial statements and footnotes. Actual results could differ
from those estimates. This quarterly report on Form 10-Q should be read in conjunction with the financial statements
and the notes thereto included in the Company’s latest annual report on Form 10-K filed with the Securities and
Exchange Commission (the “SEC”) on August 8, 2018, which contains the Company’s audited financial statements for
the fiscal year ended June 30, 2018.

8
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NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - Continued

The Company operates in one operating and reportable business segment as a technology-based education company
providing proprietary and third party curriculum, software systems and educational services designed to facilitate
individualized learning for students primarily in kindergarten through 12th grade. The Chief Operating Decision
Maker evaluates profitability based on consolidated results.

3. Summary of Significant Accounting Policies

Recent Accounting Pronouncements

Accounting Standards Adopted

In August 2016, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”)
2016-15, Statement of Cash Flows (Topic 230) (“ASU 2016-15") to establish the classification of certain cash receipts
and disbursements into the appropriate operating, investing, or financing categories; where there was diversity in
practice previously. The Company has evaluated the standard and determined that the classification of contingent
consideration payments should be moved from operating activities to financing activities. The Company
retrospectively adopted this standard during the first quarter of fiscal year 2019. The adoption required the restatement
of $1.8 million from cash flows from operations to cash flows from financing activities in fiscal year 2018.

In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts with Customers (“ASU 2014-09”), also known
as Accounting Standards Codification Topic 606 (“ASC 606”), which supersedes most existing revenue recognition
guidance under ASC Topic 605 (“ASC 605”). The core purpose of ASC 606 is to recognize revenues when contracted
goods or services are transferred to customers in an amount that reflects the consideration to which an entity expects
to be entitled for those goods or services. ASC 606 defines a five step process to achieve this core principle and, in
doing so, more judgment and estimates may be required within the revenue recognition process than were required
under previous GAAP.

The Company performed a detailed review of each of its revenue streams by comparing historical accounting policies
and practices to the new standard. The majority of the Company’s business is based on contracts where annual revenue

15
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was recognized within each fiscal year, mirroring the school year.

The Company adopted this standard during the first quarter of fiscal year 2019 using the modified retrospective
approach. Under this method, the Company applied ASC 606 to those contracts whose terms extend beyond July 1,
2018. The comparative information for prior periods has not been restated and continues to be reported under the
accounting standards in effect for those periods. The adoption of ASC 606 resulted in an adjustment to decrease
retained earnings by $1.3 million.

The key impact of ASC 606 was to streamline the recognition of all revenues from the Company’s lines of businesses
over the service period, including:

- Revenues that had been previously recognized over a 10-month school year;

- Revenues from materials, supplies and professional services that had been previously recognized upon delivery; and
- Revenues in which the Company is the primary obligor, and were recognized when expenses were incurred.

In addition, the adoption of ASC 606 impacted how the Company accounts for its sales commissions. See “Costs to
Obtain a Contract with a Customer” section below.

16
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NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - Continued

The impact of adoption on the Company’s condensed consolidated statement of operations for the three and six months
ended December 31, 2018 was as follows:

Three Months Ended
December 31, 2018 Six Months Ended December 31, 2018
As As
Reported Adjustment  Amounts Reported Adjustment  Amounts
Under
ASC due to ASC  under ASC Under due to ASC  under
606 606 605 ASC 606 606 ASC 605
(In thousands)
Revenues $ 254,872 $ (5,866) $ 249,006 $ 506,186 $ (2,737) $ 503,449
Selling, administrative, and other
operating expenses 60,183 (65) 60,118 162,761 (125) 162,636
Income from operations 33,290 (5,801) 27,489 19,538 (2,612) 16,926
Net income 23,712 (5,801) 17,911 15,430 (2,612) 12,818
Net income attributable to
common stockholders $ 23,712 $ (5,801) $ 17,911 $ 15,430 $ (2,612) $ 12,818

The impact of adoption on the Company’s condensed consolidated balance sheets as of December 31, 2018 was as
follows:

December 31, 2018

As

Reported Adjustment ~ Amounts
Under ASC  due to ASC  under ASC
606 606 605

(In thousands)

Other current assets $ 14,447 $ (256) $ 14,191
Deposits and other assets 45,865 (706) 45,159
Total assets 783,703 (962) 782,741
Deferred revenue 51,476 272 51,748

17
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Total liabilities 179,747 272 180,019
Retained earnings (accumulated deficit) 668 (2,612) (1,944)
Total stockholders' equity 603,956 (2,612) 601,344

The following table presents the Company’s revenues disaggregated based on its three lines of business for the three
and six months ended December 31, 2018:

Three
Months
Ended Six Months Ended
December 31, Z0d&mber 31, 2018
(In thousands)
Managed Public School Programs $ 222,793 $ 443,336
Institutional
Non-managed Public School Programs 13,217 24,622
Institutional Software & Services 9,891 20,985
Total Institutional 23,108 45,607
Private Pay Schools and Other 8,971 17,243
Total Revenues $ 254,872 $ 506,186

For more discussion surrounding the Company’s revenue recognition accounting policies, please refer to the “Revenue
Recognition” section below.

