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IMPORTANT NOTICE: 
We restated our financial statements included in our prior Annual Reports, SEC filings, earnings press releases, investor conference  
presentations, and other communications for the fiscal years ended August 31, 2004 and 2005, and the quarters included therein, as well as  
for our fiscal quarters ended November 31, 2005 and February 28, 2006. Additionally, our preliminary unaudited financial information for the  
fiscal quarters ended May 31, 2006, August 31, 2006, and November 30, 2006, which were included in press releases on June 20, 2006,  
October 18, 2006, and February 7, 2007, have also been adjusted. For more information on this restatement and the related adjustments,  
we refer you to our Annual Report on Form 10-K and our Quarterly Reports on Form 10-Q, which were filed with the Securities and Exchange 
Commission on May 22, 2007 and May 25, 2007.
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With more than 300,000 students currently enrolled in degree programs at its four subsidiary institutions, Apollo Group continues to establish its

brand as the world’s largest and most influential educator. While adult learning is the common thread, there is significant diversity among the institutions 

as well as within each institution’s own academic offerings. University of Phoenix,® including its Online campus and FlexNet,® which combines the

classroom and online environments, ranks as the largest regionally accredited private university in the United States. The newly launched Axia CollegeSM

of Western International University® accommodates the academic needs of adults with little or no college experience. For individuals and corporations

seeking financial services education, the College for Financial Planning® offers certification programs, professional designations, and master’s degrees

with the flexibility of Apollo’s academic model. Institute for Professional Development® contracts with 23 regionally accredited private colleges and

universities to assist them in developing adult-oriented academic programs specific to their academic, marketing, and other institutional needs. As of

August 31, 2005, the four Apollo Group institutions comprised 90 campuses and 154 learning centers in 39 states, Puerto Rico, and Canada.

University of Phoenix,® College for Financial Planning,® Institute for Professional Development,® Western International University,®

FlexNet,® and are trademarks or service marks of Apollo Group, Inc. in the United States and/or other countries.

The People Behind the Stories

Hayford Gyampoh has been a faculty member
at University of Phoenix since February 2003.
As the former Chief Information Officer for the
Arizona Department of Education (ADE), he was
responsible for the design, development, and
deployment of technology strategies and policies
for the department. He is currently the Deputy
Associate Superintendent for the Business 
and Finance Division at ADE and is working on 
re-engineering the division’s information 
management processes. Educated in his native
Ghana, West Africa; Germany; and London,
Gyampoh holds a master’s degree in Business
Systems Analysis and Design.

Gary Yaquinto graduated in 2005 from the
University of Phoenix MBA/HCM program with a
4.0 GPA. In February 2005 he was appointed by
Arizona Governor Janet Napolitano to be Director
of the Office of Strategic Planning and Budgeting.
During 18 years of service with the state of
Arizona, Yaquinto has served in a wide variety
of positions, including chief economist at the
attorney general’s office and staff positions with
the House of Representatives and the Arizona
Corporation Commission. He has also held several
positions in the private sector. Yaquinto received
BS and MS degrees in economics from Arizona
State University.

Charlotte Saylors has been the Division Director
of the healthcare programs for the University of
Phoenix Online campus since March 2004. Her
current role at the university began in 1996, but
her history with Apollo Group actually dates back
to 1975 when founder John Sperling started the
Institute for Professional Development from his
home. Saylors holds a bachelor’s degree in English
from San Jose State University, a master’s degree
in management from University of Redlands,
and an MBA in global management from
University of Phoenix.

Hoang Tran became a Financial Counselor in
the University of Phoenix Online healthcare
division in February 2004. He earned his AAS
degree in Multimedia and Web Design from The
Art Institute of Phoenix in 2002 and is currently
working toward his BSIT/VC degree at the
University of Phoenix Online.

Bethany Friedl joined Apollo Group as an
Academic Counselor at the University of Phoenix
Online campus in July 2005. A recipient of
undergraduate degrees in both communications
and psychology from the University of Arizona
in May 2005, Friedl is working toward a Master
of Business Administration with a Specialization
in Marketing as an online student.

Bill Phillips has been an Enrollment Advisor for
University of Phoenix Online campus nursing and
healthcare division for three years. He earned his
MBA degree from University of Phoenix in spring
2002 while he was working in the managed
care industry. Prior to attending University of
Phoenix, Phillips earned his BS degree in sociology
from California State University—Northridge in 1993.

Laura Bonds-Johnson, RN BSN is an Ambulatory
Medical Clinic Manager at Kaiser Permanente
in northern California. With the goal of increasing
her knowledge base in finance and strategic
decision-making, she enrolled in the University
of Phoenix Online master’s degree program in
health administration in October 2004. She
currently is halfway through her degree and 
has a 3.5 GPA.

Michael DePalo, Riverpoint Data Center Manager,
joined Apollo Group in November 2004 and
brought valuable experience to the construction
project. During 16 years in the information
technology field, he has built and managed
data centers and operations centers as well
as managing a variety of infrastructure projects.
DePalo’s areas of expertise include the Unix
operating system and network equipment.

Kathy J. Claypatch, Director, Online IT Operations
at University of Phoenix Online campus, has
worked at Apollo Group since 2002. Her business
background includes 17 years in management
and 11 years in information technology, during
which time she has conducted hardware research
and development, built a data center, and earned
certifications in Cisco and Checkpoint firewalls.
Claypatch was recently selected as one of
Computerworld’s Premier 100 IT Leaders for 2006.

Melissa Jim was one of the first students at
Axia College of Western International University.
She graduated in 2002 from Salt River High
School in Scottsdale, Ariz., where she was 
valedictorian of her class. One of the first people
in her family to attend college, Jim plans a
career in the hospitality industry.

Nick Baken graduated from Peoria, Arizona’s
Sunrise Mountain High School in 2001. After
beginning his degree at Axia College of Western
International University in November, Baken made
the transition to the University of Phoenix
Bachelor of Science in Business/Management
with an anticipated graduation in 2006. He is
currently managing supervisor of the account
development/executive account department for
iPowerWeb in Phoenix.
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Academic theory and business practice. Working students and practitioner faculty members. One-on-one human interaction and

leading-edge technologies. Over the course of three decades, Apollo Group has been making connections between the methods

through which students best absorb knowledge and the business world in which they apply it. These are connections that can

change the lives of individuals and have the power to influence entire industries. These are the stories of Apollo Group.
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Letter to Our Shareholders

Todd S. Nelson
Chairman of the Board, Chief Executive Officer, and President

As we celebrate 30 years of leadership and success in the adult education marketplace, Apollo Group, Inc.’s continuing

financial strength points to the viability of our business and academic approaches. By most measures, it was an excellent

year for the Company: Our diluted earnings per share, excluding one-time charges, increased from $1.88 in FY04 to $2.46 in

FY05. We experienced growth in consolidated revenues of 25 percent and degree enrollment growth of 20 percent, solidifying

our rank among the Fortune 1000, BusinessWeek Fifty, and Forbes’ listing of the World’s 2000 Leading Companies.

To continue our exceptional growth, Apollo Group has put in place the components for success and profitability. We have

instituted single-digit tuition increases, while fine-tuning the cost structures and efficiencies of our instructional and service

components. New campus openings, in addition to the impressive growth in our online offerings during 2005, enable us to

serve increasing numbers of students now while accommodating future needs. In addition to positive trends that brought

total enrollment to 307,400, our educational programs serve increasingly diverse student demographics in the United States

as well as spreading the Apollo Group brands to places such as Alberta, Mexico, China, and India.

Moreover, to ensure our leadership in the education sphere, we continue to commit significant resources toward improving

education delivery and access. Our pioneering institutional learning outcomes assessment makes us highly accountable to

our students as well as the firms that employ them. Our electronic learning resources are unrivaled in higher education.

An example is University of Phoenix’s FlexNet which combines the strengths of the classroom and online modalities into a

single cohesive program. FlexNet enrollment grew 54 percent during the fiscal year.

During three decades as an alternative to traditional university degree programs, Apollo Group has sought to make new

connections among education, business, and the students that attend our schools. Demand for our wide array of academic

programs has never been greater—nor has our ability to meet student needs and exceed market expectations.
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Since its inception, the Apollo Group culture has blended

academic excellence and a business-oriented curriculum

with innovative delivery methods. As Apollo celebrates its

30th anniversary, U.S. post-secondary higher education

has grown into a $300 billion market; workplace training

represents an additional $75 billion annually. The National

Center for Education Statistics projects a 19 percent

increase in total postsecondary enrollment—including a

22 percent increase in students who are 18 to 24 years

old—between 2000 and 2013.

In light of those trends, it is instructive to note that the

principles behind Apollo’s industry-leading learning model

are more widely applicable than ever. While the number of

working college students is on the increase, the number of

full-time, on-campus, parent-supported students has become

a smaller percentage of the college-going demographic.

Even as enrollment at degree-granting institutions is projected

to increase, college tuitions have risen faster than any other

major segment of the consumer price index during the past

30 years. Yet the money is spent less effectively than ever.

In the past decade, only 21 cents of each increased dollar

has gone into instruction.

By contrast, as a company that needs to be responsive to

marketplace forces, Apollo has an incentive to be far more

productive in the allocation of its tuition dollars. More than

any other educational institution, Apollo understands the

inextricable link between how information is delivered and

how well a student learns. That includes focusing on a range

of factors, from the specific technologies used for information

management and academic innovation to the quality of the

faculty members and staff who assist students through the

academic process.

connecting

Hayford Gyampoh (right) has been a

University of Phoenix faculty member

since February 2003. He and Gary

Yaquinto, MBA/HCM ’05 (inset, left)

found a professional bond in their

Information Management in Business

class. “University of Phoenix provides me

the opportunity to share my experience

with students and give them information

that can be applied in the workplace,”

says Gyampoh. “Often it’s also a chance

to learn from them.”
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Access to Success

Apollo Group is uniquely equipped to provide affordable

access to today’s increasing number of degree-seeking

adult students through its regionally accredited institutions;

once enrolled, these students benefit from a time-tested

academic model tailored specifically to their learning

styles and work schedules. From the vast resources of the

electronic libraries to the proprietary computer simulations

that enable students to make decisions that determine the

business success or failure of virtual organizations, an Apollo

Group education is focused on the ability of students to

apply the lessons to their own real-world workplace.

Moreover, Apollo’s social commitment is a strong one and

makes a connection between community needs and 

students’ abilities. Apollo institutions fill the gaps left by

traditional colleges and universities, offering education to

people who would not otherwise be able to earn a degree.

Rather than being a drain on already-strained resources,

the institutions are a net contributor of tax dollars into the

communities in which they exist.

By virtue of its for-profit status, Apollo Group also has an

incentive to make continual improvements to its academic

offerings and delivery methods, and no educational institution

does a more thorough job of measuring learning outcomes

and taking action to improve them.

Innovation and Expansion

2005 underscores an ongoing emphasis on innovation,

and its impact on enrollment. Part of the formula is finding

new ways to leverage existing technologies and programs.

Growth of the University of Phoenix FlexNet program, which

combines the face-to-face and online modalities, is one of

the year’s major success stories. As of August 31, 2005,

there were 15,400 students enrolled—a 54 percent increase

over the previous year. During the year, nine campuses added

FlexNet capabilities, for a total of 59 locations, including

10 that are FlexNet-only. FlexNet is an excellent example

of Apollo’s ability to innovate within the higher-education

sphere. Blending the strengths of the traditional classroom

method with the flexibility and dynamism of the online

environment offers students the best of both worlds.

Western International University’s WIU Interactive Online

format provides an innovative combination of work at the

student’s own pace with instructor-led live sessions. Students

develop multiple skill sets in writing, live presentations,

and other methods of professional interaction.

Also at Western International University, the growing Axia

College Online division offers a two-year associate’s degree

program. The program offers an extended introductory course

sequence while enabling students to enroll in two classes

simultaneously. As a result, students have more time to

absorb course material and synthesize knowledge.
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connecting

Within Apollo Group, University of Phoenix continues to

expand its degree offerings to meet student, employer,

and community needs.

Education

The addition of the Bachelor of Science in Education program

allows the University, for the first time, to credential teachers

at the bachelor’s level. This degree complements existing

master’s programs and allows the University to reach

prospective teachers unable to obtain certification

through traditional routes.

Technology

The Bachelor of Science in Information Technology/Visual

Communication recognizes the growing importance of visual

media in consumer, business, and professional markets.

The growth of multimedia content has made individuals with

such communication skills a valuable asset in any organization.

Administration of Justice and Security

The Master of Science in Administration of Justice and Security

degree trains the next generation of management in law

enforcement, corrections, the courts, and private-sector

security operations. The demand for skilled professionals

to safeguard people, property, and information represents

a high-growth opportunity for University of Phoenix.

Advanced Studies

2005 saw the launch of two new doctoral-level programs at

the University of Phoenix’s fast-growing School of Advanced

Studies: The Doctor of Education in Educational Leadership

with a Specialization in Curriculum and Instruction program,

targeted at school administrators, and the Doctor of

Management in Organizational Leadership with a Specialization

in Information Systems and Technology degree, which enables

professionals to analyze the applications of technology to

their own organizations and environments.

Success in the online environment requires consistent

communication and a team effort. Laura Bonds-Johnson

(below) has experienced the graduation team concept 

firsthand while working toward her master’s degree in health

administration through University of Phoenix Online campus.

Team members include (left to right) Financial Counselor

Hoang Tran, Division Director Charlotte Saylors, Academic

Counselor Bethany Friedl, and Enrollment Advisor Bill Phillips.

“They literally started by walking me through the online

connections and resetting the defaults,” Bonds-Johnson says.

“There were little touches, too, like when Bill sent me an

inspirational quote.”
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connecting
At nearly 10,000 square feet, the Riverpoint

Data Center represents a quantum leap in

serving current students and corporate needs,

as well as an investment in future growth.

More than 120 staff members provide support

for the Data Center and its equipment.
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Prepared for Growth

This year Apollo Group launched its new $15 million,

10,000-square-foot Riverpoint Data Center facility, after

more than a year of planning and construction. Riverpoint

represents an approximately fivefold increase in capacity,

resulting in enhanced dependability for students, faculty, and

employees accessing Apollo systems, and accommodating

projected increases in student population. Riverpoint increases

functionality across the board, from Apollo’s voice and data

networks and telecommunications infrastructure to servers,

storage, and backup systems.

Newer server technology, standardized for ease of 

administration and greater purchasing efficiencies, is at the

heart of increased performance and processing power in

overall infrastructure. The newest generation of routers and

switches offer the best blend of dependability and cost

effectiveness. Increased storage capacity and drive speeds

enhance current performance while enabling future growth.

The human element of the technology equation is equally

important. The Apollo 24/7 Network Operations Center (NOC)

provides a scalable technology support infrastructure to

facilitate continuous growth in a seamless, cost-effective

manner, and facilitates proactive IT support. This 24-hour, year-

round on-site IT presence monitors and escalates technology

issues to ensure recovery before a given issue affects students,

faculty, or the employees serving them. The NOC enhances

performance and availability for all Apollo systems.

As a premier leader of higher education, Apollo responds to

academic and student services needs with new tech-

nology solutions. With the completion of the

Riverpoint Data Center, Apollo Group is well poised

for continuous delivery of innovation and convenience

for its students and faculty.

Director of Online IT Operations Kathy J. Claypatch and Data Center

Manager Michael DePalo played key roles in the planning and 

implementation of the new Riverpoint Data Center. “The Data 

Center and the Apollo 24/7 Network Operations Center

put our technology performance and availability

well ahead of the curve,” says DePalo.

Claypatch adds that the new environment

includes a staging area, lab, and training

room ideal for exposing junior IT system

administrators to the operations of a

high-availability data center and

training them for senior positions.

with technology



connecting with newmarkets
Nick Baken and Melissa Jim are precisely the kind of students

Western International University’s Axia College is intended

to serve. Students are typically younger working adults with

a limited number of college credits. Many students have

families and responsibilities that make online education

the most viable option.
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2005: A Year of Progress

Perpetuating the multiyear trend, Apollo Group institutions

extended their reach by double-digit percentages in 2005.

Degree enrollments increased 20 percent, passing the

300,000 student mark.

Apollo’s institutions have gained a reputation as excellent

places to teach among working professionals with advanced

academic degrees. With a competitive pay structure, excellent

flexibility, and rewarding interaction with dedicated students,

26 percent of faculty members have taught for four or more

years for Apollo.

The year also marked achievements in academic quality.

The University of Phoenix Bachelor of Science in Nursing

and Master of Science in Nursing programs have received

initial accreditation from the Commission on Collegiate

Nursing Education. In addition to validating the excellence

of these academic programs, this accreditation will increase

the exposure of these degrees.The Health Resources and

Services Administration reports that more than 30 states

currently have a serious nursing shortage, and in a few

years almost all states will be in this situation.

The College for Financial Planning introduced its Mentor

Exec program, which consists of five courses, each lasting

two months. These courses, which are instructor-led and

web-delivered, are offered five times a year, for two hours,

twice a week, and are structured to prepare students to sit

for the CFP® Certification Examination in 12 months.

