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For the fiscal year ended December 31, 2016

or

. TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the transition period from to

Commission file number 001-36180

CHEGG, INC.
(Exact name of registrant as specified in its charter)

Delaware 20-3237489

(State or other jurisdiction of (I.R.S. employer

incorporation or organization) identification no.)

3990 Freedom Circle

Santa Clara, CA, 95054

(Address of principal executive offices)

(408) 855-5700

(Registrant’s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Common Stock, $0.001 par value per share The New York Stock Exchange
Securities registered pursuant to Section 12(g) of the Act:

None

(Title of class)

.Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.

Yes " No x

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the

Act. Yes " Nox

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 (Exchange Act) 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 x No ~

. Indicate by check mark whether the registrant has submitted electronically and posted on its corporate
Website, 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



Edgar Filing: CHEGG, INC - Form 10-K

registrant was required to submit and post such files). Yes x No ~

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§ 229.405 of
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stock on such date as reported by the New York Stock Exchange on such date, was approximately $402,351,715.
Shares of Common Stock held by each executive officer and director have been excluded in that such persons may be
deemed to be affiliates. This determination of affiliate status is not necessarily a conclusive determination for other
purposes.
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DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registrant's definitive proxy statement for the Registrant's 2016 Annual Meeting of Stockholders are
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LR T3 EEINT3

Unless the context requires otherwise, the words “we,” “us,” “our,” “Company” and “Chegg” refer to Chegg, Inc. and its
subsidiaries taken as a whole.

“Chegg,” “Chegg.com,” “Chegg Study,” “Chegg for Good,” “Student Hub,” “internships.com,” “ResearchReady,” “InstaEDU,
“EasyBib” and “#1 In Textbook Rentals,” are some of our trademarks used in this Annual Report on Form 10-K. Solely

for convenience, our trademarks, trade names and service marks referred to in this Annual Report on Form 10-K

appear without the ®, ™ and SM symbols, but those references are not intended to indicate, in any way, that we will not
assert, to the fullest extent under applicable law, our rights to these trademarks and trade names. Other trademarks

appearing in this Annual Report on Form 10-K are the property of their respective holders.

[\
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NOTE ABOUT FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains forward-looking statements within the meaning of the Private Securities
Litigation Reform Act of 1995. All statements contained in this Annual Report on Form 10-K other than statements of
historical fact, including statements regarding our future results of operations and financial position, our business
strategy and plans, and our objectives for future operations, are forward-looking statements. The words “believe,” “may,”
“will,” “estimate,” “continue,” “anticipate,” “intend,” “project,” “endeavor,” “expect,” “plans to,” “if,” “future,” and similar ex
intended to identify forward-looking statements. We have based these forward-looking statements largely on our

current expectations and projections about future events and trends that we believe may affect our financial condition,
results of operations, business strategy, short-term and long-term business operations and objectives, and financial

needs. These forward-looking statements are subject to a number of risks, uncertainties and assumptions, including

those described in Part I, Item 1A, “Risk Factors” in this Annual Report on Form 10-K. Moreover, we operate in a very
competitive and rapidly changing environment. New risks emerge from time to time. It is not possible for our
management to predict all risks, nor can we assess the impact of all factors on our business or the extent to which any
factor, or combination of factors, may cause actual results to differ materially from those contained in any
forward-looking statements we may make. In light of these risks, uncertainties and assumptions, the future events and
trends discussed in this Annual Report on Form 10-K may not occur and actual results could differ materially and
adversely from those anticipated or implied in the forward-looking statements.

EEINT3 EEINT3 29 ¢ LT3

We undertake no obligation to revise or publicly release the results of any revision to these forward-looking
statements, except as required by law. Given these risks and uncertainties, readers are cautioned not to place undue
reliance on such forward-looking statements.
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PART I

ITEM 1. BUSINESS
Overview

Chegg is the leading student-first connected learning platform. We help students study more effectively for college
admissions exams, find the right college to accomplish their goals, get better grades and test scores while in school,
and find internships that allow them to gain valuable skills to help them enter the workforce after college. We strive to
improve the overall return on investment in education by helping students learn more in less time and at a lower cost.
During 2016, nearly 6.5 million students turned to Chegg to help them save money and improve their outcomes.

In 2016, over 1.5 million students subscribed to our Chegg Services, an increase of 47% year over year from 1.0
million in 2015. Chegg Services include Chegg Study, Chegg Tutors, Writing Tools (newly acquired in May 2016),
Enrollment Marketing, Brand Partnership, Internships, and Test Prep. Our Chegg Study service provides step-by-step
Textbook Solutions and Expert Answers, helping students with their course work. When students need additional help
on a subject, they can reach a live tutor online, anytime, anywhere through Chegg Tutors. When students need help
creating citations for their papers, they can use one of our Writing Tools properties, including EasyBib, Citation
Machine, BibMe, CiteThisForMe and NormasAPA. In 2016, we matched approximately 5.3 million domestic and
international students with colleges, universities and other academic institutions, which we collectively refer to as
"colleges," in the United States, to help them find the best fit school for them. As of December 31, 2016, we provided
access to approximately 340,000 internships to help students gain skills and experiences that are critical to securing
their first job. Our Test Prep service is designed to help students increase their standardized SAT and ACT exam
scores to improve their chances of getting accepted to a school of their choice. Through our strategic partnership with
Ingram Content Group (Ingram), we offer Required Materials, which includes an extensive print textbook and
eTextbook library for rent and sale, helping students save money compared to the cost of buying new. In 2016,
students rented or bought over 5.7 million textbooks and eTextbooks from Chegg.

To deliver these services, we partner with several third parties. In 2016, we entered into agreements with a wide range
of colleges to help shape their incoming classes. We sourced print textbooks, eTextbooks and supplemental materials
directly or indirectly from thousands of publishers in the United States, including Pearson, Cengage Learning,
McGraw Hill, Wiley and MacMillan. We have a large network of students and professionals who leverage our
platform to earn money by tutoring in their spare time. Thousands of employers leverage our platform to post their
internships and jobs. In addition, because we have a large student audience, local and national brands partner with us
to reach the college and high school demographic.

Our Offering

We offer products and services that help students improve their outcomes throughout their educational journey. Our
offerings fall into two categories: Chegg Services, which encompasses all of our digital products and services, and
Required Materials, which primarily includes our print textbook and eTextbook business.

Chegg Services

Chegg Study. Our Chegg Study service helps students master challenging concepts on their own. For high demand
print and electronic textbooks, primarily in the subjects of sciences, technology, engineering, mathematics, statistics,
business and economics, we offer “Textbook Solutions,” which are step-by-step answers to the questions at the end of
each chapter in textbooks. For other questions, we offer our Expert Answers service, where a student can ask a



Edgar Filing: CHEGG, INC - Form 10-K

question on our website and subject matter experts will provide detailed answers. As of December 31, 2016, Chegg
had an archive of over 8 million responses, which students can immediately access. These services are available on
our website and on mobile devices through our native application and our mobile website.

Chegg Tutors. Complementing our other study tools, we have live tutors on our connected learning platform. Students
can access help online, anytime, anywhere either synchronously or asynchronously. Instead of paying for expensive,
offline tutors that require scheduling and travel time, students can come to Chegg to find tutors whenever they need
additional help on a subject and pay as little as $0.40 per minute. Our tutors are qualified to help students with a wide
range of topics, including history, foreign languages, English literature, science, technology, engineering, mathematics
and business, along with test prep and a variety of other highly-requested subjects. Students can subscribe to weekly
or monthly packages, or choose to use the service on a pay-as-you-go basis.
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Writing Tools. In May of 2016 we acquired Imagine Easy Solutions (Imagine Easy), the provider of the popular
EasyBib, Citation Machine, BibMe, CiteThisForMe, NormasAPA and other tools with capabilities such as citation,
bibliography and anti-plagiarism. When students need to cite their sources in written work, they can use our Imagine
Easy writing tools to automatically generate sources in the required formats. These tools offer a variety of
advertising-supported and paid subscription products. In 2016, students logged approximately 265 million individual
online sessions, lasting on average more than 8 minutes per session. Since their launch, students worldwide have
created more than 1.5 billion citations using Imagine Easy's writing productivity tools.