10
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NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - Continued

Accounting Standards Not Yet Adopted

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842) (“ASU 2016-02” or “Topic 842”). The new
standard establishes a right-of-use (“ROU”’) model that requires a lessee to record a ROU asset and a lease liability on
the balance sheet for all leases with terms longer than 12 months. Leases will be classified as either finance or
operating, with classification affecting the pattern of expense recognition in the statement of operations.

In July 2018, the FASB issued ASU 2018-10, Codification Improvements to Topic 842, Leases (“ASU 2018-10") and
ASU 2018-11, Leases (Topic 842), Targeted Improvements (“ASU 2018-11") to provide additional guidance for the
adoption of Topic 842. ASU 2018-10 clarifies certain provisions and corrects unintended applications of the guidance
such as the application of implicit rate; lessee reassessment of lease classification; lease term or bargain purchase
option; variable lease payments; and certain transition guidance. ASU 2018-11 provides an alternative transition
method and practical expedient for separating contract components for the adoption of Topic 842. ASU 2018-11,
ASU 2018-10, and ASU 2016-02 (collectively, “the new lease standards”) are effective for the Company’s fiscal year
beginning July 1, 2019, including interim periods therein.

The modified retrospective transition approach under ASU 2016-02 requires lessees to include capital and operating
leases that exist at, or are entered into after, the beginning of the earliest comparative period presented in the financial
statements, with certain practical expedients available. ASU 2018-11 allows lessees to initially apply the new lease
standard at the adoption date and recognize a cumulative-effect adjustment to the opening balance of retained earnings
in the period of adoption. The Company is currently evaluating the new lease standards, as well as the effect on its
condensed consolidated financial statements. The Company anticipates recognizing assets and liabilities arising from
any leases that meet the requirements under the new lease standards on the adoption date and including qualitative and
quantitative disclosures in the notes to the condensed consolidated financial statements.

In August 2018, the FASB issued ASU 2018-15, Intangibles — Goodwill and Other — Internal-Use Software (Subtopic
350-40) (“ASU 2018-15"). ASU 2018-15 aligns the requirements for capitalizing implementation costs incurred in a
hosting arrangement that is a service contract with the requirements for capitalizing implementation costs incurred to
develop or obtain internal-use software (and hosting arrangements that include an internal-use software license). It
requires an entity in a hosting arrangement that is a service contract to follow the guidance in Subtopic 350-40 to
determine which implementation costs to capitalize as an asset related to the service contract and which costs to
expense. ASU 2018-15 is effective for the Company’s fiscal year beginning July 1, 2020. The Company is currently
evaluating the impact of this ASU on its condensed consolidated financial statements.
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Revenue Recognition

Revenues are principally earned from long-term contractual agreements to provide online curriculum, books,
materials, computers and management services to virtual and blended schools, traditional public schools, school
districts, and private schools. Under most contracts the Company provides an integrated package of systems, services,
products, and professional expertise that we manage to support online or blended public schools. Customers for these
programs can obtain the administrative support, information technology, academic support services, online
curriculum, learning systems platforms and instructional services under the terms of a negotiated service agreement.
The schools receive funding on a per student basis from the state in which the public school or school district is
located. Shipments of materials for schools that occur in the fourth fiscal quarter and for the upcoming school year are
recorded in deferred revenue.

The Company generates revenues under turnkey management contracts with virtual and blended public schools and
typically include the following components:

providing each of a school’s students with access to the Company’s online school and lessons;

offline learning kits, which include books and materials to supplement the online lessons, where required;
the use of a personal computer and associated reclamation services, where required;

internet access and technology support services;

instruction by a state-certified teacher, where required; and

11
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NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - Continued

management and technology services necessary to support a virtual public or blended school. In certain
managed school contracts, revenues are determined directly by per enrollment funding.

Under ASC 606, revenue is recognized when control of the promised goods or services is transferred to the Company’s
customers, in an amount that reflects the consideration it expects to be entitled to in exchange for those goods or
services using the following steps:

identify the contract, or contracts, with a customer;

identify the performance obligations in the contract;

determine the transaction price;

allocate the transaction price to the performance obligations in the contract; and
recognize revenue when, or as, the Company satisfies a performance obligation.