In 2005 the IT Communications team was awarded a

Computerworld Honors Medal of Achievement for their

designs and implementations of Voice Over IP (VOIP) solutions

throughout the enterprise. Computerworld also ranked Apollo

Group in its Best Places to Work in IT list for the second year

in a row. These are significant accomplishments for not only

the IT organization, but for Apollo Group as a whole.

Finally Apollo Group has made steady, measured progress

toward expanding internationally. With the launch of local

campus locations in Calgary, Alberta; Juarez, Mexico; China;

and India, Apollo Group has established a physical presence

to increase its visibility and appeal to foreign students, as

well as Americans living abroad.

Connected to the Future

The demographic and economic trends that have driven the

rise of adult education during the past 30 years look to

continue and even accelerate in the years ahead. The advent

of the global marketplace, in business as well as education,

makes this an exciting and energizing time for Apollo Group.

Apollo has pioneered countless tools and solutions, from

the technologies essential to distance education and e-learning

to more efficient use of traditional classrooms. Moreover,

Apollo is committed to investing time, resources, research,

and development to ensure that its students, faculty, and

employees are connected to the next generation of education.

As the leader in teaching working adults during the past

30 years, Apollo Group has demonstrated the efficacy of

its learning model to its students and to businesses around

the world. Apollo is well positioned to continue its leadership

in the coming decades and beyond.
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SELECTED CONSOLIDATED FINANCIAL INFORMATION

The following selected consolidated financial and operating data are qualified by reference to 
and should be read in conjunction with the consolidated financial statements and the related notes
and “Management’s Discussion and Analysis of Financial Condition and Results of Operations.” The
statement of income data for the years ended August 31, 2005, 2004, and 2003, and the balance
sheet data as of August 31, 2005 and 2004, were derived from the audited consolidated financial
statements, included herein. Diluted income per share and diluted weighted average shares
outstanding have been retroactively restated for stock splits.

Y E A R  E N D E D  A U G U S T  3 1 , 2 0 0 5 2 0 0 4 2 0 0 3 2 0 0 2 2 0 0 1

(In thousands, except per share amounts)

Revenues:
Tuition and other, net $ 2,251,472     $1,798,423    $1,339,517 $1,009,455 $769,474

Costs and expenses:
Instructional costs and services 935,743 765,495 612,940 498,454 410,084
Selling and promotional 484,770 383,078 272,348 198,889 150,311
General and administrative 98,286 88,090 66,970 58,260 48,076
Stock-based compensation1 19,824 123,535

1,538,623 1,360,198 952,258 755,603 608,471
Income from operations 712,849 438,225 387,259 253,852 161,003
Interest income and other, net 16,993 18,263 14,545 12,072 14,106
Income before income taxes 729,842 456,488 401,804 265,924 175,109
Provision for income taxes 285,111 178,714 154,794 104,774 67,292
Net income $ 444,731 $ 277,774 $ 247,010 $ 161,150 $ 107,817
Income attributed to 

Apollo Education Group 
common stock:

Net income $ 444,731 $ 277,774 $ 247,010 $ 161,150 $ 107,817
Stock dividends paid (114,155)
Income attributed to 

University of Phoenix Online 
common shareholders (25,819) (15,308) (7,989) (3,304)

Income attributed to 
Apollo Education Group 

common shareholders $ 444,731 $ 137,800 $ 231,702 $ 153,161 $ 104,513
Income attributed to 

University of Phoenix Online 
common stock:

Net income $ 25,819 $ 15,308 $ 7,989 $ 3,304
Stock dividends paid 114,155
Income attributed to 

University of Phoenix Online 
common shareholders $ 139,974 $ 15,308 $ 7,989 $ 3,304

Earnings per share attributed to 
Apollo Education Group 

common stock:
Diluted income per share $ 2.39 $ 0.77 $ 1.30 $ 0.87 $ 0.60
Diluted weighted average 

shares outstanding 186,015 178,897 177,637 175,697 174,001
Earnings per share attributed to 

University of Phoenix Online 
common stock:

Diluted income per share $ 8.19 $ 0.93 $ 0.53 $ 0.24
Diluted weighted average 

shares outstanding 17,081 16,518 15,098 13,657

A U G U S T  3 1 , 2 0 0 5 2 0 0 4 2 2 0 0 3 2 2 0 0 2 2 2 0 0 1 2

(Dollars in thousands)

Balance Sheet Data:
Total cash, cash equivalents,

restricted cash and securities,
and marketable securities $ 692,775 $ 994,068 $1,045,802 $ 688,655 $ 401,934

Total assets $ 1,302,945 $1,495,101 $1,408,317 $1,008,008 $ 705,064
Current liabilities $ 517,972 $ 469,782 $ 342,299 $ 270,067 $ 185,457
Long-term liabilities 78,099 68,178 39,093 38,948 37,722
Shareholders’ equity 706,874 957,141 1,026,925 698,993 481,885
Total liabilities and 

shareholders’ equity $ 1,302,945 $1,495,101 $1,408,317 $1,008,008 $ 705,064
Operating Statistics:
Degree enrollments 

at end of year 307,400 255,600 200,100 157,800 124,800
Number of locations:

Campuses 90 82 71 65 58
Learning centers 154 137 121 111 102

Total number of locations 244 219 192 176 160

1 Stock-based compensation in 2005 and 2004 is related to the conversion in 2004 of University of Phoenix Online stock options into
Apollo Education Group Class A stock options.
2 Total assets, current liabilities, long-term liabilities, and total liabilities and shareholders' equity amounts have been adjusted to record
additional leasehold improvements and deferred rent to reflect the unamortized portion of tenant improvements and deferred rent liabilities
for existing leases. See Note 2 in the consolidated financial statements.

We did not pay any cash dividends on our common stock during any of the periods set forth in the
table above.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following Management’s Discussion and Analysis of Financial Condition and Results of
Operations (“MD&A”) is intended to help the reader understand Apollo Group, Inc., our operations,
and our present business environment. MD&A is provided as a supplement to—and should be 
read in conjunction with—our consolidated financial statements and the accompanying notes
(“Notes”). This overview summarizes the MD&A, which includes the following sections:

Forward-Looking Statements—cautionary information about forward-looking statements and a
description of certain risks and uncertainties that could cause our actual results to differ materially
from our historical results or our current expectations or projections.

Our Business—a general description of our business and the education industry; our opportunities;
and the challenges and risks of our business.

Application of Critical Accounting Policies and Estimates—a discussion of accounting policies
that require critical judgments and estimates and a summary of recent accounting pronouncements.

Results of Operations—an analysis of our consolidated results of operations for the three years
presented in our consolidated financial statements. We operate in one business sector—education.
Except to the extent that differences between our two operating segments are material to an



understanding of our business as a whole, we present the discussion in the MD&A on a
consolidated basis.

Liquidity, Capital Resources, and Financial Position—an analysis of cash flows, sources and uses 
of cash, commitments and contingencies, seasonality in the results of our operations, the impact 
of inflation, and quantitative and qualitative disclosures about market risk.

Controls and Procedures—an analysis of the effectiveness of our internal controls and procedures,
changes in internal control over financial reporting, management’s report on internal control over
financial reporting, and the independent auditors’ report on our assessment of our internal control
over financial reporting.

Forward-Looking Statements

This Annual Report, including MD&A, contains forward-looking statements. The words “believes,”
“expects,” “anticipates,” “estimates,” “plans,” and other similar statements of expectations identify
forward-looking statements. Forward-looking statements are inherently uncertain and subject to risks.
Such statements should be viewed with caution. Forward-looking statements in this Annual Report
and MD&A include, but are not limited to, statements such as: 

• University of Phoenix currently plans on opening seven to nine new campuses during 2006; 

• total purchases of property and equipment for the year ended August 31, 2006, are expected 
to range from $100 to $120 million; 

• as a result of the provisions of SFAS 123(R) and SAB 107, we expect the compensation charges
under SFAS 123(R) to reduce diluted income per share by approximately $0.10 per share for
fiscal 2006. However, our assessment of the estimated compensation charges is affected by our
stock price as well as assumptions regarding a number of complex and subjective variables and
the related tax impact;

• we expect near-term effects from these hurricanes will impact 2006 earnings;

• we anticipate that these seasonal trends in the second and fourth quarters will continue in the
future; and

• while the outcomes of these legal proceedings are uncertain, management does not expect a
material adverse effect on our business, financial position, results of operations, or cash flows 
to result from these actions.

These forward-looking statements are based on our estimates, projections, beliefs, and assumptions
and speak only as of the date made and are not guarantees of future performance. Future events
and actual results could differ materially from those set forth in the forward-looking statements as 
a result of many factors. Statements in this Annual Report, including the Notes and MD&A, describe
factors, among others, that could contribute to or cause such differences. Additional factors that
could cause actual results to differ materially from those expressed in such forward-looking
statements include, without limitation: 

• new or revised interpretations of regulatory requirements that are or may become applicable to us; 

• changes in, or new interpretations of, applicable laws, rules, and regulations; 

• failure to maintain or renew required regulatory approvals, accreditation, or state authorizations 
by University of Phoenix; 
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• failure to obtain authorizations from states in which University of Phoenix does not currently
provide degree programs; 

• our ability to continue to attract and retain students;

• our ability to successfully defend litigation claims; 

• our ability to protect our intellectual property and proprietary rights; 

• our ability to recruit and retain key personnel; 

• our ability to successfully manage economic conditions, including stock market volatility; and 

• other factors set forth in this Annual Report.

In light of these risks and uncertainties, there can be no assurance that the forward-looking
statements contained in this Annual Report will prove to be accurate. We undertake no obligation to
publicly update or revise any forward-looking statements, or any facts, events, or circumstances after
the date hereof that may bear upon forward-looking statements. You are advised, however, to consult
any further disclosures we make in our reports filed with the Securities and Exchange Commission.

Our Business

General

Apollo Group, Inc. has been providing higher education to working adults for almost 30 years. We
operate through our subsidiaries: The University of Phoenix, Inc. (“University of Phoenix”), Institute 
for Professional Development, The College for Financial Planning, Inc. (the “College for Financial
Planning”), and Western International University, Inc. (“Western International University”). We currently
offer our programs and services at 90 campuses and 154 learning centers in 39 states, Puerto Rico,
Alberta, and British Columbia. Our combined degree enrollment at August 31, 2005, was approximately
307,400. University of Phoenix is our largest subsidiary, with its tuition revenues representing
approximately 89.4% of our consolidated tuition revenues.

Our operations are aggregated into two reportable operating segments: the University of Phoenix
segment and the Other Schools segment. Both segments are comprised of educational operations
conducted in similar markets and produce similar economic results. Our operations are also subject
to a similar regulatory environment, which includes licensing and accreditation. The Other Schools
segment includes our other subsidiaries: Western International University, Institute for Professional
Development, and the College for Financial Planning, which are currently not material to our 
overall results.

University of Phoenix is accredited by The Higher Learning Commission, and has been a member 
of the North Central Association of Colleges and Schools since 1978. University of Phoenix has
successfully replicated its teaching/learning model while maintaining educational quality at 63 local
campuses and 112 learning centers in 34 states, Puerto Rico, Alberta, and British Columbia. University
of Phoenix also offers its educational programs worldwide through its computerized educational
delivery system. University of Phoenix has customized computer programs for student tracking,
marketing, faculty recruitment and training, and academic quality management. These computer
programs are intended to provide uniformity among University of Phoenix’s campuses and learning
centers which enhances University of Phoenix’s ability to expand into new markets while still
maintaining academic quality.
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Western International University is accredited by The Higher Learning Commission, and currently 
offers undergraduate and graduate degree programs at local campuses in Arizona and through joint
ventures in China and India. Axia College of Western International University offers associate degrees
in business, criminal justice, general studies, health administration, and information technology
worldwide through its computerized educational delivery system. The Axia College program is designed
for students with little or no college experience and offers small classes of less than 20 students 
and dedicated faculty who are specially trained in facilitating the online learning experience.

Institute for Professional Development provides program development and management consulting
services to regionally accredited private colleges and universities (client institutions) who are interested
in expanding or developing their programs for working adults. These services typically include degree
program design, curriculum development, market research, student recruitment, accounting, and
administrative services. Institute for Professional Development provides these services at 23 campuses
and 39 learning centers in 25 states in exchange for a contractual share of the tuition revenues
generated from these programs. Institute for Professional Development’s contracts with its client
institutions generally range in length from five to ten years with provisions for renewal.

The College for Financial Planning, located near Denver, Colorado, provides financial planning education
programs, including the Certified Financial Planner Professional Education ProgramTM certification, as
well as regionally accredited graduate degree programs in financial planning, financial analysis, and
finance. The College for Financial Planning also offers some of its non-degree programs at University
of Phoenix campuses.

The Education Industry

We operate exclusively in the educational industry providing higher education to working adults.
Working adults are a significant and growing component of the post-secondary education market. The
market for adult education should continue to increase as working adults seek additional education
and training to update and improve their skills, to enhance their earnings potential, and to keep pace
with the rapidly expanding, knowledge-based economy.

Many working adults seek accredited degree programs that provide flexibility to accommodate the
fixed schedules and time commitments associated with their professional and personal obligations.
Our format enables working adults to attend classes and complete coursework on a more convenient
schedule. Many universities currently do not effectively address the unique requirements of working
adults due to the following specific constraints:

• Traditional universities and colleges were designed to fulfill the educational needs of conventional,
full-time students ages 18 to 24, who remain the primary focus of these universities and colleges.
This focus has resulted in a capital-intensive teaching/learning model that may be characterized by:
— a high percentage of full-time tenured faculty with doctoral degrees;
— fully-configured library facilities and related full-time staff;
— dormitories, student unions, and other significant plant assets to support the needs 

of younger students; and
— an emphasis on research and the related staff and facilities.

• The majority of accredited colleges and universities continue to provide the bulk of their educational
programming from September to mid-December and from mid-January to May. As a result, most
full-time faculty members only teach during that limited period of time. While this structure serves
the needs of the full-time student, it limits the educational opportunity for working adults who
must delay their education for up to five months during these spring, summer, and winter breaks.

• Traditional universities and colleges are also limited in their ability to market to, or provide the
necessary customer service for, working adults because they require the development of additional
administrative and enrollment infrastructure. We maintain a single-minded focus on serving the
needs of working adults.

Higher education institutions such as us are subject to extensive private, federal, and state regulation.
The Higher Education Act of 1965, as amended (“Higher Education Act”), and the related regulations
govern all higher education institutions participating in Title IV programs. The Higher Education Act
mandates specific additional regulatory responsibilities for each of the following components:

• the accrediting agencies recognized by the U.S. Department of Education;

• the federal government through the U.S. Department of Education; and

• state higher education regulatory bodies.

All higher education institutions participating in Title IV programs must be accredited by an
association recognized by the U.S. Department of Education. The U.S. Department of Education reviews
all participating institutions for compliance with all applicable standards and regulations under 
the Higher Education Act. Accrediting associations are required to include the monitoring of Title IV
programs compliance as part of their accreditation evaluations under the Higher Education Act.

Regional accreditation provides the following:

• recognition and acceptance by employers, other higher education institutions, and governmental
entities of the degrees and credits earned by students;

• qualification to participate in Title IV programs; and

• qualification for authorization in certain states.

Regional accreditation is accepted nationally as the basis for the recognition of earned credit and
degrees for academic purposes, employment, professional licensure, and, in some states, for
authorization to operate as a degree-granting institution.

The Higher Education Act and the related regulations adopted by the U.S. Department of Education
also impose numerous requirements with which institutions participating in the Title IV programs must
comply. Students at institutions such as University of Phoenix, Western International University, and
Institute for Professional Development client institutions may receive federal financial aid under the
Title IV programs. The College for Financial Planning does not participate in Title IV programs because
most of its students are enrolled in non-degree programs. Institute for Professional Development
client institutions administer their own Title IV programs.



Institutions are required to have authorization to operate as degree-granting institutions in each state
where they physically provide education programs. Depending on the state, the addition of a degree
program not offered previously or the addition of a new location must be included in the institution’s
accreditation and be approved by the appropriate state authorization agency.

Opportunities

University of Phoenix expansion. University of Phoenix plans to continue increasing its student base
by growing existing locations and by opening new campuses and learning centers throughout the
United States, Canada, and Mexico. New locations are selected based on an analysis of various
factors, including the population of working adults in the area, the number of local employers and
their educational reimbursement policies, and the availability of similar programs offered by other
institutions. University of Phoenix currently plans on opening seven to nine new campuses during
2006. In 2005, seven new University of Phoenix campuses were opened. The University of Phoenix
Online campus plans to continue expanding its distance education programs and services. We will
also continue to respond to the changing educational needs of working adults and their employers 
by introducing new undergraduate and graduate degree programs, as well as training programs.

Expand student base in Associates Degree programs. We plan to continue increasing the number 
of online students in our associate degree programs through the growth of Axia College of Western
International University. Axia College has been specifically designed to meet the special needs 
of low-credit working adults. We believe that the number of Axia College students will continue to
increase significantly as we believe we are best positioned to meet the needs of these students
through small class sizes and highly qualified staff.