Enrollment Marketing Services. In January 2017, we announced a strategic partnership with the National Research
Center for College & University Admissions (NRCCUA) where NRCCUA will assume responsibility for managing,
renewing, and maintaining our existing university contracts and become the exclusive reseller of the digital enrollment
marketing services that we provide to colleges and universities. Through this strategic partnership, we provide
colleges with admission and transfer support through our enrollment marketing services. We delivered 5.3 million
paid inquiries for interested students during 2016. Using the information from the college-bound high school students
who fill out a profile using our College Admissions and Scholarship Services and from our affiliate network, and only
after the student has agreed to be referred, we provide colleges with potential candidates and help them cost
effectively attract and shape their classes. Our College Admissions and Scholarship Services further allow high school
students to connect with their “best fit” educational and scholarship opportunities. Students in high school or college can
use our “Scholarship Match” tool to create a profile that includes information such as their high school, GPA, intended
major, demographic background, college preferences and areas of interest. Based on this information, our services can
connect these students with scholarship opportunities.

Brand Partnership. We offer unique and compelling ways for brands with relevant products and services to reach and
engage high school and college students at important and memorable transition points in their lives, such as preparing
for college, preparing for back-to-school or as they approach graduation and prepare for a career or graduate school.
We work closely with brands to integrate their services and products with ours. Our brand advertising services include
digital advertising on our platform, product samples, white label integrations, discounts, and other promotions shipped
directly to students in our distinctive orange Chegg boxes and experiential offerings that may include, for example,
on-campus events, sponsorships and other brand ambassador work. During the year ended December 31, 2016, we had
advertising contracts with over 55 consumer brands.

Internships. Internships are a highly effective way for students to gain work experience before graduation. In a recent
survey, 65% of companies that responded offered full-time jobs to interns. As of December 31, 2016, we provide
students access to approximately 340,000 internships with more than 122,000 employers across the country. Students
search and apply for internships directly through our website, internships.com. Students can upload their resume to be
matched by us to internship opportunities. Employers can post their internships and manage the process with our
applicant tracking system. We currently offer internships as a free service.

Test Prep. In November 2015, we launched a beta version of our interactive Test Prep product, covering the SAT and
ACT exams. Our goal is to provide all students access to an affordable, high-quality and comprehensive online test
preparation product that helps students improve their test scores. After our initial launch of a free version which
allowed us to learn from user behavior, we are currently testing various paid models with students.

Required Materials
Print Textbooks and eTextbooks. For students looking to save on the cost of required materials, we rent and sell print
textbooks and eTextbooks. Most of the print textbook transactions are rentals, although we also offer both new and

used books for sale at a slight markup to our acquisition cost. In 2014, we implemented a partnership with Ingram,
which we expanded in May 2015 so that Ingram fulfills all of our print textbook rentals and a portion of our textbook
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sales. We offer a compelling value proposition to students as the price to rent a book through Chegg is significantly
lower than the purchase price of a new or used book. Orders are shipped to students in a distinctive orange Chegg box
and typically arrives within three business days. At the end of the academic term, students can return a rented textbook
in this same box for free. In participation with certain publishers, we also offer “Instant Access” to eTextbooks that is a
one-week free trial of our eTextbook service, and allows the student to access the eTextbook while the print copy is in
transit. Our data shows students value this service and find it a great way to learn more about our eTextbook
experience. All eTextbooks obtained from Chegg are accessed through our proprietary HTML5-web-based eTextbook
Reader. Our eTextbook Reader provides students with access to eTextbooks on PCs, tablets and smart phones,
providing access anytime, anywhere that students are connected to the Internet and students can save a portion of the
book for offline access. Our eTextbook Reader enables fast and easy navigation, keyword search, text highlighting,
note taking and further preserves those notes in an online notepad with persistence of highlighting and notes across
platforms. In 2016, we rented or sold over 5.7 million print textbooks and eTextbooks.

5
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Supplemental Materials. In addition to textbooks, we offer students access to other materials from publishers,

professors, students and subject matter experts. These include related materials like study guides, lab manuals or

digital services provided by publishers, commonly known as “Whole Course Solutions” or “Integrated Learning Systems.”
We tailor our merchandising of these materials based on the student’s core textbook.

Textbook Buyback. We offer students, on behalf of our fulfillment partner Ingram, the ability to sell us their
textbooks, even if they were not originally purchased from us, and in turn those textbooks are offered to other students
for purchase or rent, or sold to wholesalers. Students provide us with the ISBN of each textbook they want to sell, and
we let them know how much we are willing to pay based on our real-time market driven algorithms. Ingram
reimburses us the amounts we pay to students for these purchases. If our offer is accepted, we provide a pre-printed
label and shipping instructions.

Technology and Platform Integration

Our technology is designed to create a connected learning platform that is built to enable our future growth at scale.
We employ technological innovations whenever possible to increase efficiency and scale in our business. Our
products rely upon and leverage the information underlying our Student Graph discussed in more detail below. We
will continue to invest in building technologies around our data, search and solutions. The key elements of our
technology platform are:

Personalization and Merchandising Technology. We create a personalized experience for each student throughout our
connected learning platform, building awareness of our multiple services and also connecting them with opportunities
through third-party partners and brands. We are able to accomplish this personalization and customization as a result
of our Student Graph and our search technology.

Student Graph. Our Student Graph is the accumulation of the collective activity of students in our connected learning
platform. Students provide us information each time they engage with our connected learning platform. Our Student
Graph also includes information we access from public and private sources to integrate into our connected learning
platform such as textbook information, information about colleges and scholarship data. We are able to collect,
organize and process this information to algorithmically create a personalized experience for each student on our
network.

Search. Search is an easy on-ramp for students to discover all of our services. Students can search by book, ISBN,
author’s name or course. Many students come to us for textbook rentals, and in our search results we not only provide
the relevant textbook, but also begin to build awareness of our other services. For instance, when a student searches
for a textbook, we can also expose that student to Chegg Tutors, Expert Answers, and Textbook Solutions that are
relevant to that textbook. We may also display a free Chegg Study offer where we have Textbook Solutions for that
textbook. We also provide personalized search results based on information in our Student Graph.

Data Sourcing and Graph Technology. Not all information relevant to students on our platform is made available by
service, product, list or user-input. Therefore, we have developed proprietary technologies to collect disparate,
distributed sets of data. For example, we access data from public and private sources to integrate into our platform to
inform our decisions about our textbook catalog and pricing.

Mobile Solutions. We have mobile applications on Apple iOS and Google Android. Our mobile apps are built as
hybrid applications leveraging the Chegg application programming interface (API) and server-side HTMLS. We also
maintain a mobile version of our website: m.chegg.com. Taking advantage of capabilities unique to the mobile
platform, we offer some functionality on mobile that is not available on our website, such as textbook barcode
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scanning for price comparisons, Chegg Flashcards, and Chegg Textbook Solutions.

Open Platform. We have established a proprietary API layer that enables us to extend our product and service
offerings to additional, relevant business partners. We have enhanced our technology to enable Chegg student
experiences to be consumed on other websites or portals. Internships.com, which we acquired in 2014, began offering
its services through this API layer in December 2013. We have established four other use cases and have applied
unique technology to each case, with the aim of providing students with access to relevant products and services
beyond those that we have developed or provided on our website, including native mobile applications, hub
applications, bridge to third-party tools, an externalizing catalog and Platform-as-a-Service.

10
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Content Conversion Platform. We have developed a proprietary set of technologies that ingests each publisher’s unique
source files and creates HTML5-based documents. Our web-based eTextbook Reader, which is embedded with digital
rights management, allows us to provide our content across technology platforms, have a deep understanding of how
content is consumed and deliver content securely.

Real-time Sourcing and Pricing Technologies. We have internally developed proprietary pricing and sourcing systems
which consider market price, content selection and availability, and other factors, in determining price and origin of
content and services we offer to students.

Programmatic Advertising. In our acquisition of Imagine Easy, we also acquired their programmatic advertising team
and technology team, StudyBreak Media™. StudyBreak Media has expanded their work as part of our learning platform,
building custom ad tech solutions that maximize the value of our digital inventory. Through StudyBreak Media, we
combine a deep understanding of programmatic technology trends with data science, engineering and machine

learning. The result is a mediation platform that blends with our direct sales force to maximize the value of the
impressions we serve.

Infrastructure. Our technology resides at a major cloud-hosting provider divided between the U.S. West Coast and
U.S. East Coast. We use one region for our test/development/stage/failover environment and the other for our
production environment. The architecture is also designed to provide for international expansion if we expand into
new international markets.