School Funding and Revenue Recognition

To determine the pro rata amount of revenue to recognize in a fiscal quarter, the Company estimates the total funds
each school will receive in a particular school year. Total funds for a school are primarily a function of the number of
students enrolled in the school and established per enrollment funding levels, which are generally published on an
annual basis by the state or school district. The Company reviews its estimates of funding periodically, and revises as
necessary, amortizing any adjustments to earned revenues over the remaining portion of the fiscal year. Actual school
funding may vary from these estimates and the impact of these differences could impact the Company’s results of
operations. Since the end of the school year coincides with the end of the Company’s fiscal year, annual revenues are
generally based on actual school funding and actual costs incurred (including costs for the Company’s services to the
schools plus other costs the schools may incur) in the calculation of school operating losses. The Company’s schools’
reported results are subject to annual school district financial audits, which incorporate enrollment counts, funding and
other routine financial audit considerations. The results of these audits are incorporated into the Company’s monthly
funding estimates for the three and six months ended December 31, 2018 and 2017.

Each state or school district has variations in the school funding formulas and methodologies that it uses to estimate
funding for revenue recognition at its respective schools. As the Company estimates funding for each school, it takes
into account the state definition for count dates on which reported enrollment numbers will be used for per pupil
funding. The parameters the Company considers in estimating funding for revenue recognition purposes include
school district count definitions, withdrawal rates, average daily attendance, special needs enrollment, student
demographics, academic progress and historical completion, student location, funding caps and other state specified
categorical program funding.

21
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Under the contracts where the Company provides turnkey management services to schools, the Company has
generally agreed to absorb any operating losses of the schools in a given school year. These school operating losses
represent the excess of costs incurred over revenues earned by the virtual or blended public school as reflected on its
respective financial statements, including Company charges to the schools. To the extent a school does not receive
funding for each student enrolled in the school, the school would still incur costs associated with serving the unfunded
enrollment. If losses due to unfunded enrollments result in a net operating loss for the year that loss is reflected as a
reduction in the revenues and net receivables that the Company collects from the school. A school net operating loss
in one year does not necessarily mean the Company anticipates losing money on the entire contract with the school.
However, a school operating loss may reduce the Company’s ability to collect its management fees in full and
recognized revenues are reduced accordingly to reflect the expected cash collections from such schools. The Company
amortizes the estimated school operating loss against revenues based upon the percentage of actual revenues in the
period to total estimated revenues for the fiscal year.

Management periodically reviews its estimates of full-year school revenues and operating expenses, and amortizes the
net impact of any changes to these estimates over the remainder of the fiscal year. Actual school operating losses may
vary from these estimates or revisions, and the impact of these differences could have a material impact on results of
operations. For the three months ended December 31, 2018 and 2017, the Company’s revenues included a reduction

12
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NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS - Continued

for these school operating losses of $16.7 million and $13.7 million, respectively, and $34.0 million and $31.5 million
for the six months ended December 31, 2018 and 2017, respectively.

Where the Company has determined that it is the principal for substantially all expenses under certain contracts, the
Company estimates the associated per student revenues for the fiscal year which will be received by the school from
its state funding school district and recognizes revenue ratably over the service period. As a result of being the
primary obligor, amounts recorded as revenues for the three months ended December 31, 2018 and 2017 were $85.8
million and $76.1 million, respectively, and for the six months ended December 31, 2018 and 2017 were $174.1
million and $139.6 million, respectively. For contracts where the Company is not the primary obligor, the Company
records revenues based on its net fees earned under the contractual agreement.

The products and services delivered to the Company’s Institutional customers include curriculum and technology for
full-time virtual and blended programs, as well as instruction, curriculum and associated materials, supplemental
courses, marketing, enrollment and other educational services. Each of these contracts are considered to be one
performance obligation under ASC 606.

The Company provides certain online curriculum and services to schools and school districts under subscription
agreements. Revenues from the licensing of curriculum under subscription arrangements are recognized on a ratable
basis over the subscription period. Revenues from professional consulting, training and support services are deferred
and recognized ratably over the service period.

Other revenues are generated from individual customers who prepay and have access for one to two years to
company-provided online curriculum. The Company recognizes these revenues pro rata over the maximum term of
the customer contract.

During the three months ended December 31, 2018 and six months ended December 31, 2018 and 2017, the Company
had one contract that represented 11% of revenues. For the three months ended December 31, 2017, the Company had
no contracts greater than 10% of revenues.