International expansion. We believe that the international market for our services is a major growth
opportunity. The United States is the most common destination for international students studying abroad.
We believe that more working students would opt for a U.S. education that does not involve living in
the U.S. because they could do so without leaving their employment and incurring the high travel and
living costs and stringent visa requirements associated with studying abroad. Our belief is supported
by the fact that University of Phoenix Online has students located in more than 130 countries. In
addition, many U.S. residents live and work in foreign countries and could benefit from the opportunity
to continue their education while abroad. In addition, we have entered into a number of joint educational
agreements to provide educational content to degree programs located outside the United States.
These agreements include an agreement with Apollo International, Inc. that allows for Western
International University’s educational offerings to be made available in India and an educational
program that was initiated in China as part of a joint educational agreement with Canadian Institute
of Business and Technology (CIBT). We will continue to conduct market and operations research in
various foreign countries where we believe there might be a demand for our programs.

Challenges and Risks

Competitive market. The higher education market is highly fragmented and competitive with no
private or public institution enjoying a significant market share. We compete primarily with four-year

and two-year degree-granting public and private regionally accredited colleges and universities. Many
of these colleges and universities enroll working students in addition to the traditional 18 to 24 
year-old students. We expect that these colleges and universities will continue to modify their existing
programs to serve working students more effectively. In addition, many colleges and universities have
announced various distance education initiatives.

Regulatory, accreditation, and state authorization risks. Our future success is highly dependent 
on our ability to obtain, maintain, or renew required regulatory approvals, accreditation, and state
authorizations. The loss of accreditation would significantly reduce demand for our programs, as it
would prohibit us from offering degrees and credits that are recognized and accepted by employers,
other higher education institutions, and governmental entities. It would also render us ineligible to
participate in federal financial aid programs. The failure to comply with any of the Title IV requirements
could result in adverse action by the U.S. Department of Education against us, including the termination
of Title IV eligibility, the imposition of fines, or the imposition of liabilities by the U.S. Department of
Education. The loss of Title IV eligibility would significantly reduce demand for our programs. The failure
to obtain authorization to operate in new states, to add new programs, or to add new locations would
adversely effect our ability to expand our business.

Higher Education Act reauthorization. The U.S. Department of Education issues regulations based 
on the laws included in the Higher Education Act. The Higher Education Act has been extended to
December 31, 2005. Changes in the law occur during the Congressional reauthorization process, with
final regulations issued after that time. The reauthorization process could amend existing requirements
or implement new requirements. Any action by Congress that significantly reduces funding for the
federal student financial aid programs or the ability of our schools or students to participate in these
programs could harm our business. Legislative action may also increase our administrative costs 
and burdens and require us to modify our practices in order for our schools to comply fully with
applicable requirements, which could have a material adverse effect on our business.

Litigation. Regulatory agencies or third parties may commence investigations, bring claims, or institute
litigation against us. Because we operate in a highly regulated industry, we may be subject from time
to time to investigations, claims of non-compliance, or lawsuits by governmental agencies or third
parties, which may allege statutory violations, regulatory infractions, or common law causes of action.
If the results of the investigations are unfavorable to us or if we are unable to successfully defend
against third-party lawsuits, we may be required to pay money damages or be subject to fines,
penalties, injunctions or other censure that could have a materially adverse effect on our business.
Even if we adequately address the issues raised by an agency investigation or successfully defend a
third-party lawsuit, we may have to devote significant money and management resources to address
these issues, which could harm our business. Adverse publicity regarding litigation against us could
also negatively affect our business.

All of these challenges and risks have the potential to have a material adverse effect on the education
industry and on us; however, we believe we are well positioned to appropriately address these
challenges and risks.
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Conversion of Tracking Stock

From October 3, 2000, to August 27, 2004, we had a class of stock, University of Phoenix Online
common stock, outstanding, that reflected the separate performance of University of Phoenix Online,
a campus within University of Phoenix. On August 6, 2004, our Board of Directors authorized the
conversion of each share of University of Phoenix Online common stock to shares of Apollo Education
Group Class A common stock effective August 27, 2004. In accordance with the terms of our Articles
of Incorporation, each outstanding share of University of Phoenix Online common stock was converted
into 1.11527 shares of Apollo Education Group Class A common stock as of August 27, 2004. The
conversion resulted in the issuance of approximately 16.6 million new shares of Apollo Education
Group Class A common stock. In addition, each unexercised option to purchase University of Phoenix
Online common stock at August 27, 2004, was converted to 1.0766 options to purchase Apollo
Education Group Class A common stock. The conversion ratio was based upon the relative market
values of Apollo Education Group Class A common stock and University of Phoenix Online common
stock at the close of the market on August 12, 2004, prior to the announcement. The conversion
resulted in a $114.2 million reduction to income available to Apollo Education Group common stock
related to the premium paid to convert outstanding shares of University of Phoenix Online common
stock to Apollo Education Group Class A common stock. We recognized a non-cash stock-based
compensation charge of $123.5 million related to the conversion of University of Phoenix Online stock
options into Apollo Education Group Class A stock options in the fourth quarter of 2004 and a $19.8
million charge in the fourth quarter of 2005, and expect to recognize an additional $2 million compensation
charge as the remaining options vest in 2006 and 2007. We have delisted the University of Phoenix
Online common stock and no longer report separate financial statements for University of Phoenix Online.

APPLICATION OF CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Management discussed with our Audit Committee the development, selection, and disclosure of our
critical accounting policies and estimates and the application of these policies and estimates. The
following is a brief discussion of the more critical accounting policies and methods used by us.

Basis of Presentation and Consolidation

Our consolidated financial statements are prepared in accordance with generally accepted
accounting principles in the United States (“GAAP”). The consolidated financial statements include
the accounts of Apollo Group, Inc. and its wholly-owned subsidiaries. All significant intercompany
transactions and balances have been eliminated in consolidation.

Revenue Recognition

Approximately 93.2% of our tuition and other net revenues during 2005 consist of tuition revenues.
Tuition revenue is recognized on a weekly basis, pro rata over the period of instruction. Our tuition
and other net revenues also include rEsource® fees, application fees, commissions from the sale of
education-related products, other student fees, and other income. Our tuition and other net revenues
vary from period to period based on several factors that include: 1) the aggregate number of students
attending classes; 2) the number of classes held during the period; and 3) the weighted average

tuition price per credit hour (weighted by program and location). University of Phoenix tuition revenues
currently represent approximately 89.4% of consolidated tuition revenues. Institute for Professional
Development tuition revenues consist of the contractual share of tuition revenues from students
enrolled in related programs at its client institutions. Institute for Professional Development’s contracts
with its respective client institutions generally have terms of five to ten years with provisions for renewal.

Our educational programs range in length from one-day seminars to degree programs lasting up to
four years. Students in our degree programs generally enroll in a program of study that encompasses
a series of five to nine-week courses that are taken consecutively over the length of the program.
Students are billed on a course-by-course basis when the student first attends a session, resulting 
in the recording of a receivable from the student and deferred tuition revenue in the amount of the
billing. The related revenue for each course, including that portion of tuition revenues to which we are
entitled under the terms of our revenue-sharing contracts with Institute for Professional Development
client institutions, is recognized on a pro-rata basis over the period of instruction for each course.
Fees for rEsource®, University of Phoenix’s online delivery method for course materials, are also
recognized on a pro-rata basis over the period of instruction. Application fee revenue and related
costs are deferred and recognized on a pro-rata basis over the period of the program. Seminars,
continuing education programs, and many of the College for Financial Planning’s non-degree
programs are usually billed in one installment with the related revenue also recognized on a pro-rata
basis over the period of instruction.

Tuition and other revenues are shown net of discounts relating to a variety of promotional programs.
Such discounts totaled $107.6 million (4.6% of gross revenues), $62.3 million (3.3% of gross
revenues), and $38.9 million (2.8% of gross revenues) in 2005, 2004, and 2003, respectively.

Allowance for Doubtful Accounts

Accounts receivable are reduced by an allowance for amounts that may become uncollectible in 
the future. Estimates are used in determining our allowance for doubtful accounts and are based on
our historical collection experience, current trends, and a percentage of our accounts receivable by
aging category. In determining these percentages, we look at historical write-offs of our receivables.
A significant change in the aging of our accounts receivable balances would have an effect on the
allowance for doubtful accounts balance. Our accounts receivable are written-off once the account 
is deemed to be uncollectible. This typically occurs once we have exhausted all efforts to collect the
account, which includes collection attempts by company employees and outside collection agencies.

Income Taxes 

Our effective tax rate differs from the statutory rate primarily due to state taxes and the tax impact 
of tax-exempt interest income. The effective tax rate was 39.1%, 39.2%, and 38.5% in 2005, 2004,
and 2003, respectively. Our future effective tax rates could be adversely affected by changes in the
valuation of our deferred tax assets or liabilities or changes in tax laws or interpretations thereof. In
addition, we are subject to the examination of our income tax returns by the Internal Revenue Service
and other tax authorities. We regularly assess the likelihood of adverse outcomes resulting from these
examinations to determine the adequacy of our provision for income taxes.



Loss Contingencies 

We are subject to the possibility of various loss contingencies arising in the ordinary course of
business. We consider the likelihood of loss or impairment of an asset or the incurrence of a liability,
as well as our ability to reasonably estimate the amount of loss in determining loss contingencies.
An estimated loss contingency is accrued when it is probable that an asset has been impaired or a
liability has been incurred and the amount of loss can be reasonably estimated. We regularly evaluate
current information available to us to determine whether such accruals should be adjusted and
whether new accruals are required.

Impairment of Intangible Assets

Our intangible assets primarily consist of approximately $37.1 million in unamortized cost in excess
of fair value of assets purchased (i.e. goodwill) resulting from our acquisitions of Western International
University and the College for Financial Planning. Intangible assets, including cost in excess of fair
value of assets purchased, are reviewed for impairment on an annual basis or whenever events or
circumstances indicate that the estimated fair value is less than the related carrying value. The
carrying value of cost in excess of fair value of assets purchased is assessed for any permanent
impairment by evaluating the operating performance and using valuation techniques such as future
discounted cash flows of the underlying businesses. In assessing the recoverability of our goodwill
and other intangibles we must make assumptions regarding estimated future cash flows and other
factors to determine the fair value of the respective assets. If these estimates or their related
assumptions change in the future, we may be required to record non-cash impairment charges 
for these assets not previously recorded. We have selected August 31 as the date on which we 
will perform our annual goodwill impairment test. We performed our annual impairment test as 
of August 31, 2005, and concluded that no impairment charge was required.

Recent Accounting Pronouncements

In March 2004, the Financial Accounting Standards Board (“FASB”) issued Emerging Issues Task
Force Issue No. 03-1, The Meaning of Other-Than-Temporary Impairment and Its Application to
Certain Investments (“EITF 03-1”). EITF 03-1 includes new guidance for evaluating and recording
impairment losses on debt and equity investments, as well as new disclosure requirements for
investments that are deemed to be temporarily impaired. In September 2004, the FASB issued Staff
Position EITF No. 03-1-1, which delays the effective date until additional guidance is issued for the
application of the recognition and measurement provisions of EITF 03-1 to investments in securities
that are impaired. We do not believe that the adoption of EITF 03-1 will have a material impact 
on our financial condition or results of operations.

In December 2004, the FASB issued Statement of Financial Accounting Standards No. 123(R),
Share-Based Payment (“SFAS 123(R)”), which requires the measurement and recognition of
compensation expense for all stock-based compensation payments and supersedes our current

accounting under Accounting Principles Board (“APB”) Opinion No. 25. SFAS 123(R) is effective for 
all annual periods beginning after June 15, 2005. In March 2005, the Securities and Exchange
Commission issued Staff Accounting Bulletin No. 107 (“SAB 107”) relating to the adoption 
of SFAS 123(R).

We adopted SFAS 123(R) in the first quarter of 2006 and will continue to evaluate the impact of
SFAS 123(R) on our operating results and financial condition. The pro forma information in Note 2
presents the estimated compensation charges under Statement of Financial Accounting Standards
No. 123, “Accounting for Stock-Based Compensation.” As a result of the provisions of SFAS 123(R)
and SAB 107, we expect the compensation charges under SFAS 123(R) to reduce diluted income per
share by approximately $0.10 per share for fiscal 2006. However, our assessment of the estimated
compensation charges is affected by our stock price as well as assumptions regarding a number 
of complex and subjective variables and the related tax impact. These variables include, but are not
limited to, the volatility of our stock price and employee stock option exercise behaviors. We will
recognize compensation cost for stock-based awards issued after August 31, 2005, on a straight-line
basis over the requisite service period for the entire award.

In December 2004, the FASB issued Statement of Financial Accounting Standards No. 153, Exchanges
of Nonmonetary Assets, an amendment of APB Opinion No. 29, Accounting for Nonmonetary
Transactions (“SFAS 153”). SFAS 153 requires that exchanges of nonmonetary assets are to be
measured based on fair value and eliminates the exception for exchanges of nonmonetary, similar
productive assets, and adds an exemption for nonmonetary exchanges that do not have commercial
substance. We adopted SFAS 153 on September 1, 2005. The adoption of SFAS 153 is expected 
to have no material impact on our financial condition or results of operations.

In May 2005, the FASB issued Statement of Financial Accounting Standard No. 154, Accounting
Changes and Error Corrections — a replacement of APB Opinion No. 20 and FASB Statement No. 3
(“SFAS 154”). SFAS 154 requires retrospective application to prior periods’ financial statements of
changes in accounting principle, unless it is impracticable to determine either the period-specific
effects or the cumulative effect of the change. SFAS 154 also requires that retrospective application
of a change in accounting principle be limited to the direct effects of the change. Indirect effects 
of a change in accounting principle, such as a change in nondiscretionary profit-sharing payments
resulting from an accounting change, should be recognized in the period of the accounting change.
SFAS 154 also requires that a change in depreciation, amortization, or depletion method for long-lived,
nonfinancial assets be accounted for as a change in accounting estimate effected by a change in
accounting principle. SFAS 154 is effective for accounting changes and corrections of errors made in
fiscal years beginning after December 15, 2005. Early adoption is permitted for accounting changes
and corrections of errors made in fiscal years beginning after the date this Statement is issued. We
plan to adopt SFAS 154 beginning in the first quarter of fiscal 2007.
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RESULTS OF OPERATIONS

We categorize our expenses as instructional costs and services, selling and promotional, and general and administrative. Instructional costs and services at University of Phoenix, Western International
University, and the College for Financial Planning consist primarily of costs related to the delivery and administration of our educational programs and include faculty compensation, administrative salaries for
departments that provide service directly to the students, financial aid processing costs, the costs of educational materials sold, facility leases and other occupancy costs, bad debt expense, and depreciation
and amortization of property and equipment. University of Phoenix and Western International University faculty members are primarily contracted for one course offering at a time. All classroom facilities are
leased or, in some cases, are provided by the students’ employers at no charge to us. Instructional costs and services at Institute for Professional Development consist primarily of program administration,
student services, and classroom lease expense. Most of the other instructional costs for Institute for Professional Development-assisted programs, including faculty, financial aid processing, and other
administrative salaries, are the responsibility of its client institutions. Costs related to the start-up of new campuses and learning centers are expensed as incurred.

Selling and promotional costs consist primarily of compensation for enrollment advisors and corporate marketing, advertising costs, production of marketing materials, and other costs related 
to selling and promotional functions. We expense selling and promotional costs as incurred.

General and administrative costs consist primarily of administrative salaries, occupancy costs, depreciation and amortization, and other related costs for departments such as executive management, information
systems, corporate accounting, human resources, and other departments that do not provide direct services to our students. To the extent possible, we centralize these services to avoid duplication of effort.

The following table sets forth an analysis of our Consolidated Statements of Income for 2005, 2004, and 2003:

P E R C E N T  O F  R E V E N U E S P E R C E N T  C H A N G E

2 0 0 5 2 0 0 4
Y E A R  E N D E D  A U G U S T  3 1 , 2 0 0 5 2 0 0 4 2 0 0 3 2 0 0 5 2 0 0 4 2 0 0 3 v s 2 0 0 4 v s 2 0 0 3

(In thousands, except percentages)

Revenues:
Tuition and other, net $ 2,251,472 $ 1,798,423 $ 1,339,517 100.0% 100.0% 100.0% 25.2% 34.3%

Costs and expenses:
Instructional costs and services 935,743 765,495 612,940 41.6 42.5 45.8 22.2 24.9
Selling and promotional 484,770 383,078 272,348 21.5 21.3 20.3 26.5 40.7
General and administrative 98,286 88,090 66,970 4.3 4.9 5.0 11.6 31.5
Stock-based compensation 19,824 123,535 0.9 6.9 -84.0

1,538,623 1,360,198 952,258 68.3 75.6 71.1 13.1 42.8
Income from operations 712,849 438,225 387,259 31.7 24.4 28.9 62.7 13.2
Interest income and other, net 16,993 18,263 14,545 0.7 1.0 1.1 -7.0 25.6
Income before income taxes 729,842 456,488 401,804 32.4 25.4 30.0 59.9 13.6
Provision for income taxes 285,111 178,714 154,794 12.6 10.0 11.6 59.5 15.5
Net income $ 444,731 $ 277,774 $ 247,010 19.8% 15.4% 18.4% 60.1% 12.5%

Refer to the above Analysis of Consolidated Statements of Income when reading the results of operations discussion below.