Network Security. Our platform includes encryption, antivirus, firewall and patch-management technologies to help
protect our systems distributed across cloud-hosting providers and our business offices.

Internal Management Systems. We rely on third-party technology solutions and products as well as internally
developed and proprietary systems, in which we have made substantial investment, to provide rapid, high-quality
customer service, internal communication, software development, deployment, and maintenance.

Customers

In 2016, approximately 3.5 million individuals paid for our products and services directed at college and high school
students up from approximately 3.1 million and 3.0 million in 2015 and 2014, respectively. In 2016, we entered into
agreements to provide enrollment marketing services to over 400 colleges, including public and private colleges. We
have conducted national campaigns with a number of brands attractive to college and high school students. During
2016, we had advertising contracts with over 55 consumer brands.

Sales and Marketing
Students

We use several major direct marketing channels relevant to students. We deploy search engine optimization (SEO)
techniques designed to increase the visibility of Chegg.com content in organic, unpaid search engine result listings.
We supplement our SEO efforts through search engine marketing using keyword simulation and bid management
tools to analyze and categorize search keywords, optimize bidding, increase impressions and drive conversion. We
also use display marketing to drive awareness of our brand and services by running display advertising on major
online and mobile advertising networks, such as Google Display Network. We integrate our textbook services on
affiliates’ websites and work with a large advertising network that recruits individual online affiliates in exchange for
pre-determined revenue share or commissions. We utilize three types of email marketing campaigns: onboarding

11
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programs to drive activation and retention, personalized cross-sell campaigns to deepen engagement, and promotional
campaigns to drive sales and interests. We use social media to manage organic and paid programs across top websites,
including Facebook, Twitter and YouTube. We also acquire and engage students through content generated by student
bloggers, syndicated through partners, around key student concerns and interests such as admissions, transition to
college, picking a major, and resume preparation.

Through our campus activation programs, we partner with brands to bring entertainment events, such as concerts, trial
promotions, on campus ambassadors and product giveaways to students. We also engage students on campus to help
them elevate their voice behind timely social issues beyond academics, such as the “It’s On Us” campaign relating to the
prevention of on-campus sexual violence. The Chegg for Good program connects students and employees with

partners to engage them in causes related to education and the environment. We work with the nonprofit conservation
organization American Forest to

7
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plant trees around the world and our funding has enabled the planting of more than six million trees to date. The
Chegg Foundation, a California nonprofit public benefit corporation, engages in charitable and education-related
activities. As part of our College Admissions and Scholarship Services marketing efforts, we identify select partner
organizations who offer complementary content and services that support students in exploring colleges. We enable
these partner organizations to use our college match service through their websites to enable students to request
information about colleges that may be of interest to them.

Colleges and Brands

We secure contracts with brands through direct sales by our field sales organization, which sells brand advertising
services to large brand advertisers and advertising agencies seeking to reach and engage college and high school
students. This team has field sales people and inside client success managers as well as operations and marketing
support. In January 2017, we signed a strategic alliance agreement with NRCCUA, who is our exclusive reseller to
colleges for our digital marketing services.

Student Advocacy

We are committed to providing a high level of customer service to our students. We trust our students, understand the
critical role our products and services have in their education, and strive to resolve all problems quickly and
thoroughly. Our student advocacy team can be reached directly through phone, email, and online chat during business
hours. We also proactively monitor social media to identify and solve problems before we are otherwise informed of
their existence. We endeavor to respond to students’ concerns within five minutes.

Competition

While we do not have any competitors that compete with us across our business in its entirety, we face significant
competition in each aspect of our business, and we expect such competition to increase. The actual and potential
competition in each of our primary areas of operations is described below.

Products and Services for Students. Our Chegg Services face competition from different businesses depending on the
offering. For Chegg Study, our competitors primarily include publishers that provide study materials and online
instructional systems. Additionally, we face competition from free services such as Yahoo! Answers and Brain.ly for
our Expert Answers service. For our Chegg Tutors services, we face competition from other online tutoring services
such as Tutors.com and Varsity Tutors. For our writing tools, we primarily face competition from other citation
generating services such as Noodle Tools. The market for textbooks and supplemental materials is intensely
competitive and subject to rapid change. We face competition from college bookstores, some of which are operated by
Follett and Barnes & Noble Education, online marketplaces such as Amazon.com and providers of eTextbooks such
as Apple iTunes, and Blackboard, as well as various private textbook rental websites. Many students purchase from
multiple textbook providers, are highly price sensitive and can easily shift spending from one provider or format to
another. As a consequence, our Required Materials product line, which includes eTextbooks, competes primarily on
price and further on selection and functionality and compatibility of our eTextbook Reader across a wide variety of
desktop and mobile devices.

Enrollment Marketing Services. With respect to our enrollment marketing services, we compete against traditional
methods of student recruitment, including student data providers such as standardized test providers, radio, television
and Internet advertising and print mail marketing programs. In this area, we compete primarily on the basis of the
number of high-quality connections between prospective students and colleges we are able to provide as well as on
price. We are able to create these connections by providing prospective students with an easy-to-use platform to input

13
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their academic information and aspirations, learn about colleges, locate scholarships and financial aid and facilitate
and streamline the application process.

Brands. With respect to brands, we compete with online and offline outlets that generate revenues from advertisers
and marketers, especially those that target high school and college students. In this area, we seek to partner with
brands that have offerings that will interest or delight students and have received very positive comments and
feedback from students on these offerings. We provide these brands with preferential access to our audience, which
we believe represents a highly engaged portion of the target demographic of our brand partners.

14
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We believe that we have competitive strengths, some of which are discussed above, that position us favorably in each
aspect of our business. However, the education industry is evolving rapidly and is increasingly competitive. A variety
of business models are being pursued or may be considered for the provision of print textbooks and eTextbooks, some
of which may be more profitable or successful than our business model.

Intellectual Property

We use proprietary technology to operate our business and our success depends, in part, on our ability to protect our
technology and intellectual property. We rely on a combination of patent, copyright, trademark and trade secret laws,
as well as contractual restrictions, to establish and protect our intellectual property. We maintain a policy requiring our
employees, contractors, consultants and other third parties to enter into confidentiality and proprietary rights
agreements to control access to our proprietary information. These laws, procedures and restrictions provide only
limited protection and any of our intellectual property rights may be challenged, invalidated, circumvented, infringed
or misappropriated. Further, the laws of certain countries do not protect proprietary rights to the same extent as the
laws of the United States and, therefore, in certain jurisdictions, we may be unable to protect our proprietary
technology.

As of December 31, 2016, we had thirteen patents which will expire between 2032 and 2034 and 28 patent

applications pending in the United States. We own three U.S. copyrights registrations and have unregistered

copyrights in our eTextbook Reader software, software documentation, marketing materials and website content that

we develop. We own the registered U.S. trademarks “Chegg,” “Chegg.com,” “Chegg Study,” “Chegg for Good,” “Student Hut
“internships.com,” “ResearchReady,” “InstaEDU,” “EasyBib” and “#1 In Textbook Rentals,” among others as well as a variet;
of service marks. As of December 31, 2016, we owned over 600 registered domain names. We also have a number of

pending trademark applications in the United States and foreign jurisdictions and unregistered marks that we use to

promote our brand. From time to time we expect to file additional patent, copyright and trademark applications in the

United States and abroad.

Government Regulation

We are subject to a number of laws and regulations that affect companies conducting business on the Internet and in
the education industry, many of which are still evolving and could be interpreted in ways that could harm our
business. The manner in which existing laws and regulations will be applied to the Internet and students in general and
how they will relate to our business in particular, are often unclear. For example, we often cannot be certain how
existing laws will apply in the e-commerce and online context, including with respect to such topics as privacy,
defamation, pricing, credit card fraud, advertising, taxation, sweepstakes, promotions, content regulation, financial
aid, scholarships, student matriculation and recruitment, quality of products and services and intellectual property
ownership and infringement.