Contract Balances
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The timing of revenue recognition, invoicing, and cash collection results in accounts receivable and deferred revenue
(a contract liability) in the condensed consolidated balance sheets. Payment from customers is often received in
advance of services being provided, resulting in deferred revenue. Accounts receivable is recorded when there is an
executed customer contract and the right to the consideration becomes unconditional. Contract assets such as unbilled
receivables are included in accounts receivable.

The opening and closing balances of the Company’s accounts receivable, contract assets and deferred revenue are as
follows:

December 31, July 1,
2018 2018
(In thousands)

Accounts receivable $ 239,702 $ 176,319
Contract assets (included in accounts receivable) 31,871 12,143
Deferred revenue 51,476 25,580

The difference between the opening and closing balance of the contract assets relates to the timing of the Company’s
billing in relation to month end and contractual agreements. The difference between the opening and closing balance
of the deferred revenue relates to the timing difference between the customer’s payment and the Company’s
performance under the contract. Typically, each of these balances are at their highest during the first quarter of the
fiscal year and lowest at the end of the fiscal year. The amount of revenue recognized in the three months ended
December 31, 2018 that was included in the opening October 1, 2018 deferred revenue balance was $26.3 million.
The
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amount of revenue recognized in the six months ended December 31, 2018 that was included in the opening July 1,
2018 deferred revenue balance was $17.9 million.

Performance Obligations

A performance obligation is a promise in a contract to transfer a distinct good or service to the customer, and is the
unit of account in ASC 606. A contract’s transaction price is allocated to each distinct performance obligation and
recognized as revenue when, or as, the performance obligation is satisfied. The Company’s performance obligations
are satisfied over time, as the Company delivers and the customer receives the services, over the service period of the
contract. The Company’s payment terms are generally net 30 or net 45, but can vary depending on when the school
receives its funding from the state.

The Company has elected, as a practical expedient, to not report the value of unsatisfied performance obligations for
contracts with customers that have an expected duration of one year or less. The amount of unsatisfied performance
obligations for contracts with customers which extend beyond one year as of December 31, 2018 was $2.0 million.

Significant Judgments

The Company determined that the majority of its contracts with customers contain one performance obligation. The
Company markets the products and services as an integrated package building off its curriculum offerings. It does not
market distinct products or services to be sold independently from the curriculum offering.

The Company has determined that the time elapsed method as described under ASC 606 is the most appropriate
measure of progress towards the satisfaction of the performance obligation. Therefore, the Company will recognize
revenue on a straight-line basis. The Company delivers the integrated products and services package largely over the
course of the Company’s fiscal year. This package includes enrollment, marketing, teacher training, etc. in addition to
the core curriculum and instruction. All of these activities are necessary and contribute to the overall education of its
students, which occurs evenly throughout the year.
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As discussed above, the Company estimates the total funds each school will receive in a particular school year and the
amount of full-year school revenues and operating expenses to determine the amount of revenue the Company will
receive. To the extent the estimates change during the year, the cumulative impact of the change is recognized over
the remaining service period.

Costs to Obtain a Contract with a Customer

The Company pays commissions on certain sales contracts to its employees and third parties. Commissions that are
directly tied to a particular sale are capitalized if they relate to either new business or a renewal whose contract has a
duration of greater than one year. The Company has elected, as a practical expedient, to not capitalize commissions
paid on contracts that have a duration of one year or less. Commissions that are not directly tied to a particular sale are
expensed as incurred.

Commissions related to new business are amortized over a four year life which represents the average life of
customers in the institutional and private pay businesses, while commissions related to renewals greater than one year
are amortized over the contract life. The current portion of the deferred commission is recorded within other current
assets and the long-term portion of the deferred commission is recorded within deposits and other assets on the
condensed consolidated balance sheets. The amortization of the deferred commission is recorded as selling,
administrative and other operating expenses.

Consolidation

The condensed consolidated financial statements include the accounts of the Company, the wholly-owned and
affiliated companies that the Company owns, directly or indirectly, and all controlled subsidiaries. All significant
intercompany transactions and balances have been eliminated in consolidation.
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Inventories

Inventories consist primarily of textbooks and curriculum materials, a majority of which are supplied to virtual public
schools and blended public schools, and utilized directly by students. Inventories represent items that are purchased
and held for sale and are recorded at the lower of cost (first-in, first-out method) or net realizable value. The provision
for excess and obsolete inventory is established based upon the evaluation of the quantity on hand relative to demand.
The excess and obsolete inventory reserve was $3.8 million and $3.5 million at December 31, 2018 and

June 30, 2018, respectively.

Other Current Assets

Other current assets consist primarily of textbooks, curriculum materials and other supplies which are expected to be
returned upon the completion of the school year. Materials not returned are expensed as part of instructional costs and
services.

Property and Equipment

Prope