Tuition and Other, Net

Our tuition and other net revenues increased by 25.2% in 2005 primarily due to a 23.6% increase in average degree student enrollments and tuition price increases averaging four to six percent (depending
on the geographic area and program), partially offset by an increase in tuition and other discounts of $45.3 million between periods. Most of our campuses, which include their respective learning centers,
had increases in net revenues and degree student enrollments from 2004 to 2005. The increase in discounts between years is primarily due to an increase in military students and a promotional discount
offered by University of Phoenix during 2005.

Our tuition and other net revenues increased by 34.3% in 2004 primarily due to a 27.4% increase in average degree student enrollments and tuition price increases averaging four to six percent (depending
on the geographic area and program), partially offset by an increase in tuition and other discounts of $23.4 million between periods. Most of our campuses, which include their respective learning centers,
had increases in net revenues and degree student enrollments from 2003 to 2004. The increase in discounts between years is primarily due to an increase in military students.



Tuition and other net revenues for 2005, 2004, and 2003 consist primarily of $2.088 billion, $1.682 billion, and $1.261 billion, respectively, of net tuition revenues from students enrolled in degree programs
and $10.0 million, $9.9 million, and $10.9 million, respectively, of net tuition revenues from students enrolled in non-degree programs.

Information about our tuition and other net revenues by operating segment on a percentage basis is as follows:

Y E A R  E N D E D  A U G U S T  3 1 , 2 0 0 5 2 0 0 4 2 0 0 3

University of Phoenix 89.4% 94.4% 93.4%
Other Schools 10.5 5.4 6.5
Corporate 0.1 0.2 0.1
Tuition and other, net 100.0% 100.0% 100.0%

Tuition and other net revenues at Other Schools increased as a percentage of total revenues due to enrollment in associates degree programs at Axia College of Western International University during 2005.
Axia College began offering these programs in September 2004.

Instructional Costs and Services

Instructional costs and services increased by $170.2 million in 2005 versus 2004. Instructional costs and services increased by $152.6 million in 2004 versus 2003. The following table sets forth the
increases in significant components of instructional costs and services, in millions:

P E R C E N T  O F  R E V E N U E S P E R C E N T  C H A N G E

2 0 0 5 2 0 0 4
Y E A R  E N D E D  A U G U S T  3 1 , 2 0 0 5 2 0 0 4 2 0 0 3 2 0 0 5 2 0 0 4 2 0 0 3 v s 2 0 0 4 v s 2 0 0 3

Employee compensation and related expenses $ 338.4 $ 277.5 $ 218.8 15.0% 15.4% 16.3% 21.9% 26.8%
Faculty compensation 195.1 154.2 128.7 8.7% 8.6% 9.6% 26.5% 19.8%
Classroom lease expenses and depreciation 172.5 143.4 126.5 7.7% 8.0% 9.5% 20.3% 13.4%
Financial aid processing costs 43.3 32.4 19.3 1.9% 1.8% 1.5% 33.6% 67.9%
Bad debt expense 45.5 27.0 20.7 2.0% 1.5% 1.5% 68.5% 30.4%
U.S. Department of Education Settlement 9.8 0.5% -100.0%
Other instructional costs and services 140.9 121.2 98.9 6.3% 6.7% 7.4% 16.3% 22.5%
Instructional costs and services $ 935.7 $ 765.5 $ 612.9 41.6% 42.5% 45.8% 22.2% 24.9%

Instructional costs and services as a percentage of tuition and other net revenues decreased in 2005 versus 2004 and in 2004 versus 2003 due primarily to greater tuition and other net revenues being
spread over the fixed costs related to centralized student services, partially offset by the U.S. Department of Education settlement in 2004 related to the Department’s program review. We may not be able 
to leverage our recurring costs to the same extent as we face increased costs related to our expansion into new geographic markets. The increase in bad debt expense as a percentage of revenue between
2004 and 2005 is the result of increased days sales outstanding (“DSO”) in receivables during 2005. DSO were 33 days and 30 days, as of August 31, 2005 and 2004, respectively.

Selling and Promotional Expenses

Selling and promotional expenses increased by $101.7 million in 2005 versus 2004. Selling and promotional expenses increased by $110.7 million in 2004 versus 2003. The following table sets forth the
increases in significant components of selling and promotional expenses, in millions:

P E R C E N T  O F  R E V E N U E S P E R C E N T  C H A N G E

2 0 0 5 2 0 0 4
Y E A R  E N D E D  A U G U S T  3 1 , 2 0 0 5 2 0 0 4 2 0 0 3 2 0 0 5 2 0 0 4 2 0 0 3 v s 2 0 0 4 v s 2 0 0 3

Enrollment advisors’ compensation and related expenses $ 206.5 $ 157.4 $ 107.4 9.2% 8.8% 8.0% 31.2% 46.6%
Advertising 224.0 174.6 126.5 9.9% 9.7% 9.4% 28.3% 38.0%
Other selling and promotional expenses 54.3 51.1 38.4 2.4% 2.8% 2.9% 6.3% 33.1%
Selling and promotional expenses $ 484.8 $ 383.1 $ 272.3 21.5% 21.3% 20.3% 26.5% 40.7%

Selling and promotional expenses increased as a percentage of revenue in 2005 versus 2004 and in 2004 versus 2003 due principally to an increase in the number of enrollment advisors and increased
advertising as a percentage of revenue, partially offset by a decrease in other selling and promotional expenses as a percentage of revenue between periods.
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General and Administrative Expenses

General and administrative expenses increased by $10.2 million in 2005 versus 2004. General and administrative expenses increased by $21.1 million in 2004 versus 2003. The following table sets forth
the increases in significant components of general and administrative expenses, in millions:

P E R C E N T  O F  R E V E N U E S P E R C E N T  C H A N G E

2 0 0 5 2 0 0 4
Y E A R  E N D E D  A U G U S T  3 1 , 2 0 0 5 2 0 0 4 2 0 0 3 2 0 0 5 2 0 0 4 2 0 0 3 v s 2 0 0 4 v s 2 0 0 3

Employee compensation and related expenses $ 45.6 $ 46.8 $ 36.1 2.0% 2.6% 2.7% -2.6% 29.6%
Administrative space and depreciation 20.2 13.1 10.4 0.9% 0.7% 0.8% 54.2% 26.0%
Other general and administrative expenses 32.5 28.2 20.5 1.4% 1.6% 1.5% 15.2% 37.6%
General and administrative expenses $ 98.3 $ 88.1 $ 67.0 4.3% 4.9% 5.0% 11.6% 31.5%

General and administrative expenses as a percentage of tuition and other net revenues decreased in 2005 versus 2004 and in 2004 versus 2003, due primarily to greater tuition and other net revenues being
spread over the fixed costs related to various centralized functions such as information services, corporate accounting, and human resources. The decrease in employee compensation and related expenses
as a percentage of revenue between 2004 and 2005 is primarily due to a decrease in management bonuses. The increase in administrative space and depreciation as a percentage of revenue between 2004
and 2005 is primarily due to the new data center that was completed in the third quarter of 2005 and non-cash early occupancy expenses of $2.9 million recorded in the third quarter of 2005.

Stock-Based Compensation Expense

The conversion of University of Phoenix Online common stock on August 27, 2004, required us to record a stock-based compensation charge related to the conversion of University of Phoenix Online stock
options into Apollo Education Group Class A stock options. As required by Emerging Issues Task Force No. 00-23 “Issues Related to the Accounting for Stock Compensation under APB Opinion No. 25 and
FASB Interpretation No. 44,” we recognized approximately $123.5 million of non-cash pre-tax stock-based compensation expense in the fourth quarter of 2004 and an additional $19.8 million in the fourth
quarter of 2005 as additional options vested.

Interest Income and Other, Net

Net interest income and other decreased $1.3 million in 2005 versus 2004. Net interest income and other increased $3.7 million in 2004 versus 2003. The decrease in 2005 was primarily attributable 
to the decrease in cash equivalents and marketable securities between periods primarily as a result of stock repurchases, partially offset by cash flows from operations. The increase in 2004 was primarily
attributable to the increase in cash equivalents and marketable securities between periods primarily as a result of the investment of cash flows from operations. Interest expense was $116,000, $79,000,
and $273,000 in 2005, 2004, and 2003, respectively.

Effective Income Tax Rate

Our effective income tax rate decreased to 39.1% in 2005 from 39.2% in 2004, primarily as a result of a refund during 2005 of state taxes previously paid and fully reserved. Our effective income tax rate
increased to 39.2% in 2004, from 38.5% in 2003, primarily as a result of a refund of state income taxes received during 2003.

Effect of Hurricanes 

During the period from August to October 2005, various hurricanes devastated certain portions of the Gulf Coast region as well as Florida where both University of Phoenix and Institute for Professional
Development have physical locations. In addition, both University of Phoenix Online and Axia College have students that live in these regions and attend classes online. Because only three business days 
in the quarter were affected by Hurricane Katrina, our results of operations for the fourth quarter were not significantly impacted.

We expect near-term effects from these hurricanes will impact 2006 earnings. All but our main campuses in New Orleans, LA and Plantation, FL are now open and fully operational. At this time, we are unable to
predict when the New Orleans, LA and Plantation, FL campuses may reopen, and whether or not the students living in this region will return. Furthermore, the timeframe for the reconstruction of the devastated areas of
New Orleans and the re-establishment of its local population and their livelihoods cannot yet be predicted. In addition, the other hurricanes caused temporary closures at several of our locations in Texas and Florida.

Liquidity, Capital Resources, and Financial Position

Liquidity and Capital Resources

The following sections discuss the effects of changes in our balance sheets, cash flows, and commitments and contingencies on our liquidity and capital resources.
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Cash and cash equivalents and marketable securities. Cash and cash equivalents and marketable
securities were $467.1 million as of August 31, 2005, a decrease from $809.6 million at August 31, 2004.
The decrease was primarily a result of the repurchase of Apollo Education Group Class A common
stock of $808.2 million, capital expenditures of $103.8 million, and net purchases of restricted
securities of $41.2 million, partially offset by cash provided by operating activities of $565.7 million
and cash provided by the issuance of Apollo Education Group Class A common stock of $52.8
million, related to employee stock option exercises and employee stock purchases during the period.

Restricted cash and auction-rate securities. The U.S. Department of Education requires that Title IV
Program funds collected in advance of student billings be kept in a separate cash or cash equivalent
account until the students are billed for that portion of their program. In addition, all Title IV Program
funds received by us through electronic funds transfer are subject to certain holding period restrictions.
These funds generally remain in these separate accounts for an average of 60 to 75 days from receipt.
As of August 31, 2005, we had approximately $225.7 million in this separate account, which is
reflected in the Consolidated Balance Sheets as restricted cash to comply with these requirements.
These restrictions on cash have not affected our ability to fund daily operations.

Capital expenditures. Capital expenditures decreased to $103.8 million during 2005, from $107.7
million during 2004, primarily due to the purchase of land, two buildings, and the capital improvements
to the buildings totaling $33.0 million for future University of Phoenix Online expansion during the
first nine months of 2004. In June 2004, the two buildings were sold for $31.3 million and are being
leased back under a ten-year lease agreement. Excluding the costs related to the land and buildings
for future University of Phoenix Online expansion, capital expenditures increased to $103.8 million 
in 2005 from $74.7 million in 2004, due to costs incurred related to the construction of a new data
center and normal recurring capital expenditures due to the overall increase in student and employee
levels resulting from the growth in the business. Total purchases of property and equipment for the
year ended August 31, 2006, are expected to range from $100 to $120 million. These expenditures
will primarily be related to new campuses and learning centers and increases in normal recurring
capital expenditures due to the overall increase in student and employee levels resulting from the
growth in the business.

Future cash flows. We expect that cash provided by operating activities may fluctuate in future
periods as a result of several factors, including fluctuations in our operating results, accounts
receivable collections, and the timing of tax and other payments. Based on past performance and
current expectations, we believe that our cash and cash equivalents, marketable securities, and cash
generated from operations will satisfy our working capital needs, capital expenditures, stock repurchases,
commitments, and other liquidity requirements associated with our existing operations through 
at least the next 12 months and the foreseeable future. We believe that the most strategic uses of
our cash resources include repurchase of shares and start-up costs associated with new campuses.
There are no transactions, arrangements, and other relationships with unconsolidated entities 
or other persons that are reasonably likely to materially affect liquidity or the availability of our
requirements for capital.

Letter of credit. An unsecured letter of credit for Western International University, in the amount 
of $492,500, expiring in March 2006, is outstanding.

Financial responsibility. The Title IV Regulations, as revised, require all higher education institutions
to meet a minimum composite score to be deemed financially responsible by the U.S. Department of
Education. If the minimum composite score of 1.0 is not met, an institution would fall under alternative
standards and may lose its eligibility to participate in Title IV Programs. The maximum composite
score is 3.0. As of August 31, 2005, University of Phoenix’s and Western International University’s
composite scores were 3.0 and 2.8, respectively. These requirements apply separately to University 
of Phoenix and Western International University and to each of the respective Institute for
Professional Development client institutions, but not to us on a consolidated basis.

Accounts receivable, net. Accounts receivable, net was $201.6 million and $146.5 million as 
of August 31, 2005 and 2004, respectively. Days sales outstanding (“DSO”) in receivables, net as 
of August 31, 2005 and 2004, were 33 days and 30 days, respectively. Our accounts receivable 
and DSO are primarily affected by collections performance. Improved collections performance will
result in reduced DSO.

Commitments and Contingencies

Leases. We currently lease the majority of our administrative and educational facilities under
operating lease agreements. Most lease agreements contain tenant improvement allowances, rent
holidays, and/or rent escalation clauses. In instances where one or more of these items are included
in a lease agreement, we record a deferred rent liability on the Consolidated Balance Sheet and
amortize the items on a straight-line basis over the term of the lease as additions to rent expense.
Lease terms generally range from five to ten years with one to two renewal options for extended
terms. Management expects that as these leases expire, they will be renewed or replaced by other
leases in the normal course of business. For leases with renewal options, we record rent expense and
amortize the leasehold improvements on a straight-line basis over the initial non-cancelable lease
term (in instances where the lease term is shorter than the economic life of the asset) as we do not
believe that the renewal of the option is reasonably assured. We are required to make additional
payments under operating lease terms for taxes, insurance, and other operating expenses incurred
during the operating lease period. We also lease space from time to time on a short term basis in
order to provide specific courses or programs.

On February 7, 2005, the Office of the Chief Accountant of the Securities and Exchange Commission
issued a letter to the American Institute of Certified Public Accountants expressing its views regarding
certain operating lease accounting issues and their application under GAAP. In light of this letter,
we initiated a review of our lease-related accounting and determined that our previous method of
accounting for leasehold improvements funded by landlord incentives or allowances under operating
leases (“tenant improvement allowances”) was not in accordance with GAAP. We have historically
accounted for tenant improvement allowances as reductions to the related leasehold improvement
asset on the Consolidated Balance Sheets and capital expenditures in investing activities on the
Consolidated Statements of Cash Flows. Management determined that the appropriate interpretation
of FASB Technical Bulletin No. 88-1, “Issues Relating to Accounting for Leases,” requires these
allowances to be recorded as a leasehold improvement asset and deferred rent liability on the
Consolidated Balance Sheets and as both an investing activity (addition to property and equipment)
and a component of operating activities on the Consolidated Statements of Cash Flows. In the
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second quarter of 2005, we recorded additional leasehold improvements and deferred rent in our
Consolidated Balance Sheets to reflect the unamortized portion of tenant improvement allowances
and deferred rent liabilities for existing leases. We also revised the presentation of the Consolidated
Statements of Cash Flows to reflect cash reimbursements received for tenant improvement allowances
during the periods presented as additions to property and equipment and an increase in operating
activities. These changes had no material effect on prior period operations and, thus, did not require
a restatement of the Consolidated Statements of Income and the Consolidated Statements of Cash
Flows. As of August 31, 2005, we have unamortized tenant improvement allowances of $49.1 million.

Contractual obligations and other long-term liabilities. As of August 31, 2005, future minimum
cash payments due under contractual obligations, including our non-cancelable operating lease
agreements, are as follows, in thousands:

P A Y M E N T S  D U E  B Y  P E R I O D

L E S S  T H A N  M O R E  T H A N  
C O N T R A C T U A L  O B L I G A T I O N S 1  Y E A R 1 - 3  Y E A R S 3 - 5  Y E A R S 5  Y E A R S T O T A L

Operating lease obligations $ 122,863 $ 230,311 $ 180,030 $ 135,059 $ 668,263
Contractual obligations 1,035 270 1,305
Purchase obligations1 83,500 19,850 103,350
Other long-term obligations2 3 34 1,613 1,650
Total $ 207,401 $ 250,465 $ 180,030 $ 136,672 $774,568
1 Amounts primarily consist of purchase obligations for construction of building for future Online expansion.
2 Amounts primarily consist of a deferred compensation payment due to John G. Sperling, our Founder.