Numerous laws and regulatory schemes have been adopted at the national and state level in the United States, and in
some cases internationally, that have a direct impact on our business and operations. For example:

The CAN-SPAM Act of 2003 and similar laws adopted by a number of states, regulate unsolicited commercial emails,
create criminal penalties for emails containing fraudulent headers and control other abusive online marketing
practices. Similarly, the U.S. Federal Trade Commission (FTC) has guidelines that impose responsibilities on us with
respect to communications with consumers and impose fines and liability for failure to comply with rules with respect
to advertising or marketing practices they may deem misleading or deceptive.
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The Telephone Consumer Protection Act of 1991 (TCPA) restricts telemarketing and the use of automated telephone
equipment. The TCPA limits the use of automatic dialing systems, artificial or prerecorded voice messages, SMS text
messages and fax machines. It also applies to unsolicited text messages advertising the commercial availability of
goods or services. Additionally, a number of states have enacted statutes that address telemarketing. For example,
some states, such as California, Illinois and New York, have created do-not-call lists. Other states, such as Oregon and
Washington, have enacted “no rebuttal statutes” that require the telemarketer to end the call when the consumer
indicates that he or she is not interested in the product being sold. Restrictions on telephone marketing, including calls
and text messages, are enforced by the FT'C, the Federal Communications Commission, states and through the
availability of statutory damages and class action lawsuits for violations of the TCPA.

The Credit Card Accountability Responsibility and Disclosure Act of 2009, or CARD Act, and similar laws and
regulations adopted by a number of states regulate credit card and gift certificate use fairness, including expiration
dates and fees. Our business also requires that we comply with payment card industry data security
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and other standards. In particular, we are subject to payment card association operating rules, certification
requirements and rules governing electronic funds transfers, which could change or be reinterpreted to make it
difficult or impossible for us to comply. If we fail to comply with these rules or requirements, or if our data security
systems are breached or compromised, we may be liable for card issuing banks’ costs, subject to fines and higher
transaction fees and lose our ability to accept credit and debit card payments from our customers, process electronic
funds transfers or facilitate other types of online payments, and our business and operating results could be adversely
affected.

Regulations related to the Program Participation Agreement of the U.S. Department of Education and other similar
laws and regulate the recruitment of students to colleges and other institutions of higher learning.

The Children’s Online Privacy Protection Act imposes additional restrictions on the ability of online services to collect
information from minors. In addition, certain states, including Utah and Massachusetts, have laws that impose
criminal penalties on the production and distribution of content that is “harmful to a minor.”

The Digital Millennium Copyright Act (DMCA) provides relief for claims of circumvention of copyright protected
technologies and includes a safe harbor intended to reduce the liability of online service providers for hosting, listing
or linking to third-party content that infringes copyrights of others.

The Communications Decency Act provides that online service providers will not be considered the publisher or
speaker of content provided by others, such as individuals who post content on an online service provider’s website.

Employees

As of December 31, 2016, we had 766 full-time employees. We also engage temporary, seasonal employees and
consultants. None of our employees are represented by labor unions or covered by a collective bargaining agreement.
We have not experienced any work stoppages and we consider our relations with our employees to be good.

Seasonality

Information about seasonality is set forth in the section “Seasonality of Our Business” in Part II, Item 7 of this Annual
Report on Form 10-K.

Information about Segment and Geographic Revenues

Information about segment and geographic revenues is set forth in Note 19 of the Notes to Consolidated Financial
Statements included in Part I, Item 8, “Consolidated Financial Statements and Supplementary Data” of this Annual
Report on Form 10-K.

Corporate History

We were incorporated in Delaware in July 2005. We launched our online print textbook rental business in 2007. We
hired our current Chief Executive Officer in 2010, who implemented our current business strategy to create the
leading student-first connected learning platform for students to help them improve their outcomes. Beginning in
2010, we made a series of strategic acquisitions to expand our Chegg Services, including Cramster in 2010 to add our
Chegg Study service, Zinch in 2011 to add our College Admissions and Scholarship Services, InstaEDU in 2014 to
add our Tutoring service, internships.com in 2014 to add to our internship service, and Imagine Easy Solutions in
2016 to add a portfolio of online writing tools. We completed our initial public offering (IPO) in November 2013 and
our common stock is listed on the New York Stock Exchange under the symbol “CHGG.” Our principal executive
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offices are located at 3990 Freedom Circle, Santa Clara, California 95054 and our telephone number is
(408) 855-5700.

Available Information

Our website address is www.chegg.com and our Investor Relations website address is investor.chegg.com. Our
Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, and amendments to
reports filed pursuant to Sections 13(a) and 15(d) of the Securities Exchange Act of 1934, as amended (Exchange
Act), are filed with the U.S. Securities and Exchange Commission (SEC). We are subject to the informational

requirements of the Exchange Act and file or furnish reports, proxy statements, and other information with the SEC.

Such reports and other information filed by the
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Company with the SEC are available free of charge on our website at investor.chegg.com when such reports are
available on the SEC’s website. We use our www.chegg.com/mediacenter website as a means of disclosing material
non-public information and for complying with our disclosure obligations under Regulation FD. Accordingly,
investors should monitor www.chegg.com/mediacenter, in addition to following our press releases, SEC filings and
public conference calls and webcasts.

The public may read and copy any materials filed by Chegg with the SEC at the SEC’s Public Reference Room at 100
F Street, NE, Room 1580, Washington, D.C. 20549. The public may obtain information on the operation of the Public
Reference Room by calling the SEC at 1-800-SEC-0330. The SEC maintains an Internet site that contains reports,
proxy and information statements and other information regarding issuers that file electronically with the SEC at
WWW.SEC.ZoV.

The contents of the websites referred to above are not incorporated into this filing. Further, our references to the URLs
for these websites are intended to be inactive textual references only.

ITEM 1A. RISK FACTORS

The risks and uncertainties set forth below, as well as other risks and uncertainties described elsewhere in this Annual
Report on Form 10-K including in our consolidated financial statements and related notes and “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” or in other filings by Chegg with the SEC,
could adversely affect our business, financial condition, results of operations and the trading price of our common
stock. Additional risks and uncertainties that are not currently known to us or that are not currently believed by us to
be material may also harm our business operations and financial results. Because of the following risks and
uncertainties, as well as other factors affecting our financial condition and operating results, past financial
performance should not be considered to be a reliable indicator of future performance, and investors should not use
historical trends to anticipate results or trends in future periods.

Risks Related to Our Business and Industry

Our limited operating history, recent business model transition and evolving digital offerings make it difficult to
evaluate our current business and future prospects.

Although we began our operations in July 2005, we did not launch our online print textbook rental business until 2007
or begin generating revenues at scale from print textbook rentals until 2010. We began transitioning to a new model
for our Required Materials product line in August 2014 through our strategic partnership with Ingram to accelerate our
transition away from the more capital intensive aspects of the print textbook rental business. We have completed our
transition to a fully digital company as of November 2016 as Ingram now fulfills all print textbook rental orders. We
continue to market, use our branding and maintain the customer experience around print textbook rentals, while
Ingram funds all rental textbook inventory, fulfillment, logistics, and has title and risk of loss related to textbook
rentals for the textbooks they own.

Since July 2010, we also have been focused on expanding our other offerings, in many instances through the
acquisition of other companies, to include supplemental materials, multiplatform eTextbook Reader software, Chegg
Study, Chegg Tutors, Chegg Test Prep, Chegg Writing Tools, College Admissions and Scholarship Services,
purchases of used textbooks, internships, careers, college counseling, enrollment marketing services and brand
advertising. Our newer products and services, or any other products and services we may introduce or acquire, may
not be integrated effectively into our business, achieve or sustain profitability or achieve market acceptance at levels
sufficient to justify our investment.

Our ability to fully integrate new products and services into our connected learning platform or achieve satisfactory
financial results from them is unproven. Because we have a limited operating history, in particular operating a fully
digital platform, and the market for our products and services, including newly acquired or developed products and
services, is rapidly evolving, it is difficult for us to predict our operating results, particularly with respect to our newer
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offerings, and the ultimate size of the market for our products and services. If the market for a connected learning
platform does not develop as we expect, or if we fail to address the needs of this market, our business will be harmed.
We face the risks, expenses and difficulties typically encountered by companies in their early stage of development,
including, but not limited to our ability to successfully:

execute on our relatively new and evolving business model;

develop new products and services, both independently and with developers or other third parties;

attract and retain students and increase their engagement with our connected learning platform and our mobile
applications;

attract and retain colleges, universities and other academic institutions and brands to our marketing services;

manage the growth of our business, including increasing or unforeseen expenses;

11
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develop and scale a high performance technology infrastructure to efficiently handle increased usage by students,
especially during peak periods prior to each academic term;

maintain and manage relationships with strategic partners, including Ingram, NRCCUA, and other distributors,
publishers, wholesalers, colleges and brands;

develop a profitable business model and pricing strategy;

compete with companies that offer similar services or products;

expand into adjacent markets;

navigate the ongoing evolution and uncertain application of regulatory requirements, such as privacy laws, to our
business, including our new products and services;

tntegrate and realize synergies from businesses that we acquire; and

expand into foreign markets.