Contingencies. On approximately October 12, 2004, a class action complaint was filed in the United
States District Court for the District of Arizona, captioned Sekuk Global Enterprises et. al. v. Apollo
Group, Inc. et. al., Case No. CV 04-2147 PHX NVW. A second class action complaint making similar
allegations was filed on or about October 18, 2004, in the United States District Court for the District
of Arizona, captioned Christopher Carmona et. al. v. Apollo Group, Inc. et. al., Case No. CV 04-2204
PHX EHC. A third class action complaint making similar allegations was filed on or about October 28,
2004, in the United States District Court for the District of Arizona, captioned Jack B. McBride et. al.
v. Apollo Group, Inc. et. al., Case No. CV 04-2334 PHX LOA. The Court consolidated the three pending
class action complaints and a consolidated class action complaint was filed on May 16, 2005 by 
the Lead Plaintiff. Lead Plaintiff purports to represent a class of our shareholders who acquired their
shares between February 27, 2004, and September 14, 2004, and seeks certification as a class and
monetary damages in unspecified amounts. Lead Plaintiff alleges violations of Sections 10(b) and
20(a) of the Securities Exchange Act of 1934, and Rule 10b-5 promulgated under the Exchange Act,
by us for our issuance of allegedly materially false and misleading statements in connection with our
failure to publicly disclose the contents of the U.S. Department of Education’s program review report.
A motion to dismiss the consolidated class action complaint was filed on June 15, 2005, on behalf
of Apollo Group, Inc. and the individual named defendants. The Court denied the motion to dismiss on
October 18, 2005. While the outcomes of these legal proceedings are uncertain, management does
not expect a material adverse effect on our business, financial position, results of operations, or cash
flows to result from these actions.

On August 29, 2003, we were notified that a qui tam action had been filed against us on March 7,
2003, in the United States District Court for the Eastern District of California by two current
employees on behalf of themselves and the federal government. When the Government declines to
intervene in a qui tam action, as it has done in this case, the relators may elect to pursue the
litigation on behalf of the Government and, if they are successful, receive a portion of the federal
government’s recovery. The qui tam action alleges, among other things, violations of the False Claims
Act 31 U.S.C. § 3729(a)(1) and (2), by University of Phoenix for submission of a knowingly false 
or fraudulent claim for payment or approval, and knowingly false records or statements to get a false
or fraudulent claim paid or approved in connection with federal student aid programs, and asserts
that University of Phoenix improperly compensates its employees. On or about October 20, 2003,
a motion to dismiss the action was filed and was subsequently granted with leave to amend the
complaint. Subsequently, a second amended complaint was filed on or about March 3, 2004. A
motion to dismiss this amended complaint was filed on or about March 22, 2004, and the case 
was subsequently dismissed with prejudice. On June 11, 2004, an appeal was filed with the United
States Ninth Circuit Court of Appeals. While the outcome of this legal proceeding is uncertain,
management does not expect a material adverse effect on our business, financial position, results 
of operations, or cash flows to result from this action.

On approximately September 26, 2003, a class action complaint was filed in the Superior Court 
of the State of California for the County of Orange, captioned Bryan Sanders et. al. v. University 
of Phoenix, Inc. et. al., Case No. 03CC00430. Plaintiff, a former academic advisor with University 
of Phoenix, filed this class action on behalf of himself and current and former academic advisors
employed by us in the State of California and seeks certification as a class, monetary damages in
unspecified amounts, and injunctive relief. Plaintiff alleges that during his employment, he and other
academic advisors worked in excess of 8 hours per day or 40 hours per week, and contends that we
failed to pay overtime. On June 6, 2005, the court granted plaintiffs’ motion to remove Bryan Sanders
as the named plaintiff and replace him with Deryl Clark and Romero Ontiveros. Plaintiff’s counsel has
advised defendants and the court that Mr. Ontiveros no longer intends to serve as a named plaintiff.
Five status conferences have occurred and the parties are now in the process of discovery. The court
has granted defendants’ motion to transfer venue to the Superior Court of the State of California for
the County of Solano. Plaintiff’s previously filed motion to certify the class now will be decided by the
Solano County Superior Court. While the outcome of this legal proceeding is uncertain, management
does not expect a material adverse effect on our business, financial position, results of operations,
or cash flows to result from this action.

We are subject to legal proceedings, claims, and litigation arising in the ordinary course of business.
While the outcome of these matters is uncertain, management does not expect that the ultimate
costs to resolve these matters will have a material adverse effect on our consolidated financial
position, results of operations, or cash flows.

Stock Repurchase Program

Our Board of Directors has previously authorized a program allocating up to $1.55 billion of our
funds to repurchase shares of Apollo Education Group Class A common stock and University of
Phoenix Online common stock. While it was outstanding, we repurchased approximately 2,025,000
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shares of University of Phoenix Online common stock at a total cost of approximately $132.0 million.
As of August 31, 2005, we had repurchased approximately 26,983,000 shares of Apollo Education
Group Class A common stock at a total cost of approximately $1.4 billion, including 141,000 shares
at a cost of $6.2 million in 2003, 5.7 million shares at a cost of $443.5 million in 2004, and 11.1
million shares at a cost of $808.2 million in 2005. On October 7, 2005, our Board of Directors
authorized a program allocating up to an additional $300 million of our funds to repurchase shares
of Apollo Education Group Class A common stock. An additional 3,751,000 shares of Apollo
Education Group Class A common stock were repurchased between September 1, 2005 and October
31, 2005 at a cost of approximately $231.0 million.

As of August 31, 2005, 1,899,000 shares of our treasury stock have been used to secure
receivables between Apollo Group and two of its subsidiaries.

Seasonality in Results of Operations

We experience seasonality in our results of operations primarily as a result of changes in the level of
student enrollments. While we enroll students throughout the year, second quarter (December through
February) degree student enrollments and related revenues generally are lower than other quarters
due to seasonal breaks in December and January. Second quarter costs and expenses historically
increase as a percentage of tuition and other net revenues as a result of certain fixed costs not
significantly affected by the seasonal second quarter declines in net revenues.

We experience a seasonal increase in new enrollments in August of each year when most other
colleges and universities begin their fall semesters. As a result, instructional costs and services and
selling and promotional expenses historically increase as a percentage of tuition and other net
revenues in the fourth quarter due to increased costs in preparation for the August peak enrollments.

We anticipate that these seasonal trends in the second and fourth quarters will continue in the future.

Impact of Inflation

Inflation has not had a significant impact on our historical operations.

Quantitative and Qualitative Disclosures about Market Risk

Our portfolio of marketable securities includes numerous issuers, varying types of securities, and
varying maturities. We intend to hold all securities, other than auction-rate securities, to maturity.
The fair value of our portfolio of marketable securities would not be significantly impacted by either 
a 100 basis point increase or decrease in interest rates due primarily to the short-term nature 
of the portfolio. We do not hold or issue derivative financial instruments.

Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Under the supervision and with the participation of our management, including our Chief Executive
Officer and our Chief Financial Officer, we conducted an evaluation of our disclosure controls and
procedures, as such term is defined under Rules 13a-15(e) and 15d-15(e), promulgated under the
Exchange Act. Based on this evaluation, our Chief Executive Officer and Chief Financial Officer
concluded that, as of the end of our most recently completed fiscal quarter, our disclosure controls
and procedures were effective to ensure that information is gathered, analyzed, and disclosed on 
a timely basis.

Change in Internal Control Over Financial Reporting

There were no significant changes in our internal control over financial reporting that occurred during
our most recently completed fiscal quarter that have materially affected, or are reasonably likely to
materially affect, our internal control over financial reporting. Notwithstanding the foregoing, a control
system, no matter how well designed and operated, can provide only reasonable, not absolute,
assurance that it will detect or uncover failures within Apollo to disclose material information
otherwise required to be set forth in our periodic reports.

Management’s Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over
financial reporting. Our internal control system was designed to provide reasonable assurance to our
management and board of directors regarding the preparation and fair presentation of published
financial statements.

All internal control systems, no matter how well designed, have inherent limitations. Therefore, even
those systems determined to be effective can provide only reasonable assurance with respect to
financial statement preparation and presentation.

Our management assessed the effectiveness of our internal control over financial reporting as 
of August 31, 2005. In making this assessment, we used the criteria set forth by the Committee 
of Sponsoring Organizations of the Treadway Commission (“COSO”) in Internal Control-Integrated
Framework. Based on our assessment, we believe that, as of August 31, 2005, our internal control
over financial reporting is effective based on those criteria.

Deloitte & Touche LLP has audited this assessment of our internal control over financial reporting;
their report follows.
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Independent Auditors’ Report on Our Assessment of Our Internal Control Over Financial Reporting

Report of Independent Registered Public Accounting Firm 

To the Board of Directors and Shareholders of 
Apollo Group, Inc. and Subsidiaries:
Phoenix, Arizona 

We have audited management’s assessment, included in the accompanying Management’s Report on
Internal Control over Financial Reporting, that Apollo Group, Inc. and subsidiaries (the “Company”)
maintained effective internal control over financial reporting as of August 31, 2005, based on 
criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission. The Company’s management is responsible for maintaining
effective internal control over financial reporting and for its assessment of the effectiveness of
internal control over financial reporting. Our responsibility is to express an opinion on management’s
assessment and an opinion on the effectiveness of the Company’s internal control over financial
reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether effective internal control over financial reporting was
maintained in all material respects. Our audit included obtaining an understanding of internal control
over financial reporting, evaluating management’s assessment, testing and evaluating the design and
operating effectiveness of internal control, and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed by, or under the supervision
of, the company’s principal executive and principal financial officers, or persons performing similar
functions, and effected by the company’s board of directors, management, and other personnel to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting principles.
A company’s internal control over financial reporting includes those policies and procedures that 
(1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (2) provide reasonable assurance that

transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are
being made only in accordance with authorizations of management and directors of the company;
and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use, or disposition of the company’s assets that could have a material effect on the
financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility
of collusion or improper management override of controls, material misstatements due to error or
fraud may not be prevented or detected on a timely basis. Also, projections of any evaluation of the
effectiveness of the internal control over financial reporting to future periods are subject to the risk
that the controls may become inadequate because of changes in conditions, or that the degree 
of compliance with the policies or procedures may deteriorate.

In our opinion, management’s assessment that the Company maintained effective internal control
over financial reporting as of August 31, 2005, is fairly stated, in all material respects, based on the
criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission. Also in our opinion, the Company maintained, in all
material respects, effective internal control over financial reporting as of August 31, 2005, based 
on the criteria established in Internal Control-Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated financial statements as of and for the year ended August 31,
2005, of the Company and our reports dated November 10, 2005 expressed an unqualified opinion
on those financial statements.

DELOITTE & TOUCHE LLP
Phoenix, Arizona
November 10, 2005
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of 
Apollo Group, Inc. and Subsidiaries:
Phoenix, Arizona

We have audited the accompanying consolidated balance sheets of Apollo Group, Inc. and
subsidiaries (the “Company”) as of August 31, 2005 and 2004, and the related consolidated
statements of income, other comprehensive income, shareholders’ equity, and cash flows for 
each of the two years in the period ended August 31, 2005. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on 
these financial statements based on our audits.

We conducted our audits in accordance with standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audits 
to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects,
the financial position of Apollo Group, Inc. and subsidiaries as of August 31, 2005 and 2004,
and the results of their operations and their cash flows for each of the two years in the period 
ended August 31, 2005, in conformity with accounting principles generally accepted in the 
United States of America.

We have also audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the effectiveness of the Company’s internal control over financial
reporting as of August 31, 2005, based on the criteria established in Internal Control-Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission 
and our report dated November 10, 2005 expressed an unqualified opinion on management’s
assessment of the effectiveness of the Company’s internal control over financial reporting and an
unqualified opinion on the effectiveness of the Company’s internal control over financial reporting.

DELOITTE & TOUCHE LLP
Phoenix, Arizona
November 10, 2005

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Apollo Group, Inc.:

In our opinion, the consolidated statements of income, of comprehensive income, of changes in
shareholders’ equity and of cash flows for the year ended August 31, 2003 (appearing on pages
27 through 41) of Apollo Group, Inc.’s 2005 Annual Report to Shareholders present fairly, in all
material respects, the results of operations and cash flows of Apollo Group, Inc. and its subsidiaries
for the year ended August 31, 2003, in conformity with accounting principles generally accepted in
the United States of America. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on
our audit. We conducted our audit of these statements in accordance with the standards of the
Public Company Accounting Oversight Board (United States). Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, assessing the accounting principles used
and significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

PricewaterhouseCoopers LLP
Phoenix, Arizona
September 30, 2003, except as to paragraphs 3 and 4 of Note 2, which is as of November 10, 2005

26

A P O L L O  G R O U P, I N C . A N D  S U B S I D I A R I E S  



27

CONSOLIDATED BALANCE SHEETS

A U G U S T  3 1 , 2 0 0 5 2 0 0 4

(Dollars in thousands)

Assets:
Current assets

Cash and cash equivalents $ 145,607 $ 156,669
Restricted cash 225,706 78,413
Auction-rate securities—restricted 106,050
Marketable securities 224,112 336,193
Receivables, net 201,615 146,497
Deferred tax assets, net 14,991 10,020
Other current assets 23,058 20,842

Total current assets 835,089 854,684
Property and equipment, net 268,661 212,205
Marketable securities 97,350 316,743
Cost in excess of fair value of assets purchased, net 37,096 37,096
Deferred tax assets, net 35,756 47,520
Other assets (includes receivable from related party 

of $14,843 in 2005 and $13,820 in 2004) 28,993 26,853
Total assets $1,302,945 $1,495,101
Liabilities and Shareholders’ Equity:
Current liabilities

Current portion of long-term liabilities $ 18,878 $ 14,218
Accounts payable 40,129 50,895
Accrued liabilities 61,315 69,481
Income taxes payable 9,740 11,856
Student deposits and current portion of deferred revenue 387,910 323,332

Total current liabilities 517,972 469,782
Deferred tuition revenue, less current portion 351 528
Long-term liabilities, less current portion 77,748 67,650
Total liabilities 596,071 537,960
Commitments and contingencies 
Shareholders’ equity
Preferred stock, no par value, 1,000,000 shares authorized; none issued
Apollo Education Group Class A nonvoting common stock, no par value,

400,000,000 shares authorized; 188,002,000 and 187,567,000 issued 
at August 31, 2005 and 2004, respectively, and 179,184,000 and
187,567,000 outstanding at August 31, 2005 and 2004, respectively 103 103

Apollo Education Group Class B voting common stock, no par value,
3,000,000 shares authorized; 477,000 issued and outstanding 
at August 31, 2005 and 2004 1 1

Additional paid-in capital 28,787
Apollo Education Group Class A treasury stock, at cost, 8,818,000 

shares at August 31, 2005 (645,742)
Retained earnings 1,353,650 928,815
Accumulated other comprehensive loss (1,138) (565)
Total shareholders’ equity 706,874 957,141
Total liabilities and shareholders’ equity $1,302,945 $1,495,101

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

CONSOLIDATED STATEMENTS OF INCOME

Y E A R  E N D E D  A U G U S T  3 1 , 2 0 0 5 2 0 0 4 2 0 0 3

(In thousands, except per share amounts)

Revenues:
Tuition and other, net $2,251,472 $1,798,423 $1,339,517

Costs and expenses:
Instructional costs and services 935,743 765,495 612,940
Selling and promotional 484,770 383,078 272,348
General and administrative 98,286 88,090 66,970
Stock-based compensation 19,824 123,535

1,538,623 1,360,198 952,258
Income from operations 712,849 438,225 387,259
Interest income and other, net 16,993 18,263 14,545
Income before income taxes 729,842 456,488 401,804
Provision for income taxes 285,111 178,714 154,794
Net income $ 444,731 $ 277,774 $ 247,010

Income attributed to Apollo Education Group common stock:
Net income $ 444,731 $ 277,774 $ 247,010
Stock dividends paid (114,155)
Income attributed to University of Phoenix Online 

common shareholders (25,819) (15,308)
Income attributed to Apollo Education Group 

common shareholders $ 444,731 $ 137,800 $ 231,702
Income attributed to University of Phoenix Online common stock:
Net income $ 25,819 $ 15,308
Stock dividends paid 114,155
Income attributed to University of Phoenix Online 

common shareholders $ 139,974 $ 15,308
Earnings per share attributed to Apollo Education Group 

common stock:
Basic income per share $ 2.43 $ 0.78 $ 1.32
Diluted income per share $ 2.39 $ 0.77 $ 1.30
Basic weighted average shares outstanding 182,928 176,175 174,985
Diluted weighted average shares outstanding 186,015 178,897 177,637
Earnings per share attributed to University of Phoenix Online 

common stock:
Basic income per share $ 8.85 $ 1.01
Diluted income per share $ 8.19 $ 0.93
Basic weighted average shares outstanding 15,825 15,154
Diluted weighted average shares outstanding 17,081 16,518

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Y E A R  E N D E D  A U G U S T  3 1 , 2 0 0 5 2 0 0 4 2 0 0 3

(In thousands)

Net income $ 444,731 $ 277,774 $ 247,010
Other comprehensive income:

Currency translation loss (573) (241) (427)
Comprehensive income $ 444,158 $ 277,533 $ 246,583

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY 

COMMOM STOCK

UNIVERSITY OF UNIVERSITY OF
APOLLO EDUCATION GROUP PHOENIX ONLINE APOLLO EDUCATION GROUP PHOENIX ONLINE

CLASS A NONVOTING CLASS B VOTING NONVOTING CLASS A TREASURY STOCK TREASURY STOCK ACCUMULATED
ADDITIONAL OTHER TOTAL

STATED STATED STATED PAID-IN STATED STATED RETAINED COMPREHENSIVE SHAREHOLDERS’
SHARES VALUE SHARES VALUE SHARES VALUE CAPITAL SHARES VALUE SHARES VALUE EARNINGS INCOME EQUITY