We have encountered and will continue to encounter these risks and if we do not manage them successfully, our
business, financial condition, results of operations and prospects may be materially and adversely affected.

Our operating results are expected to be difficult to predict based on a number of factors.

We expect our operating results to fluctuate in the future based on a variety of factors, many of which are outside our
control and are difficult to predict. As a result, period-to-period comparisons of our operating results may not be a
good indicator of our future or long-term performance. The following factors may affect us from period-to-period and
may affect our long-term performance:

our ability to attract and retain students and increase their engagement with our connected learning platform and
mobile applications, particularly related to our Chegg Services subscribers;

the rate of adoption of our offerings;

our ability to successfully utilize the information gathered from our connected learning platform to enhance our
Student Graph and target sales of complementary products and services to our students;

changes in demand and pricing for print textbooks and eTextbooks; Ingram's ability to manage fulfillment processes
¢0 handle significant volumes during peak periods and as a result of the potential growth in volume of transactions
over time; changes by our competitors to their product and service offerings;

price competition and our ability to react appropriately to such competition;

our ability and Ingram's ability to manage their textbook library;

our ability to execute on our strategic partnership with Ingram;

disruptions to our internal computer systems and our fulfillment information technology infrastructure, particularly
during peak periods; the amount and timing of operating costs and capital expenditures relating to expansion of our
business, operations and infrastructure;

our ability to successfully manage the integration of operations, technology and personnel resulting from our
acquisitions;

governmental regulation in particular regarding privacy and advertising and taxation policies; and

eeneral macroeconomic conditions and economic conditions specific to higher education.

12
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We have a history of losses and we may not achieve or sustain profitability in the future.

We have experienced significant net losses since our incorporation in July 2005, and we may continue to experience
net losses in the future. Our net losses for the years ended December 31, 2016, 2015, and 2014 were $42.2 million,
$59.2 million, and $64.8 million, respectively. As of December 31, 2016, we had an accumulated deficit of $371.3
million. We expect to make significant investments in the development and expansion of our business and our cost of
revenues and operating expenses may increase. We may not succeed in increasing our revenues sufficiently to offset
these higher expenses, and our efforts to grow the business may prove more expensive than we currently anticipate.
We may incur significant losses in the future for a number of reasons, including slowing demand for print textbook
rentals or our other products and services; increasing competition, particularly for the price of textbooks; decreased
spending on education; and other risks described in this Annual Report on Form 10-K. We may encounter unforeseen
expenses, challenges, complications and delays and other unknown factors as we pursue our business plan and our
business model continues to evolve. While Chegg Services revenues have grown in recent periods, this growth may
not be sustainable and we may not be able to achieve profitability. To achieve profitability, we may need to change
our operating infrastructure and scale our operations more efficiently. We also may need to reduce our costs or
implement changes in our product offerings to improve the predictability of our revenues. For example, we have
recently transitioned substantially all of our print textbook rental revenues to commissions-based revenues in January
2017. If we fail to implement these changes on a timely basis or are unable to implement them due to factors beyond
our control, our business may suffer. If we do achieve profitability, we may not be able to sustain or increase such
profitability.

We operate in a rapidly changing market and we have recently transitioned our business model to a fully digital
business. If we do not successfully adapt to known or unforeseen market developments, our business may be harmed.

The market for our connected learning platform is still unproven and rapidly changing. Historically, we generated the
majority of our revenues from print textbooks. Print textbook rental is highly capital intensive and presents both
business planning and logistical challenges that are complex. To reduce our investment in the highly capital intensive
nature of print textbook rentals, we entered into a partnership with Ingram wherein Ingram makes all new investments
in the rental library of print textbooks, taking title and risk of loss for the books, and provides logistical and fulfillment
services for the print textbooks that we rent and sell. The partnership allows us to market, use our branding and
maintain the customer experience around print textbook rentals, while reducing our investments in textbook inventory,
fulfillment and logistics operations. As a result of this change, we stopped making additional investments in our
textbook library beginning in May 2015 and we liquidated substantially all of our remaining inventory of print
textbooks during 2016. The transition of these aspects of our print textbook offerings to Ingram is now complete. Our
partnership with Ingram is non-exclusive and subject to significant risks, including Ingram's ability to acquire
textbooks and manage logistical and fulfillment activities for us, our ability to create a successful and profitable
partnership, and that we and/or Ingram may elect to terminate the partnership sooner than anticipated.

We have added and plan to continue to add new offerings to our connected learning platform, including, for example
writing tools, to diversify our sources of revenues, which will require us to make substantial investments in the
products and services we develop or acquire. New offerings may not achieve market success at levels that recover our
investment or contribute to profitability. Because these offerings are not as capital intensive as our print textbook
rental service, the barriers to entry for existing and future competitors may be lower and allow for even more rapid
changes to the market. Furthermore, the market for these other products and services is relatively new and may not
develop as we expect. If the market for our offerings does not develop as we expect, or if we fail to address the needs
of this market, our business will be harmed. We may not be successful in executing on our evolving business model,
and if we cannot provide an increasing number of products and services that students, colleges and brands find
compelling, we will not be able to continue our recent growth and increase our revenues, margins and profitability.
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For all of these reasons, the evolution of our business model is ongoing and the future revenues and income potential
of our business is uncertain.

If our efforts to attract new students to use our products and services and increase student engagement with our
connected learning platform are not successful, our business will be adversely affected.

The growth of our business depends on our ability to attract new students to use our products and services and to
increase the level of engagement by existing students with our connected learning platform. The substantial majority
of our revenues depends on small transactions made by a widely dispersed student population with an inherently high
rate of turnover primarily as a result of graduation. Many of the students we desire to attract are accustomed to
obtaining textbooks through bookstores or used booksellers. The rate at which we expand our student user base and
increase student engagement with our connected learning platform may decline or fluctuate because of several factors,
including:
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our ability and Ingram's ability to consistently provide students with a convenient, high quality experience for
selecting, receiving and returning print textbooks;

our ability and Ingram's ability to accurately forecast and respond to student demand for print textbooks;

the pricing of our physical textbooks and eTextbooks for rental or sale in relation to other alternatives, including the
prices offered by publishers or by other competing textbook rental providers;

the quality and prices of our offerings compared to those of our competitors;

the rate of adoption of eTextbooks and our ability to capture a significant share of that market;

our ability to engage high school students with our College Admissions and Scholarship Services, Chegg Tutors,
Chegg Test Prep and Chegg Writing Tools;

changes in student spending levels;

changes in the number of students attending college;

the effectiveness of our sales and marketing efforts; and

our ability to introduce new products and services that are favorably received by students.

If we do not attract more students to our connected learning platform and the products and services that we offer or if
students do not increase their level of engagement with our platform, our revenues may grow more slowly than
expected or decline. Many students use our print textbook service as a result of word-of-mouth advertising and
referrals from students who have used this service in the past. If our efforts to satisfy our existing student user base are
not successful, we may not be able to attract new students and, as a result, our business will be adversely affected.

If our efforts to build a strong brand are not successful, we may not be able to grow our student user base, which could
adversely affect our operating results.

We believe our brand is a key asset of our business. Developing, protecting and enhancing the “Chegg” brand is critical
to our ability to expand our student user base and increase student engagement with our connected learning platform.

A strong brand also helps to counteract the significant student turnover we experience from year to year as students
graduate and differentiates us from our competitors.

To succeed in our efforts to strengthen our brand identity, we must, among other activities:

maintain our reputation as a trusted source of textbooks, content and services for students;
maintain the quality of and improve our existing products and services;
maintain and control the quality of our brand while Ingram handles our textbook fulfillment logistics;
tntroduce products and services that are favorably received;
adapt to changing technologies;
adapt to students’ rapidly changing tastes, preferences, behavior and brand loyalties;
protect our students’ data, such as passwords and personally identifiable information;
protect our trademark and other intellectual property rights;
continue to expand our reach to students in high school, graduate school and internationally;
ensure that the content posted to our website by students is reliable and does not infringe on third-party
copyrights or violate other applicable laws, our terms of use or the ethical codes of those students’ colleges;
adequately address students’ concerns with our products and services; and
convert and fully integrate the brands and students that we acquire, including Imagine Easy Solutions and
Internships.com, each into the Chegg brand and Chegg.com.