(In thousands)

Balance at August 31, 2002 177,383 $103 484 $1 14,256 $— $ 227,155 4,162 $ (46,029) 24 $ (526) $ 518,186 $ 103 $ 698,993
Treasury stock purchases (151) 141 (6,185) 151 (6,613) (12,798)
Stock issued under stock purchase plans 118 6,008 (94) 1,106 7,114
Stock issued under stock option plans 1,436 14,113 (2,106) 24,008 (89) 2,538 40,659
Tax benefits of stock options exercised 46,374 46,374
Conversion of Apollo Education Group

Class B common stock to Apollo
Education Group Class A common stock 6 (7) —

Currency translation adjustment (427) (427)
Net income 247,010 247,010
Balance at August 31, 2003 177,389 103 477 1 15,659 — 293,650 2,103 (27,100) 86 (4,601) 765,196 (324) 1,026,925
Treasury stock purchases (1,484) 5,674 (443,500) 1,484 (117,996) (561,496)
Stock issued under stock purchase plans 77 4,154 (73) 2,057 (37) 2,746 8,957
Stock issued under stock option plans 616 3,098 (1,300) 27,264 (187) 11,735 42,097
Tax benefits of stock options exercised 39,590 39,590
Conversion of University of Phoenix 

Online common stock to Apollo
Education Group Class A common stock 10,178 (14,868) (549,395) (6,404) 441,279 (1,346) 108,116 —

Stock dividends paid 114,155 (114,155) —
Stock-based compensation 123,535 123,535
Currency translation adjustment (241) (241)
Net income 277,774 277,774
Balance at August 31, 2004 187,567 103 477 1 — — 28,787 — — — — 928,815 (565) 957,141
Treasury stock purchases 11,051 (808,192) (808,192)
Stock issued under stock purchase plans 41 1,317 (122) 8,928 10,245
Stock issued under stock option plans 394 (91,111) (2,111) 153,522 (19,896) 42,515
Tax benefits of stock options exercised 41,183 41,183
Stock-based compensation 19,824 19,824
Currency translation adjustment (573) (573)
Net income 444,731 444,731
Balance at August 31, 2005 188,002 $103 477 $1 – $— $ — 8,818 $(645,742) — $ — $1,353,650 $(1,138) $ 706,874

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Y E A R  E N D E D  A U G U S T  3 1 , 2 0 0 5 2 0 0 4 2 0 0 3

(In thousands)

Cash flows provided by (used for) operating activities:
Net income $ 444,731 $ 277,774 $ 247,010
Adjustments to reconcile net income to net cash provided 

by operating activities:
Stock-based compensation expense 19,824 123,535
Depreciation and amortization 54,498 43,196 40,305
Amortization of investment premiums 3,586 6,121 5,192
Provision for uncollectible accounts 45,412 26,877 20,746
Deferred income taxes 6,793 (47,287) 2,224
Tax benefits of stock options exercised 41,183 39,590 46,374
Cash received for tenant improvements 1,429 1,818 887
Non-cash early occupancy expense 2,935
Changes in assets and liabilities:

Receivables (100,530) (49,646) (45,192)
Other assets (3,814) (4,664) (3,404)
Accounts payable and accrued liabilities (20,078) 34,122 16,506
Income taxes (2,116) 12,698 (8,816)
Student deposits and deferred revenue 64,022 76,453 66,771
Other liabilities 7,870 4,016 2,685

Net cash provided by operating activities 565,745 544,603 391,288
Cash flows provided by (used for) investing activities:

Net additions to property and equipment (103,790) (74,727) (56,699)
Purchase of land and buildings related to future Online expansion (33,003)
Proceeds from sale-leaseback of Online buildings 31,278
Purchase of marketable securities (124,235) (900,706) (1,100,709)
Maturities of marketable securities 452,123 1,087,452 798,906
Purchase of auction-rate securities—restricted (350,774) (232,095) (187,360)
Maturities of auction-rate securities—restricted 309,531 195,248 139,996
Purchase of other assets (3,657) (3,081) (2,198)

Net cash provided by (used for) investing activities 179,198 70,366 (408,064)
Cash flows provided by (used for) financing activities:

Purchase of Apollo Education Group Class A common stock (808,192) (443,500) (6,185)
Issuance of Apollo Education Group Class A common stock 52,760 36,183 31,649
Purchase of University of Phoenix Online common stock (117,996) (6,613)
Issuance of University of Phoenix Online common stock 14,871 16,124
Payments on long-term debt (4,600)

Net cash provided by (used for) financing activities (755,432) (510,442) 30,375
Currency translation loss (573) (241) (427)
Net increase (decrease) in cash and cash equivalents (11,062) 104,286 13,172
Cash and cash equivalents at beginning of year 156,669 52,383 39,211
Cash and cash equivalents at end of year $ 145,607 $ 156,669 $ 52,383
Supplemental disclosure of cash flow information
Cash paid during the year for:

Income taxes $ 239,327 $ 173,715 $ 115,067
Supplemental disclosure of non-cash investing activities

Deferred gain on sale-leaseback $ 12,967
Tenant improvement allowances $ 16,429 $ 19,372 $ 7,554
Purchases of property and equipment

included in accounts payable $ 2,352 $ 7,415

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

NOTES TO CONSOLIDATED F INANCIAL  STATEMENTS

Note 1. Nature of Operations

Apollo Group, Inc. (“Apollo” or the “Company”), through its wholly-owned subsidiaries, The University
of Phoenix, Inc. (“University of Phoenix”), Institute for Professional Development (“IPD”), The College
for Financial Planning Institutes Corporation (the “College”), and Western International University, Inc.
(“WIU”), has been providing higher education to working adults for almost 30 years.

University of Phoenix is a regionally accredited, private institution of higher education offering
associates, bachelors, masters, and doctoral degree programs in business, criminal justice, education,
health care, human services, information technology, management, and nursing. University of Phoenix
has 63 local campuses and 112 learning centers located in 34 states, Puerto Rico, Alberta, and
British Columbia. University of Phoenix also offers its educational programs worldwide through its
computerized educational delivery system. University of Phoenix is accredited by The Higher Learning
Commission (“HLC”) and is a member of the North Central Association of Colleges and Schools.

IPD provides program development and management services under long-term contracts to 23
regionally accredited private colleges and universities at 23 campuses and 39 learning centers 
in 25 states.

The College, located near Denver, Colorado, provides financial planning education programs, as well as
regionally accredited graduate degree programs in financial planning, financial analysis, and finance.

WIU is accredited by HLC, and currently offers undergraduate and graduate degree programs at local
campuses in Arizona and through joint ventures in China and India. Axia College of Western International
University offers associate degrees in business, criminal justice, general studies, health administration,
and information technology worldwide through its computerized educational delivery system.

The Company’s fiscal year is from September 1 to August 31. Unless otherwise stated, references 
to the years 2005, 2004, and 2003 relate to the fiscal years ended August 31, 2005, 2004, and
2003, respectively.

Recombination of Tracking Stock

On March 24, 2000, our Board of Directors authorized the issuance of a new class of stock called
University of Phoenix Online common stock, to reflect the separate performance of University of
Phoenix Online, a campus within University of Phoenix. Our other businesses and our retained interest
in University of Phoenix Online were subsequently referred to as “Apollo Education Group.” On October
3, 2000, an offering of 5,750,000 shares of University of Phoenix Online common stock was
completed at a price of $14.00 per share.

Apollo Group, Inc.’s Articles of Incorporation (“Articles”) gave us the right, at any time, to convert
shares of University of Phoenix Online common stock to shares of Apollo Education Group Class A
common stock. On August 6, 2004, our Board of Directors authorized the conversion of each share 
of University of Phoenix Online common stock to shares of Apollo Education Group Class A common
stock effective August 27, 2004. In accordance with the terms of the Articles, each outstanding 
share of University of Phoenix Online common stock was converted into 1.11527 shares of Apollo
Education Group Class A common stock as of August 27, 2004. The conversion ratio was based 
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upon the relative market values of Apollo Education Group Class A common stock and University of
Phoenix Online common stock averaged over the 20 trading days (July 9, 2004 through August 5,
2004) ending 5 trading days prior to August 12, 2004, the announcement date, and included a 10%
premium on the value of University of Phoenix Online common stock, all as required by the terms of
the Articles. The conversion resulted in the issuance of approximately 16.6 million new shares of
Apollo Education Group Class A common stock. In addition, each unexercised option to purchase
University of Phoenix Online common stock at August 27, 2004, was converted to 1.0766 options to
purchase Apollo Education Group Class A common stock. The conversion ratio was based upon the
relative market values of Apollo Education Group Class A common stock and University of Phoenix
Online common stock at the close of the market on August 12, 2004, prior to the announcement. As
a result of the conversion of University of Phoenix Online common stock to Apollo Education Group
Class A common stock, Apollo Group, Inc. no longer reports separate financial statements for
University of Phoenix Online.

The conversion of University of Phoenix Online common stock required us to adjust net income
attributable to Apollo Education Group common stock and University of Phoenix Online common
stock by the premium paid to convert outstanding shares of University of Phoenix Online common
stock to Apollo Education Group Class A common stock and to record a stock-based compensation
charge related to the conversion of University of Phoenix Online stock options into Apollo Education
Group Class A stock options.

As required by Statement of Financial Accounting Standards No. 128 Earnings per Share, the
Company reduced income attributable to Apollo Education Group common stock in the fourth quarter
of 2004 by $114.2 million related to the non-cash 10% premium paid to redeem the University of
Phoenix Online common stock, as this premium is considered a benefit that constitutes an additional
contractual return to University of Phoenix Online shareholders. The amount of the reduction to income
attributable to Apollo Education Group common stock was calculated based on the number of
University of Phoenix Online common stock shares outstanding and converted on August 27, 2004.
This non-cash premium is included on the Consolidated Statements of Changes in Shareholders’
Equity and in the reconciliation of income attributable to Apollo Education Group common stock 
on the Consolidated Statements of Income as stock dividends paid.

As required by Emerging Issues Task Force No. 00-23, Issues Related to the Accounting for Stock
Compensation under Accounting Principles Board (“APB”) Opinion No. 25 and Financial Accounting
Standards Board (“FASB”) Interpretation No. 44, the Company recognized approximately $123.5
million of the pre-tax stock-based compensation expense in the fourth quarter of 2004 and an
additional $19.8 million in the fourth quarter of 2005 as additional options vested. The Company
expects to recognize an additional $2 million as the options vest through 2007.

Note 2. Significant Accounting Policies 

Principles of consolidation

The consolidated financial statements include the accounts of Apollo and its wholly-owned subsidiaries.
All significant intercompany transactions and balances have been eliminated in consolidation.

Cash and cash equivalents

The Company considers all highly liquid investments purchased with an original maturity of three
months or less to be cash equivalents.

Auction-rate securities

Auction-rate securities are securities with an underlying component of a long-term debt or an equity
instrument. Auction-rate securities trade or mature on a shorter term than the underlying instrument
based on an auction bid that resets the interest rate of the security. The auction or reset dates occur
at intervals that are generally between 7 and 90 days of the purchase. These securities provide 
a higher interest rate than similar securities and provide high liquidity to otherwise longer term
investments. Prior to the second quarter of 2005, the Company had classified its auction-rate
securities as held-to-maturity and as cash equivalents, restricted cash, short-term marketable
securities, or long-term marketable securities based on the period from the purchase date to the first
reset date. Beginning in the second quarter of 2005, the Company began classifying auction-rate
securities that had previously been classified as cash equivalents and restricted cash as short-term
marketable securities because the underlying instruments have maturity dates exceeding three
months. Additionally, the Company began classifying these securities as available-for-sale as the
securities are not held to the maturity date of the underlying security. The Company also revised 
the presentation of the Consolidated Statements of Cash Flows to reflect the gross purchases and
sales of these securities as investing activities for the auction-rate securities previously classified 
as cash equivalents and restricted cash. Prior periods have been reclassified to provide consistent
presentation. This revision in classification had no impact on the total assets, current assets, or net
income of the Company.

Restricted cash

The U.S. Department of Education requires that Title IV Program funds collected in advance of student
billings be kept in a separate cash or cash equivalent account until the students are billed for that
portion of their program. In addition, all Title IV Program funds received by the Company through
electronic funds transfer are subject to certain holding period restrictions. These funds generally
remain in these separate accounts for an average of 60 to 75 days from date of receipt. Restricted
cash is excluded from cash and cash equivalents in the Consolidated Statements of Cash Flows until
the cash is transferred from these restricted accounts to the Company’s operating accounts. The
Company’s restricted cash is invested primarily in municipal bonds and U.S. government-sponsored
enterprises with maturities of 90 days or less. In addition, until the end of the second quarter of
2005, the Company’s restricted cash was also invested in auction-rate securities with auction or reset
dates of between 7 and 90 days of the purchase. The auction-rate securities that would have been
included in restricted cash at August 31, 2004, are instead included in auction-rate securities—
restricted. In 2005 the Company also concluded that it was appropriate to reflect gross purchases
and sales of these securities as investing activities in the Consolidated Statements of Cash Flows
rather than reflecting the net change in restricted cash as an operating activity. Prior periods have
been reclassified to provide consistent presentation. This revision in classification had no impact on
the total assets, current assets, or net income of the Company. This revision along with the auction-
rate securities revision discussed above had the effect of increasing net cash provided by operating
activities by $36.8 million in 2004 and $47.4 million in 2003.
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Investments

Investments in marketable securities, such as municipal bonds and U.S. government-sponsored
enterprises, are stated at amortized cost, which approximates fair value. It is the Company’s intention
to hold its marketable securities, other than auction-rate securities, until maturity. Investments in
other long-term investments are carried at cost and are included in other assets in the Consolidated
Balance Sheets.

Property and equipment

Property and equipment is recorded at cost less accumulated depreciation. The Company capitalizes
the cost of software used for internal operations once technological feasibility of the software has
been demonstrated. Such costs consist primarily of custom-developed and packaged software and
the direct labor costs of internally developed software. Depreciation is provided on all furniture,
equipment, and related software using the straight-line method over the estimated useful lives of 
the related assets which range from three to seven years. Leasehold improvements are amortized
using the straight-line method over the shorter of the lease term or the estimated useful lives 
of the related assets. Maintenance and repairs are expensed as incurred.

Revenues, receivables, and related liabilities

Approximately 93.2%, 94.1%, and 95.0% of the Company’s tuition and other net revenues during 
the years ended August 31, 2005, 2004, and 2003, respectively, consist of tuition revenues. Tuition
revenue is recognized on a weekly basis, pro rata over the period of instruction. Tuition and other 
net revenues also include rEsource® fees, application fees, commissions from the sale of education-
related products, other student fees, and other income. Tuition and other net revenues vary from period
to period based on several factors that include: 1) the aggregate number of students attending
classes; 2) the number of classes held during the period; and 3) the weighted average tuition 
price per credit hour (weighted by program and location). University of Phoenix tuition revenues
represented approximately 89.4%, 95.2%, and 94.2% of consolidated tuition revenues during 
the years ended August 31, 2005, 2004, and 2003, respectively. IPD tuition revenues consist 
of the contractual share of tuition revenues from students enrolled in related programs at its client
institutions. IPD’s contracts with its respective client institutions generally have terms of five to ten
years with provisions for renewal.

The Company’s educational programs range in length from one-day seminars to degree programs
lasting up to four years. Students in the Company’s degree programs generally enroll in a program of
study that encompasses a series of five to nine-week courses that are taken consecutively over the
length of the program. Students are billed on a course-by-course basis when the student first attends
a session, resulting in the recording of a receivable from the student and deferred tuition revenue in
the amount of the billing. The related revenue for each course, including that portion of tuition revenues
to which the Company is entitled under the terms of its revenue-sharing contracts with IPD client
institutions, is recognized on a pro rata basis over the period of instruction for each course. Fees for
rEsource®, University of Phoenix’s online delivery method for course materials, are also recognized on
a pro rata basis over the period of instruction. Application fee revenue and related costs are deferred
and recognized on a pro rata basis over the period of the program. Seminars, continuing education

programs, and many of the College’s non-degree programs are usually billed in one installment with
the related revenue also recognized on a pro rata basis over the period of instruction.

Accounts receivable are reduced by an allowance for amounts that may become uncollectible in 
the future. Estimates are used in determining the allowance for doubtful accounts and are based 
on the Company’s historical collection experience, current trends, and a percentage of the Company’s
accounts receivable by aging category. In determining these percentages, the Company looks at
historical write-offs of its receivables. A significant change in the aging of the Company’s accounts
receivable balances would have an effect on the allowance for doubtful accounts balance. The
Company’s accounts receivable are written-off once the account is deemed to be uncollectible. This
typically occurs once it has exhausted all efforts to collect the account which includes collection
attempts by company employees and outside collection agencies.

Tuition and other revenues are shown net of discounts relating to a variety of promotional programs.
Such discounts totaled $107.6 million (4.6% of gross revenues), $62.3 million (3.3% of gross
revenues), and $38.9 million (2.8% of gross revenues) in 2005, 2004, and 2003, respectively.

Many of the Company’s students participate in government-sponsored financial aid programs under
Title IV of the Higher Education Act of 1965, as amended. These financial aid programs generally
consist of guaranteed student loans and direct grants to students. Guaranteed student loans are
issued to the student by external financial institutions, to whom the student is obligated, and are
non-recourse to the Company.

Student deposits consist of payments made in advance of billings. As the student is billed, the
student deposit is applied against the resulting student receivable.

Cost in excess of fair value of assets purchased

The Company’s cost in excess of fair value of assets purchased (i.e. goodwill) relates primarily to the
acquisitions of the College and WIU. Intangible assets, including cost in excess of fair value of assets
purchased, are reviewed for impairment on an annual basis or whenever events or circumstances
indicate that the estimated fair value is less than the related carrying value. The carrying value of cost
in excess of fair value of assets purchased is assessed for any permanent impairment by evaluating
the operating performance and using valuation techniques such as future discounted cash flows of
the underlying businesses. In assessing the recoverability of the Company’s goodwill and other intangibles
the Company must make assumptions regarding estimated future cash flows and other factors to
determine the fair value of the respective assets. If these estimates or their related assumptions
change in the future, the Company may be required to record non-cash impairment charges for these
assets not previously recorded. The Company has selected August 31 as the date on which it will
perform its annual goodwill impairment test. The Company performed its annual impairment test 
as of August 31, 2005, and concluded that no impairment charge was required.

Fair value of financial instruments

The carrying amount reported in the Consolidated Balance Sheets for cash and cash equivalents,
restricted cash, auction-rate securities—restricted, marketable securities, accounts receivable,
accounts payable, accrued liabilities, and student deposits and deferred revenue approximate fair
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value because of the short-term nature of these financial instruments. The carrying value of the
receivable from related party reasonably approximates its fair value as the stated interest rate
approximates current market interest rates.

Earnings per share

For the year ended August 31, 2003, and the period between September 1, 2003 and August 27, 2004,
the Company presented basic and diluted earnings per share for Apollo Education Group common
stock and University of Phoenix Online common stock using the two-class method. The two-class
method is an earnings allocation formula that determines the earnings per share for Apollo Education
Group common stock and University of Phoenix Online common stock according to participation
rights in undistributed earnings.

Basic earnings per share for Apollo Education Group common stock for these periods was calculated
by dividing Apollo Education Group earnings (including its retained interest in University of Phoenix
Online earnings) by the weighted average number of shares of Apollo Education Group Class A and
Class B common stock outstanding. Diluted earnings per share was calculated similarly, except that 
it included the dilutive effect of the assumed exercise of options issuable under Apollo Group, Inc.
incentive plans, exclusive of options granted with respect to University of Phoenix Online common stock.

Basic earnings per share for University of Phoenix Online common stock for these periods was
calculated by dividing University of Phoenix Online earnings (excluding Apollo Education Group’s
retained interest in University of Phoenix Online earnings) by the weighted average number of shares
of University of Phoenix Online common stock outstanding. Diluted earnings per share was calculated
similarly, except that it included the dilutive effect of the assumed exercise of options with respect 
to University of Phoenix Online common stock.

Beginning on August 28, 2004, including the year ended August 31, 2005, the financial results of the
Apollo Education Group common stock reflect the consolidated operations of the Apollo Group, Inc.
Basic earnings per share is calculated using the weighted average number of Apollo Education Group
Class A and Class B common shares outstanding during the period. Diluted income per share is
calculated similarly except that it includes the dilutive effect of the assumed exercise of options
issuable under Apollo Group, Inc. incentive plans.

Both basic and diluted weighted average shares have been retroactively restated for stock splits
effected in the form of stock dividends. The amount of any tax benefit to be credited to additional
paid-in capital related to the exercise of options is included when applying the treasury stock 
method to stock options in the computation of earnings per share.

Leases 

The Company currently leases almost all of its administrative and educational facilities under
operating lease agreements. Most lease agreements contain tenant improvement allowances, rent
holidays, and/or rent escalation clauses. In instances where one or more of these items are included
in a lease agreement, the Company records a deferred rent liability on the Consolidated Balance

Sheets and amortizes the items on a straight-line basis over the term of the lease as additions to
rent expense. Lease terms generally range from five to ten years with one to two renewal options for
extended terms. Management expects that as these leases expire, they will be renewed or replaced
by other leases in the normal course of business. For leases with renewal options, the Company
records rent expense and amortizes the leasehold improvements on a straight-line basis over the
initial non-cancelable lease term (in instances where the lease term is shorter than the economic life
of the asset) as the Company does not believe that the renewal of the option is reasonably assured.
The Company is also required to make additional payments under operating lease terms for taxes,
insurance, and other operating expenses incurred during the operating lease period. We also lease
space from time to time on a shortterm basis in order to provide specific courses or programs.

On February 7, 2005, the Office of the Chief Accountant of the Securities and Exchange Commission
issued a letter to the American Institute of Certified Public Accountants expressing its views regarding
certain operating lease accounting issues and their application under generally accepted accounting
principles in the United States of America (“GAAP”). In light of this letter, the Company initiated a
review of its lease-related accounting and determined that its previous method of accounting for
leasehold improvements funded by landlord incentives or allowances under operating leases (“tenant
improvement allowances”) was not in accordance with GAAP. The Company has historically accounted
for tenant improvement allowances as reductions to the related leasehold improvement asset on the
Consolidated Balance Sheets and capital expenditures in investing activities on the Consolidated
Statements of Cash Flows. Management determined that the appropriate interpretation of FASB
Technical Bulletin No. 88-1, “Issues Relating to Accounting for Leases,” requires these allowances 
to be recorded as a leasehold improvement asset and deferred rent liability on the Consolidated
Balance Sheets and as both an investing activity (addition to property and equipment) and a
component of operating activities on the Consolidated Statements of Cash Flows. In the second
quarter of 2005, the Company recorded additional leasehold improvements and deferred rent in its
Consolidated Balance Sheets to reflect the unamortized portion of tenant improvement allowances
and deferred rent liabilities for existing leases. The Company also revised the presentation of the
Consolidated Statements of Cash Flows to reflect cash reimbursements received for tenant
improvement allowances during the periods presented as additions to property and equipment and
an increase in operating activities. These changes had no material effect on prior period operations
and, thus, did not require a restatement of the Consolidated Statements of Income and the
Consolidated Statements of Cash Flows. As of August 31, 2005, the Company has unamortized
tenant improvement allowances of $49.1 million.

Rental deposits are provided for lease agreements that specify payments in advance or scheduled
rent decreases over the lease term.

Selling and promotional costs

Selling and promotional costs consist primarily of compensation for enrollment advisors and
corporate marketing, advertising costs, production of marketing materials, and other costs related to
selling and promotional functions. The Company expenses selling and promotional costs as incurred.
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Start-up costs

Costs related to the start-up of new campuses and learning centers are expensed as incurred.

Stock-based compensation

The Company has four stock-based employee compensation plans, which are described more fully 
in Note 9. The Company applies the recognition and measurement principles of APB Opinion No. 25,
Accounting for Stock Issued to Employees, and related interpretations in accounting for those plans.
Stock-based employee compensation expense is not reflected in the Consolidated Statements of
Income as all options granted under those plans had an exercise price equal to the market value of
the underlying common stock on the date of grant. The effect on net income and earnings per share
if the Company had applied the fair value recognition provisions of Statement of Financial Accounting
Standards No. 123, Accounting for Stock-Based Compensation (“SFAS 123”), to stock-based
employee compensation is as follows, in thousands, except per share amounts:

Y E A R  E N D E D  A U G U S T  3 1 , 2 0 0 5 2 0 0 4 2 0 0 3

Apollo Education Group
Net income, as reported $ 444,731 $ 137,800 $ 231,702
Add: Stock-based compensation included in

determination of net income, net of related tax effects 11,936 74,379
Deduct: Total stock-based employee compensation

expense determined under fair value method for all
awards, net of related tax effects (29,340) (91,405) (14,130)

Pro forma net income $ 427,327 $ 120,774 $ 217,572
Earnings per share:

Basic—as reported $ 2.43 $ 0.78 $ 1.32
Basic—pro forma $ 2.34 $ 0.69 $ 1.24
Diluted—as reported $ 2.39 $ 0.77 $ 1.30
Diluted—pro forma $ 2.30 $ 0.67 $ 1.22

T H E  P E R I O D  F R O M  
S E P T E M B E R  1 , 2 0 0 3 Y E A R  E N D E D

T O  A U G U S T  2 7 , A U G U S T  3 1 ,
2 0 0 4 1 2 0 0 3

University of Phoenix Online
Net income, as reported $ 139,974 $ 15,308
Deduct: Total stock-based employee compensation

expense determined under fair value method for all
awards, net of related tax effects (568) (514)

Pro forma net income $ 139,406 $ 14,794
Earnings per share:

Basic—as reported $ 8.85 $ 1.01
Basic—pro forma $ 8.81 $ 0.98
Diluted—as reported $ 8.19 $ 0.93
Diluted—pro forma $ 8.16 $ 0.89

1 The University of Phoenix Online common stock was converted to Apollo Education Group Class A common stock effective August 27, 2004.

The effects of applying SFAS 123 in the above pro forma disclosures are not necessarily indicative 
of future amounts. The fair value of each option grant was estimated on the date of grant using 
the Black-Scholes method with the following weighted-average assumptions for grants for Apollo
Education Group:

Y E A R  E N D E D  A U G U S T  3 1 , 2 0 0 5 2 0 0 4 2 0 0 3

Apollo Education Group
Dividend yield 0.0% 0.0% 0.0%
Expected volatility 32.2% 32.4% 43.8%
Risk-free interest rate 3.4% 3.3% 3.2%
Expected lives (in years) 3.2 3.6 3.1
Weighted average fair value of options granted $ 20.38 $ 18.88 $ 13.92

The fair value of each option grant was estimated on the date of grant using the Black-Scholes
method with the following weighted-average assumptions for grants for University of Phoenix Online:

T H E  P E R I O D  F R O M  
S E P T E M B E R  1 , 2 0 0 3 Y E A R  E N D E D

T O  A U G U S T  2 7 , A U G U S T  3 1 ,
2 0 0 4 1 2 0 0 3

University of Phoenix Online
Dividend yield 0.0% 0.0%
Expected volatility 40.0% 56.0%
Risk-free interest rate 3.3% 3.2%
Expected lives (in years) 3.4 2.7
Weighted average fair value of options granted $ 20.79 $ 11.29

1 The University of Phoenix Online common stock was converted to Apollo Education Group Class A common stock effective August 27, 2004.

Use of estimates

The preparation of financial statements in accordance with GAAP requires management to make
estimates and assumptions that affect the reported amount of assets and liabilities at the date of the
financial statements and the reported amount of revenues and expenses during the reporting period.
Actual results could differ from these estimates.

Recent accounting pronouncements

In March 2004, the FASB issued Emerging Issues Task Force Issue No. 03-1, The Meaning of Other-
Than-Temporary Impairment and Its Application to Certain Investments (“EITF 03-1”). EITF 03-1
includes new guidance for evaluating and recording impairment losses on debt and equity investments,
as well as new disclosure requirements for investments that are deemed to be temporarily impaired.
In September 2004, the FASB issued Staff Position EITF No. 03-1-1, which delays the effective date
until additional guidance is issued for the application of the recognition and measurement provisions
of EITF 03-1 to investments in securities that are impaired. The Company does not believe that the
adoption of EITF 03-1 will have a material impact on its financial condition or results of operations.
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In December 2004, the FASB issued Statement of Financial Accounting Standards No. 123(R),
Share-Based Payment (“SFAS 123(R)”), which requires the measurement and recognition of
compensation expense for all stock-based compensation payments and supersedes our current
accounting under APB Opinion No. 25. SFAS 123(R) is effective for all annual periods beginning after
June 15, 2005. In March 2005, the Securities and Exchange Commission issued Staff Accounting
Bulletin No. 107 (“SAB 107”) relating to the adoption of SFAS 123(R).

The Company adopted SFAS 123(R) in the first quarter of 2006 and will continue to evaluate the
impact of SFAS 123(R) on its operating results and financial condition. The pro forma information 
in Note 2 presents the estimated compensation charges under Statement of Financial Accounting
Standards No. 123, “Accounting for Stock-Based Compensation.” As a result of the provisions of SFAS
123(R) and SAB 107, the Company expects the compensation charges under SFAS 123(R) to reduce
diluted income per share by approximately $0.10 per share for fiscal 2006. However, the Company’s
assessment of the estimated compensation charges is affected by its stock price as well as assumptions
regarding a number of complex and subjective variables and the related tax impact. These variables
include, but are not limited to, the volatility of its stock price and employee stock option exercise
behaviors. The Company will recognize compensation cost for stock-based awards issued after 
August 31, 2005, on a straight-line basis over the requisite service period for the entire award.

In December 2004, the FASB issued Statement of Financial Accounting Standards No. 153, Exchanges
of Nonmonetary Assets, an amendment of Accounting Principles Board Opinion No. 29, Accounting for
Nonmonetary Transactions (“SFAS 153”). SFAS 153 requires that exchanges of nonmonetary assets
are to be measured based on fair value and eliminates the exception for exchanges of nonmonetary,
similar productive assets, and adds an exemption for nonmonetary exchanges that do not have
commercial substance. The Company adopted SFAS 153 on September 1, 2005. The adoption of
SFAS 153 is expected to have no material impact on its financial condition or results of operations.

In May 2005, the FASB issued Statement of Financial Accounting Standard No. 154, Accounting
Changes and Error Corrections - a replacement of APB Opinion No. 20 and FASB Statement No. 3
(“SFAS 154”). SFAS 154 requires retrospective application to prior periods’ financial statements of
changes in accounting principle, unless it is impracticable to determine either the period-specific
effects or the cumulative effect of the change. SFAS 154 also requires that retrospective application
of a change in accounting principle be limited to the direct effects of the change. Indirect effects 
of a change in accounting principle, such as a change in nondiscretionary profit-sharing payments
resulting from an accounting change, should be recognized in the period of the accounting change.
SFAS 154 also requires that a change in depreciation, amortization, or depletion method for long-
lived, nonfinancial assets be accounted for as a change in accounting estimate effected by a change
in accounting principle. SFAS 154 is effective for accounting changes and corrections of errors made
in fiscal years beginning after December 15, 2005. Early adoption is permitted for accounting changes
and corrections of errors made in fiscal years beginning after the date this Statement is issued.
The Company plans to adopt SFAS 154 beginning in the first quarter of fiscal 2007.

NOTE 3. BALANCE SHEET COMPONENTS

Marketable securities consist of the following, in thousands: 

A U G U S T  3 1 , 2 0 0 5 2 0 0 4

E S T I M A T E D A M O R T I Z E D E S T I M A T E D A M O R T I Z E D
T Y P E M A R K E T  V A L U E C O S T M A R K E T  V A L U E C O S T

Classified as current:
Municipal bonds $ 120,822 $ 121,310 $ 186,383 $ 186,380
U.S. government-sponsored enterprises 38,135 38,449
Auction rate preferred stock 57,421 57,445 142,225 142,224
Corporate obligations 6,862 6,908 7,610 7,589

Total current marketable securities 223,240 224,112 336,218 336,193
Classified as noncurrent:

Municipal bonds due in 1-5 years 41,932 42,384 180,887 180,731
U.S. government-sponsored enterprises 46,199 47,994 96,523 97,452
Auction rate preferred stock 25,300 25,300
Corporate obligations 6,086 6,972 13,294 13,260

Total noncurrent marketable securities 94,217 97,350 316,004 316,743
Total marketable securities $ 317,457 $ 321,462 $ 652,222 $ 652,396

Receivables consist of the following, in thousands: 

A U G U S T  3 1 , 2 0 0 5 2 0 0 4

Trade receivables $ 220,753 $ 153,895
Interest receivable 2,666 4,231

223,419 158,126
Less allowance for doubtful accounts (21,804) (11,629)

Total receivables, net $ 201,615 146,497

Bad debt expense was $45.4 million, $26.9 million, and $20.7 million for 2005, 2004, and 2003,
respectively. Write-offs, net of recoveries, were $35.2 million, $26.1 million, and $17.4 million for
2005, 2004, and 2003, respectively.

Property and equipment consist of the following, in thousands: 

A U G U S T  3 1 , 2 0 0 5 2 0 0 4

Furniture and equipment $ 277,471 $ 229,221
Software 78,136 60,801
Leasehold improvements 99,847 61,068
Tenant improvement allowances 85,871 72,075
Land and buildings 15,113 14,798

556,438 437,963
Less accumulated depreciation and amortization (287,777) (225,758)

Property and equipment, net $ 268,661 $ 212,205

Depreciation and amortization expense was $66.1 million, $53.2 million, and $47.7 million for
2005, 2004, and 2003, respectively.
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Accrued liabilities consist of the following, in thousands: 

A U G U S T  3 1 , 2 0 0 5 2 0 0 4

Salaries, wages, and benefits $ 23,441 $ 29,841
Accrued advertising 15,631 15,560
Other accrued liabilities 22,243 24,080

Total accrued liabilities $ 61,315 $ 69,481

Student deposits and current portion of deferred revenue consist of the following, in thousands:

A U G U S T  3 1 , 2 0 0 5 2 0 0 4

Student deposits $ 249,696 $ 211,861
Current portion of deferred tuition revenue 131,900 101,992
Application fee revenue 6,314 9,479

Total student deposits and current portion of deferred revenue $ 387,910 $ 323,332

NOTE 4. RELATED PARTY TRANSACTIONS

In August 1998, the Company together with Hughes Network Systems and Hermes Onetouch, LLC
(“Hermes”) formed Interactive Distance Learning, Inc. (“IDL”), a new corporation, to acquire One Touch
Systems, a leading provider of interactive distance learning solutions. The Company contributed $10.7
million in October 1999 and $1.2 million in December 1999, in exchange for a 19% interest in the
newly formed corporation. The Company accounted for its investment in IDL under the cost method.
Hermes is currently owned by Dr. John G. Sperling, the founder and a director of the Company.