Our ability to successfully achieve these goals is not entirely within our control and we may not be able to maintain
the strength of our brand or do so in a cost effective manner. Factors that could negatively affect our brand include:
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changes in student sentiment about the quality or usefulness of our connected learning platform and our products
and services;
problems that prevent Ingram, from delivering textbooks reliably or timely;
technical or other problems that prevent us from providing our products and services reliably or otherwise negatively
affect the student experience on our website or our mobile application;
eoncern from colleges about the ways students use our content offerings, such as our Expert Answers service;
brand conflict between acquired brands and the Chegg brand;
student concerns related to privacy and the way in which we use student data as part of our products and services;
the reputation or products and services of competitive companies;
and
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students’” misuse of our products and services in ways that violate our terms of services, applicable laws or the code of
conduct at their colleges.

We intend to offer new products and services to students to grow our business. If our efforts are not successful, our
business and financial results would be adversely affected.

Our ability to attract and retain students and increase their engagement with our connected learning platform depends
on our ability to connect them with the product, person or service they need to save time, save money, and get smarter.
Part of our strategy is to offer students new products and services in an increasingly relevant and personalized way.
We may develop such products and services independently, by acquisition or in conjunction with developers and other
third parties. For example, in 2016, we acquired Writing Tools service in the acquisition of Imagine Easy Solutions,
and we developed Chegg Test Prep internally, the paid version of which we launched in July 2016. The markets for
these new products and services may be unproven, and these products may include technologies and business models
with which we have little or no prior development or operating experience or may significantly change our existing
products and services. In addition, we may be unable to obtain long-term licenses from third-party content providers
necessary to allow a product or service, including a new or planned product or service, to function. If our new or
enhanced products and services fail to engage our students or attract new students, or if we are unable to obtain
content from third parties that students want, we may fail to grow our student base or generate sufficient revenues,
operating margin or other value to justify our investments, and our business would be adversely affected.

In the future, we may invest in new products and services and other initiatives to generate revenues, but there is no
guarantee these approaches will be successful. Acquisitions of new companies, products and services create
integration risk, while development of new products and services and enhancements to existing products and services
involve significant time, labor and expense and are subject to risks and challenges including managing the length of
the development cycle, entry into new markets, integration into our existing business, regulatory compliance,
evolution in sales and marketing methods and maintenance and protection of intellectual property and proprietary
rights. If we are not successful with our new products and services, we may not be able to maintain or increase our
revenues as anticipated or recover any associated development costs, and our financial results could be adversely
affected. For example, in 2014 we acquired a print coupon business, which we later determined to no longer support
or expand, and as a result, in 2014 recorded an impairment charge of $1.6 million related to the write-off of intangible
assets from that acquisition.

Our future revenues depend on our ability to continue to attract new students from a high school and college student
population that has an inherently high rate of turnover primarily due to graduation, requiring us to invest continuously
in marketing to the student population to build brand awareness and loyalty, which we may not be able to accomplish
on a cost-effective basis or at all.

We are dependent on the acquisition of new students from a high school and college student population that has an
inherently high rate of turnover primarily due to graduation. Most incoming college students will not have previously
used products and services like the ones we provide which are geared towards the college market. We rely heavily on
word-of-mouth and other marketing channels, including online advertising, search engine marketing and social media.
The student demographic is characterized by rapidly changing tastes, preferences, behavior, and brand loyalty.
Developing an enduring business model to serve this population is particularly challenging. Our ability to attract new
students depends not only on investment in our brand and our marketing efforts, but also on the perceived value of our
products and services versus competing alternatives among our extremely price conscious student user base. If our
marketing initiatives are not successful or become less effective, or if the cost of such initiatives were to significantly
increase, we may not be able to attract new students as successfully or efficiently and, as a result, our revenues and
results of operations would be adversely affected. Even if our marketing initiatives succeed in establishing brand
awareness and loyalty, we may be unable to maintain and grow our student user base if our competitors, some of
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whom are substantially larger and have greater financial resources, adopt aggressive pricing strategies to compete
against us. If we are unable to offer competitive prices for our products and services fewer students may use our
connected learning platform, products or services.

If we are not able to manage the growth of our business both in terms of scale and complexity, our operating results
and financial condition could be adversely affected.

We have expanded rapidly since we launched our online print textbook rental service in 2007. We anticipate further
expanding our operations to offer additional products, services and content to help grow our student user base and to
take advantage of favorable market opportunities. As we grow, our operations and the technology infrastructure we
use to manage and account for our operations will become more complex, and managing these aspects of our business
will become more challenging. Any future expansion will likely place significant demands on our resources,
capabilities and systems, and we may need to develop new processes and procedures and expand the size of our
infrastructure to respond to these demands. If we are
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not able to respond effectively to new and increasingly complex demands that arise because of the growth of our
business, or, if in responding to such demands, our management is materially distracted from our current operations,
our operating results and financial condition may be adversely affected.

We may not realize the anticipated benefits of acquisitions, which could disrupt our business and harm our financial
condition and results of operations.

As part of our business strategy, we have made and intend to make acquisitions to add specialized employees,
complementary businesses, products, services, operations or technologies. Realizing the benefits of acquisitions
depends, in part, on our successful integration of acquired companies including their technologies, products, services,
operations and personnel in a timely and efficient manner. We may incur significant costs integrating acquired
companies and if our integration efforts are not successful we may not be able to offset our acquisition costs.
Acquisitions involve many risks that may negatively impact our financial condition and results of operations,
including the risks that the acquisitions may:

require us to incur charges and substantial debt or liabilities;

cause adverse tax consequences, substantial depreciation or deferred compensation charges;

result in acquired in-process research and development expenses or in the future may require the amortization,
write-down or impairment of amounts related to deferred compensation, goodwill and other intangible assets; and
wive rise to various litigation risks, including the increased likelihood of litigation.

In addition:

we may not generate sufficient financial return to offset acquisition costs;

we may encounter difficulties or unforeseen expenditures in integrating the business, technologies, products, services,
operations and personnel of any company that we acquire, particularly if key personnel of the acquired company
decide not to work for us;

an acquisition may disrupt our ongoing business, divert resources, increase our expenses and distract our
management;

an acquisition may delay adoption rates or reduce engagement rates for our products and services and those of the
company acquired by us due to student uncertainty about continuity and effectiveness of service from either companys;
we may encounter difficulties in, or may be unable to, successfully sell or otherwise monetize any acquired products
and services; and

an acquisition may involve the entry into geographic or business markets in which we have little or no prior
experience.

Acquired companies, businesses and assets can be complex and time consuming to integrate. For example, we
recently expanded into internships with the acquisition of Internships.com in October 2014 and into writing tools with
the acquisition of Imagine Easy Solutions in 2016. We are currently in the process of transitioning these users to the
Chegg platform and integrating these brands into the Chegg platform. We may not successfully transition these users
to the Chegg platform.

In addition, we have made, and may make in the future, acquisitions that we later determine are not complementary
with our evolving business model. For example, in 2014 we acquired a print coupon business, which we later
determined to no longer support or expand and as a result, in 2014 recorded an impairment charge of $1.6 million
related to the write-off of acquired intangible assets.

We may pursue additional acquisitions in the future to add specialized employees, complementary companies,

products, services or technologies. Our ability to acquire and integrate larger or more complex companies, products,
or technologies in a successful manner is unproven. We may not be able to find suitable acquisition candidates, and
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we may not be able to complete acquisitions on favorable terms, if at all. To finance any future acquisitions we may
issue equity, which could be dilutive, or debt, which could be costly, potentially dilutive, and require substantial
restrictions on the conduct of our business. If we fail to successfully complete any acquisitions, integrate the services,
products, personnel, operations or technologies associated with such acquisitions into our company, or identify and
address liabilities associated with the acquired business or assets, our business, revenues and operating results could
be adversely affected. Any future acquisitions we complete may not achieve our goals.
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We rely on third-party software and service providers, including Amazon Web Services (AWS), to provide systems,
storage and services for our website. Any failure or interruption experienced by such third parties could result in the
inability of students to use our products and services, result in a loss of revenues and harm our reputation.

We rely on third-party software and service providers, including AWS, to provide systems, storage and services,
including user log in authentication, for our website. Any technical problem with, cyber-attack on, or loss of access to
such third parties’ systems, servers or technologies could result in the inability of our students to rent or purchase print
textbooks, interfere with access to our digital content and other online products and services or result in the theft of
end-user personal information.

Our reliance on AWS makes us vulnerable to any errors, interruptions, or delays in their operations. Any disruption in
the services provided by AWS could harm our reputation or brand or cause us to lose students or revenues or incur
substantial recovery costs and distract management from operating our business. AWS may terminate its agreement
with us upon 30 days' notice. Upon expiration or termination of our agreement with AWS, we may not be able to
replace the services provided to us in a timely manner or on terms and conditions, including service levels and cost,
that are favorable to us, and a transition from one vendor to another vendor could subject us to operational delays and
inefficiencies until the transition is complete.

We rely heavily on our proprietary technology to process deliveries and returns of the textbooks and to manage other
aspects of our operations. The failure of this technology to operate effectively, particularly during peak periods, could
adversely affect our ability to retain and attract student users.

We use complex proprietary software to process deliveries and returns of the textbooks and to manage other aspects of
our operations, including systems to consider the market price for textbooks, general availability of textbook titles and
other factors to determine how to buy textbooks and set prices for textbooks and other content in real time. We rely on
the expertise of our engineering and software development teams to maintain and enhance the software used for our
distribution operations. We cannot be sure that the maintenance and enhancements we make to our distribution
operations will achieve the intended results or otherwise be of value to students. If we are unable to maintain and
enhance our technology to manage the shipping and return of textbooks in a timely and efficient manner, particularly
during peak periods, our ability to retain existing students and to add new students may be impaired.

Any significant disruption to our computer systems, especially during peak periods, could result in a loss of students,
colleges and/or brands which could harm our business, results of operations and financial condition.

We rely on computer systems housed in six facilities, three located on the East Coast and three located on the West
Coast, to manage our operations. We have experienced and expect to continue to experience periodic service
interruptions and delays involving our systems. While we maintain a live fail-over capability that would allow us to
switch our operations from one facility to another in the event of a service outage, that process would still result in
service interruptions that could be significant in duration. These service interruptions could have a disproportionate
effect on our operations if they were to occur during one of our peak periods. Our facilities are vulnerable to damage
or interruption from earthquakes, floods, fires, power loss, telecommunications failures and similar events. Our
facilities also are subject to break-ins, sabotage, intentional acts of vandalism, the failure of physical, administrative
and technical security measures, terrorist acts, natural disasters, human error, the financial insolvency of our
third-party vendors, and other unanticipated problems or events. The occurrence of any of these events could result in
interruptions in our service and unauthorized access to, theft or alteration of, the content and data contained on our
systems. We also rely on systems and infrastructure of the Internet to operate our business and provide our services.
Interruptions in our own systems or in the infrastructure of the Internet could hinder our ability to operate our
business, damage our reputation or brand and result in a loss of students, colleges or brands which could harm our
business, results of operations and financial condition.

30



17

Edgar Filing: CHEGG, INC - Form 10-K

31



Edgar Filing: CHEGG, INC - Form 10-K

Table of Contents

Increased activity during peak periods places substantially increased strain on our operations and any failure to deliver
our products and services during these periods will have an adverse effect on student satisfaction and our revenues.

We historically experience a disproportionate amount of activity to occur on our website at the beginning of each
academic term as students search our textbook catalog and place orders for course materials. If too many students
access our website within a short period of time due to increased demand, we may experience system interruptions
that make our website unavailable, slowed or prevent Ingram from efficiently fulfilling rental orders, which may
reduce the volume of textbooks we are able to rent or sell and may also impact our ability to sell marketing services to
colleges and brands. In addition, during peak periods, we utilize, and Ingram utilizes, independent contractors and
temporary personnel to supplement the workforce primarily in our student advocacy organizations and in Ingram's
warehouses. Competition for qualified personnel has historically been intense, and we or Ingram may be unable to
adequately staff our student advocacy organizations or Ingram's warehouses during these peak periods. For example,
during the 2014 fall rush period, our staffing agencies were not able to provide as many temporary personnel as we
expected. Any understaffing could lead to an increase in both the amount of time required to ship textbooks, which
could lead to student dissatisfaction, and increase the amount of time required to process a rental return, which could
result in Ingram purchasing more inventory than necessary. Moreover, UPS and FedEx, the third-party carriers that
Ingram primarily relies on to deliver textbooks to students, and publishers, wholesalers and distributors that ship
directly to our students may be unable to meet our shipping and delivery requirements during peak periods, especially
during inclement weather. Any such disruptions to our business could cause our customers to be dissatisfied with our
products and services and have an adverse effect on our revenues.

Computer malware, viruses, hacking, phishing attacks and spamming could harm our business and results of
operations.

Computer malware, viruses, physical or electronic break-ins and similar disruptions could lead to interruptions and
delays in our services and operations and loss, misuse or theft of data. Computer malware, viruses, computer hacking
and phishing attacks against online networking platforms have become more prevalent and may occur on our systems
in the future. We believe that we could be a target for such attacks because of the incidence of hacking among
students.

Any attempts by hackers to disrupt our website service or our internal systems, if successful, could harm our business,
be expensive to remedy and damage our reputation or brand. Our network security business disruption insurance may
not be sufficient to cover significant expenses and losses related to direct attacks on our website or internal systems.
Efforts to prevent hackers from entering our computer systems are expensive to implement and may limit the
functionality of our services. Though it is difficult to determine what, if any, harm may directly result from any
specific interruption or attack, any failure to maintain performance, reliability, security and availability of our
products and services and technical infrastructure may harm our reputation, brand and our ability to attract students to
our website. Any significant disruption to our website or internal computer systems could result in a loss of students,
colleges or brands and, particularly if disruptions occur during the peak periods at the beginning of each academic
term, could adversely affect our business and results of operations.

We may not timely and effectively scale and adapt our existing technology and network infrastructure to ensure that
our connected learning platform is accessible and delivers a satisfactory user experience to students.

It is important to our success that students be able to access our connected learning platform at all times. We have
previously experienced, and may in the future experience, service disruptions, outages and other performance
problems due to a variety of factors, including infrastructure changes, third-party service providers, human or software
errors and capacity constraints due to an overwhelming number of students accessing our platform simultaneously. If
our connected learning platform is unavailable when students attempt to access it or it does not load as quickly as they
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expect, students may seek other services to obtain the information for which they are looking and may not return to
our platform as often in the future, or at all. This would negatively impact our ability to attract students and brands and
the frequency with which they use our website and mobile applications.

Our platform functions on software that is highly technical and complex and may now or in the future contain
undetected errors, bugs, or vulnerabilities. Some errors in our software code may only be discovered after the code has
been deployed. Any errors, bugs, or vulnerabilities discovered in our code after deployment, inability to identify the
cause or causes of performance problems within an acceptable period of time or difficultly maintaining and improving
the performance of our platform, particularly during peak usage times, could result in damage to our reputation or
brand, loss of students, colleges and brands, loss of revenues, or liability for damages, any of which could adversely
affect our business and financial results.

We expect to continue to make significant investments to maintain and improve the availability of our platform and to
enable rapid releases of new features and products. To the extent that we do not effectively address capacity
constraints,
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upgrade our systems as needed and continually develop our technology and network architecture to accommodate
actual and anticipated changes in technology, our business and operating results may be harmed.

We have a disaster recovery program to transition our operating platform and data to a failover location in the event of
a catastrophe and have tested this capability under controlled circumstances, however, there are several factors
ranging from human error to data corruption that could materially lengthen the time our platform is partially or fully
unavailable to our student user base as a result of the transition. If our platform is unavailable for a significant period
of time as a result of such a transition, especially during peak periods, we could suffer damage to our reputation or
brand, loss of students, colleges and brands or loss of revenues any of which could adversely affect our business and
financial results.

Our reputation and relationships with students and tutors would be harmed if our users’ data, particularly billing data,
were to be accessed by unauthorized persons.

We maintain personal data regarding students and tutors who use our platform, including names and, in many cases,
mailing addresses, and, in the case of tutors, information necessary for payment and tax filings. We take measures to
protect against unauthorized intrusion into our users’ data. However, despite these measures, if we or our payment
processing services experience any unauthorized intrusion into our users’ data, current and potential users may become
unwilling to provide the information to us necessary for them to engage with our platform, we could face legal claims
and our business and reputation could be adversely affected. The breach of a third-party’s website, resulting in theft of
user names and passwords, could result in the fraudulent use of that user login information on our platform. In
addition, we do not obtain signatures from students in connection with the use of credit cards by them. Under current
credit card practices, to the extent we do not obtain cardholders’ signatures, we are liable for fraudulent credit card
transactions, even when the associated financial institution approves payment of the orders. From time to time,
fraudulent credit cards may be used. We may experience some loss from these fraudulent transactions. As an example,
we discovered in 2014 that certain individuals fraudulently obtained several thousand textbooks from us. While we do
have safeguards in place, we cannot be certain that other fraudulent schemes will not be successful. A failure to
adequately control fraudulent transactions would harm our business and results of operations.

Difficulties that could arise from our partnership with Ingram may have an adverse effect on our business and results
of operations.

We rely on Ingram to make new investments in the textbook library and fulfill our print textbook rentals and sales
orders. We purchase used books on Ingram’s behalf, including books through our buyback program, and invoice
Ingram at cost. As we no longer own a significant number of textbooks, we have become increasingly committed to
this strategic partnership. If our continuing partnership with Ingram is interrupted or if Ingram experiences disruptions
in its business or is not able to perform as anticipated, Ingram may not be able to reimburse us for the books we have
procured on its behalf, especially after having moved to normal payment terms in January 2017, or we may experience
operational difficulties, an inability to fulfill print textbook orders, increased costs and a loss of business, as well as a
greater than expected deployment of capital for textbook acquisition, that may have a material adverse effect on our
business, results of operations and financial condition. Furthermore, if we are unable to achieve the financial return
targets set forth in our agreement with Ingram, we could be required to make additional payments to Ingram which
could adversely affect our results of operations.

Ingram purchases, and we price, textbooks based on anticipated levels of demand and other factors that we estimate

based on historical experience and various other assumptions. If actual results differ materially from our estimates, our
gross margins may decline.
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The print textbook rental distribution model requires our fulfillment partner, Ingram, to make substantial investments
in its print textbook library based on our expectations regarding numerous factors, including ongoing demand for
these titles in print form. To realize a return on its investments, we must rent each purchased textbook multiple times,
and as such, we are exposed to the risk of not achieving financial return targets set forth in our agreement with
Ingram, which could result in additional payments to Ingram and adversely affect our results of operations. We
typically plan the textbook purchases based on factors such as pricing, our demand forecast for the most popular titles,
estimated timing of edition changes, estimated utilization levels and planned liquidations of stale, old or excess titles
in the print textbook library. These factors are highly unpredictable and can fluctuate substantially, especially if
pricing pressure becomes more intense, as we have seen in recent rush cycles, or demand is reduced due to seasonality
or other factors, including increased use of eTextbooks. We rely on a proprietary model to analyze and optimize the
purchasing decisions and rely on inputs from third parties including publishers, distributors, wholesalers and colleges
to make our decisions. We also rely on students to return print textbooks to Ingram in a timely manner and in good
condition so that we can re-rent or sell those textbooks. If the information we receive from third parties is not accurate
or reliable, if students fail to return books or return damaged books, or if we for any other reason forecast demand
inaccurately and cause Ingram to acquire insufficient copies of specific textbooks, we may be unable to satisfy student
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demand or we may have to incur significantly increased costs in order to do so, in which event our student satisfaction
and results of operations could be affected adversely. Conversely, if we attempt to mitigate this risk and cause Ingram
to acquire more copies than needed to satisfy student demand, then our textbook utilization rates would decline and
we may be required to make additional payments to Ingram and our gross margins would be affected adversely.

When deciding whether to offer a textbook for rent and the price we charge for that rental, we also must weigh a
variety of factors and assumptions and if our judgments or assumptions are incorrect, our gross margins may be
adversely affected. Certain textbooks cost more to acquire depending on the source from which they are acquired and
the terms on which they are acquired. We must factor in some projection of the number of rentals we will be able to
achieve with such textbooks and at what rental price, among other factors, to determine whether we believe it will be
profitable to cause Ingram to acquire such textbooks and for us to offer them for rent. If the textbooks Ingram acquires
are lost, determined to be unauthorized copies, or damaged prematurely, Ingram may not be able to recover its costs or
generate revenues on those textbooks. If we are unable to effectively make decisions about whether to cause Ingram to
acquire textbooks and the price we charge to rent those textbooks, including if the assumptions upon which our
decisions are made prove to be inaccurate, our gross margins may decline significantly and if, as a result, we are
unable to achieve the financial return targets set forth in our agreement with Ingram, we could be required to make
additional payments to Ingram which could adversely affect our results of operations.

If Ingram's relationships with the shipping providers that deliver textbooks directly to our students are terminated or
impaired, if shipping costs increase or if these vendors are unable to timely deliver textbooks to our students, our
business and results of operations could be substantially harmed.

Ingram predominantly relies on UPS to deliver textbooks from its textbook warehouse and to return textbooks to
Ingram from our students. To a lesser extent Ingram relies on FedEx for delivery of print textbook rentals and on
publishers, distributors and wholesalers to fulfill a certain portion of textbook sales orders and liquidations. As a
result, our business could be subject to carrier disruptions and increased costs due to factors that are beyond our
control, including labor difficulties, inclement weather, increased fuel costs and other rising costs of transportation
and terrorist activity. If UPS were to limit its services or delivery areas, such as by the discontinuation of Saturday
delivery service, Ingram's ability to timely deliver textbooks could diminish, and our student satisfaction could be
adversely affected. If Ingram's relationships with its shipping vendors are terminated or impaired or if Ingram's
shipping vendors are unable to deliver merchandise for us, Ingram would be required to rely on alternative carriers for
delivery and return shipments of textbooks to and from students. Ingram may be unable to sufficiently engage
alternative carriers on a timely basis or on terms favorable to them, if at all. If textbooks are not delivered on time to
students, they could become dissatisfied and discontinue their use of our service, which could adversely affect our
operating results.

We may need additional capital, and we cannot be sure that additional financing will be available or on favorable
terms.

Historically, investments in our business have substantially exceeded the cash we have generated from our operations.
We have funded our operating losses and capital expenditures through proceeds from equity and debt financings,
equipment leases and cash flow from operations. Although we currently anticipate that our available funds and cash
flow from operations will be sufficient to meet our cash needs for the foreseeable future, we may require additional
financing, particularly if the investment required to fund our operations is greater than we anticipate or we choose to
invest in new technologies or complementary businesses or change our business model. Our ability to obtain financing
will depend, among other things, on our development efforts, business plans, operating performance and condition of
the capital markets at the time we seek financing. Additional financing may not be available to us on favorable terms
when required, or at all especially considering that we no longer own a print textbook library, which we previously
used as collateral for our debt financings. If we raise additional funds through the issuance of equity, equity-linked or
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debt securities, those securities may have rights, preferences or privileges senior to the rights of our common stock,
and our stockholders may experience substantial dilution.

We face significant competition in each aspect of our business, and we expect such competition to increase,
particularly in the market for textbooks.

Our products and services compete for students, colleges and advertisers and we expect such competition to increase,
as described below.

Products and Services for Students. Our Chegg Services face competition from different businesses depending on the
offering. For Chegg Study, our competitors primarily include publishers that provide study materials and online
tnstructional systems. Additionally, we face competition from free services such as Yahoo! Answers and Brain.ly for
our Expert Answers service. For our Chegg Tutors services, we face competition from other online tutoring services
such as Tutors.com and Varsity Tutors. For our writing tools, we primarily face competition
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from other citation generating services such as Noodle Tools. The market for textbooks and supplemental materials is
intensely competitive and subject to rapid change. We face competition from college bookstores, some of which are
operated by Follett and Barnes & Noble Education, online marketplaces such as Amazon.com and providers of
eTextbooks such as Apple iTunes, and Blackboard, as well as various private textbook rental websites. Many students
purchase from multiple textbook providers, are highly price sensitive and can easily shift spending from one provider
or format to another. As a consequence, our Required Materials product line, which includes eTextbooks, competes
primarily on price and further on selection and functionality and compatibility of our eTextbook Reader across a wide
variety of desktop and mobile devices.

Enrollment Marketing Services. With respect to our enrollment marketing services