On December 14, 2001, Hermes acquired the Company’s investment in IDL in exchange for a
promissory note in the principal amount of $11.9 million, which represented the related carrying
value and approximated the related fair value as of that date. The promissory note accrues interest 
at an annual rate of six percent and is due at the earlier of December 14, 2021 or nine months 
after Dr. Sperling’s death. The promissory note is included in other assets in the Consolidated
Balance Sheets as of August 31, 2005 and 2004. The carrying value of this receivable reasonably
approximates its fair value as the stated interest rate approximates current market interest rates.

Effective July 15, 1999, the Company entered into contracts with Apollo International, Inc. to provide
educational products and services in certain locations outside of the United States, Canada, and
Puerto Rico. Dr. John G. Sperling is a director of Apollo International, Inc. Shares of Apollo International,
Inc. stock are beneficially owned by the Company (2.6% for which we have paid $999,989) and 
by an investment entity controlled by Dr. John G. Sperling (30%). The first educational offering under
these agreements commenced in the Netherlands in September 1999. During the years ended
August 31, 2005, 2004, and 2003, the Company received no revenue from Apollo International, Inc.
for services rendered in connection with these contracts. Effective October 1, 2005, the Company 
has taken over operations at the Netherlands campus from Apollo International, Inc.

Effective September 2002, WIU entered into an agreement with Apollo International, Inc. that allows
for WIU’s educational offerings to be made available in India. Apollo International, Inc. manages the
relationship with the entities in India that are offering the WIU programs while WIU maintains the
educational content of the programs. WIU received revenue of $89,000, $37,000, and $8,000 during
the years ended August 31, 2005, 2004, and 2003, respectively, for services rendered in connection
with this agreement.

Effective June 1, 1999, the Company entered into an agreement with Governmental Advocates, Inc. to
provide consulting services to the Company with respect to matters concerning legislation, regulations,
public policy, electoral politics, and any other topics of concern to it relating to state government in
the state of California. Hedy Govenar, one of the Company’s directors, is the founder and Chairwoman
of Governmental Advocates, Inc. On June 1, 2005, the Company renewed this agreement for an
additional one year. Pursuant to the agreement, the Company paid consulting fees to Governmental
Advocates, Inc. of $120,000 in 2005, 2004, and 2003.

The Company on occasion leases an airplane from Yo Pegasus, LLC, an entity controlled by Dr. John
G. Sperling. Payments to this entity during the years ended August 31, 2005, 2004, and 2003, were
$421,000, $573,000, and $225,000, respectively.

NOTE 5. LONG-TERM LIABILIT IES

Long-term liabilities consist of the following, in thousands: 

A U G U S T  3 1 , 2 0 0 5 2 0 0 4

Deferred compensation discounted at 7.5% $ 1,413 $ 1,351
Deferred rent and other lease rebates 79,803 63,190
Deferred gain on sale-leasebacks and other contracts 13,757 17,060
Other long-term liabilities 1,653 267

Total long-term liabilities 96,626 81,868
Less current portion (18,878) (14,218)

Total long-term liabilities, net $ 77,748 $ 67,650

The undiscounted deferred compensation liability was $1.6 million at August 31, 2005 and 2004,
and relates to the deferred compensation agreement between the Company and Dr. John G. Sperling
executed in December 1993. The discount rate for this agreement was determined based on the
estimated long-term rate of return on high-quality fixed income investments with cash flows similar 
to the agreement.
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NOTE 6. INCOME TAXES

The related components of the income tax provision are as follows, in thousands:

Y E A R  E N D E D  A U G U S T  3 1 , 2 0 0 5 2 0 0 4 2 0 0 3

Current:
Federal $ 231,720 $ 188,740 $ 128,793
State and other 46,598 37,261 23,777

Total current 278,318 226,001 152,570
Deferred:

Federal 5,949 (41,612) 1,883
State and other 844 (5,675) 341

Total deferred 6,793 (47,287) 2,224
Total provision for income taxes $ 285,111 $ 178,714 $ 154,794

The income tax provision differs from the tax that would result from application of the statutory 
U.S. federal income tax rate as follows:

Y E A R  E N D E D  A U G U S T  3 1 , 2 0 0 5 2 0 0 4 2 0 0 3

Statutory U.S. federal income tax rate 35.0% 35.0% 35.0%
State income taxes, net of federal benefit 4.5 4.4 5.0
Other, net (0.4) (0.2) (1.5)

Effective income tax rate 39.1% 39.2% 38.5%

Deferred tax assets and liabilities consist of the following, in thousands:

A U G U S T  3 1 , 2 0 0 5 2 0 0 4

Gross deferred tax assets:
Allowance for doubtful accounts $ 8,839 $ 4,805
Deferred tuition revenue 882 379
Reserves 1,873 4,083
Stock-based compensation 39,139 49,157
Sale-leaseback 4,545 5,074
Deferred tenant improvement allowances 19,514 17,571
Other 6,143 6,305

Total gross deferred tax assets 80,935 87,374
Gross deferred tax liabilities:
Amortization of cost in excess of fair value of assets purchased 6,876 6,134
Depreciation of fixed assets 21,480 21,713
Other 1,832 1,987

Total gross deferred tax liabilities 30,188 29,834
Net deferred tax assets $ 50,747 $ 57,540

The conversion of University of Phoenix Online stock options into Apollo Education Group Class A stock
options resulted in non-cash stock-based compensation charges of $19.8 million and $123.5 million
in 2005 and 2004, respectively. This deferred compensation is not currently deductible for income
tax purposes. Therefore, a deferred tax asset was established based on the value of the vested, but
unexercised options existing at August 31, 2004. During 2005, the net decrease in the deferred tax
asset was $10.0 million, as a result of some of these options being exercised during the year offset

by the additional stock-based compensation charge during the year. The remaining deferred tax asset
will be realized over subsequent periods as the remaining options are exercised.

Net deferred tax assets are reflected in the accompanying Consolidated Balance Sheets as follows,
in thousands:

A U G U S T  3 1 , 2 0 0 5 2 0 0 4

Current deferred tax assets, net $ 14,991 $ 10,020
Noncurrent deferred tax assets, net 35,756 47,520

Net deferred tax assets $ 50,747 $ 57,540

In light of the Company’s history of profitable operations, management has concluded that it is more
likely than not that the Company will ultimately realize the full benefit of its deferred tax assets related
to future deductible items. Accordingly, the Company believes that a valuation allowance is not
required for its net deferred tax assets.

NOTE 7. COMMON STOCK

The Board of Directors of Apollo has previously authorized a program allocating up to $1.55 billion 
in Company funds to repurchase shares of Apollo Education Group Class A common stock and, during
the period it was outstanding, University of Phoenix Online common stock. While it was outstanding,
the Company repurchased approximately 2,025,000 shares of University of Phoenix Online common
stock at a total cost of $132.0 million. As of August 31, 2005, the Company had repurchased
approximately 26,983,000 shares of Apollo Education Group Class A common stock at a total cost
of approximately $1.4 billion, including 141,000 shares at a cost of $6.2 million in 2003, 5.7 million
shares at a cost of $443.5 million in 2004, and 11.1 million shares at a cost of $808.2 million in
2005. On October 7, 2005, the Board of Directors authorized a program allocating up to an additional
$300 million of our funds to repurchase shares of Apollo Education Group Class A common stock.
An additional 3,751,000 shares of Apollo Education Group Class A common stock were repurchased
between September 1, 2005 and October 31, 2005 at a cost of approximately $231.0 million.

As of August 31, 2005, 1,899,000 shares of our treasury stock have been used to secure
receivables between Apollo and two of its subsidiaries.

NOTE 8. EARNINGS PER SHARE

Earnings attributable to different classes of the Company’s common stock are as follows, in thousands:

Y E A R  E N D E D  A U G U S T  3 1 , 2 0 0 5 2 0 0 4 2 0 0 3

Apollo Education Group $ 444,731 $ 137,800 $ 231,702
University of Phoenix Online 139,974 15,308
Net income $ 444,731 $ 277,774 $ 247,010

For the years ended August 31, 2004 and 2003, the earnings attributable to University of Phoenix
Online common stock represent the portion of the earnings of University of Phoenix Online attributed
to the shares of University of Phoenix Online common stock outstanding excluding Apollo Education
Group’s retained interest in University of Phoenix Online.
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A reconciliation of the basic and diluted earnings per share computations for Apollo Education Group Class A and Class B common stock is as follows, in thousands, except per share amounts:

2 0 0 5 2 0 0 4 2 0 0 3

W E I G H T E D  P E R  W E I G H T E D  P E R  W E I G H T E D  P E R  
A V E R A G E  S H A R E  A V E R A G E  S H A R E  A V E R A G E  S H A R E

Y E A R  E N D E D  A U G U S T  3 1 , I N C O M E S H A R E S A M O U N T I N C O M E S H A R E S A M O U N T I N C O M E S H A R E S A M O U N T

Basic income per share $ 444,731 182,928 $ 2.43 $ 137,800 176,175 $ 0.78 $ 231,702 174,985 $ 1.32
Effect of dilutive securities:

Stock options 3,087 2,722 2,652
Diluted income per share $ 444,731 186,015 $ 2.39 $ 137,800 178,897 $ 0.77 $ 231,702 177,637 $ 1.30

Basic earnings per share for Apollo Education Group common stock for the years ended August 31, 2005, 2004, and 2003, were computed by dividing Apollo Education Group earnings (including its retained
interest in University of Phoenix Online earnings in 2004 and 2003) by the weighted average number of Apollo Education Group common stock shares outstanding during the respective periods. Diluted earnings
per share were calculated similarly, except that the dilutive effect of the assumed exercise of options issued under Apollo Group, Inc. incentive plans, exclusive of options granted and shares issued with
respect to University of Phoenix Online common stock, is included.

Weighted average common shares outstanding, assuming dilution, includes the incremental effect of shares that would be issued upon the assumed exercise of stock options. For the year ended August 31, 2005,
approximately 97,000 of the Company’s stock options outstanding were excluded from the calculation of diluted earnings per share because the exercise prices of the stock options were greater than or equal
to the average share price for the quarter, and, therefore, their inclusion would have been anti-dilutive. These options could be dilutive in the future if the average share price increases and is greater than the
exercise price of these options. For the years ended August 31, 2004 and 2003, all stock options were included in the calculation as the exercise price of all stock options was less than the average share
price for the quarter.

A reconciliation of the basic and diluted earnings per share computations for University of Phoenix Online common stock is as follows, in thousands, except per share amounts:

T H E  P E R I O D  F R O M  Y E A R  E N D E D  A U G U S T  3 1 ,
S E P T E M B E R  1, 2 0 0 3  T O A U G U S T  2 7, 2 0 0 4 2 0 0 3

W E I G H T E D  P E R  W E I G H T E D  P E R  
A V E R A G E  S H A R E  A V E R A G E  S H A R E

I N C O M E S H A R E S A M O U N T I N C O M E S H A R E S A M O U N T

Basic income per share $139,974 15,825 $ 8.85 $15,308 15,154 $ 1.01
Effect of dilutive securities:

Stock options 1,256 1,364
Diluted income per share $139,974 17,081 $ 8.19 $15,308 16,518 $ 0.93

Basic earnings per share of University of Phoenix Online common stock for the period from September 1, 2003, to August 27, 2004, and the year ended August 31, 2003, were computed by dividing
University of Phoenix Online earnings (excluding Apollo Education Group’s retained interest in University of Phoenix Online earnings) by the number of shares of University of Phoenix Online common stock
outstanding during the respective periods. Diluted earnings per share were calculated similarly, except that the dilutive effect of the assumed exercise of options issued under Apollo Group, Inc. incentive
plans with respect to University of Phoenix Online common stock, is included.
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NOTE 9. EMPLOYEE AND DIRECTOR BENEFIT  PLANS

The Company provides various health, welfare, and disability benefits to its full-time, salaried
employees which are funded primarily by Company contributions. The Company does not provide
post-employment or post-retirement health care and life insurance benefits to its employees.

401(k) plan

The Company sponsors a 401(k) plan for its employees which provides for salary reduction
contributions by qualifying employees. Participant contributions are subject to certain restrictions 
as set forth in the Internal Revenue Code. Upon completion of one year of service and 1,000 
hours worked, the Company matches 30% of the eligible participant’s contributions up to 15% 
of the participant’s gross compensation per paycheck. The Company’s matching contributions 
totaled $4.6 million, $4.0 million, and $3.2 million for 2005, 2004, and 2003, respectively.

Stock-based compensation plans

The Company has four stock-based compensation plans: the Apollo Group, Inc. Second Amended
and Restated Director Stock Plan (“Director Stock Plan”), the Apollo Group, Inc. Long-Term Incentive
Plan (“LTIP”), the Apollo Group, Inc. Amended and Restated 2000 Stock Incentive Plan (“2000
Incentive Plan”), and the Apollo Group, Inc. Second Amended and Restated 1994 Employee Stock
Purchase Plan (“Purchase Plan”).

The Director Stock Plan provided for an annual grant to the Company’s non-employee directors of options
to purchase shares of the Company’s Apollo Education Group Class A common stock on September 1
of each year through 2003. No additional options are available for issuance under this plan.

Under the LTIP, the Company could grant non-qualified stock options, incentive stock options, stock
appreciation rights, and other stock-based awards in the Company’s Apollo Education Group Class A
common stock to certain officers, key employees, or directors of the Company. Many of the options
granted under the LTIP vested 25% per year. The vesting could be accelerated for individual
employees if certain operational goals were met.

Under the 2000 Incentive Plan, the Company may grant non-qualified stock options, incentive stock
options, stock appreciation rights, and other stock-based awards in the Company’s Apollo Education
Group Class A common stock to certain officers, key employees, or directors of the Company. Prior 
to the conversion of University of Phoenix Online common stock to Apollo Education Group Class A
common stock the Company had the ability to also grant non-qualified stock options, incentive stock
options, stock appreciation rights, and other stock-based awards for University of Phoenix Online
common stock. Any unexercised University of Phoenix Online common stock options outstanding at
August 27, 2004, were converted to options to purchase Apollo Education Group Class A common
stock. Many of the options granted under the 2000 Incentive Plan vest over a four-year period. The
vesting may be accelerated for individual employees if certain operational goals are met.

The Purchase Plan allowed for the Company’s employees to purchase shares of the Company’s Apollo
Education Group Class A common stock and, during the period it was outstanding, University of
Phoenix Online common stock, at quarterly intervals through periodic payroll deductions. The purchase
price per share during 2005, 2004, and 2003, in general, was 85% of the lower of 1) the fair market
value (as defined in the Purchase Plan) on the enrollment date into the respective quarterly offering
period or 2) the fair market value on the purchase date. Effective October 1, 2005, the Purchase Plan
was amended and restated. The Apollo Group, Inc. Third Amended and Restated 1994 Employee Stock
Purchase Plan allows the Company’s employees to purchase shares of Apollo Education Group Class
A common stock at a price per share equal to 95% of the fair market value on the purchase date.

A summary of the activity related to stock options to purchase Apollo Education Group Class A
common stock granted under the Director Stock Plan, the LTIP, and the 2000 Incentive Plan is as
follows, in thousands, except per share amounts:

W E I G H T E D
A V E R A G E

D I R E C T O R 2 0 0 0 E X E R C I S E
S T O C K  I N C E N T I V E  P R I C E  P E R  

L T I P P L A N P L A N T O T A L S H A R E  

Outstanding at August 31, 2002 4,160 378 2,993 7,531 $ 14.383
Granted 121 1,510 1,631 42.558
Exercised (1,235) (197) (674) (2,106) 13.355
Canceled (48) (20) (237) (305) 25.356
Outstanding at August 31, 2003 2,877 282 3,592 6,751 21.015
Granted 81 3,042 3,123 67.435
Exercised (364) (104) (832) (1,300) 24.417
Cancelled (28) (96) (124) 30.929
Converted from University of Phoenix

Online common stock 52 2,829 2,881 20.413
Outstanding at August 31, 2004 2,485 311 8,535 11,331 33.158
Granted 145 145 77.679
Exercised (1,069) (45) (1,391) (2,505) 16.969
Canceled (52) (207) (259) 46.241
Outstanding at August 31, 2005 1,364 266 7,082 8,712 38.167
Exercisable at August 31, 2005 1,150 266 5,722 7,138
Available for issuance at 

August 31, 2005 899 3,838 4,737

As part of the Company’s conversion of University of Phoenix Online common stock to Apollo Education
Group Class A common stock, each unexercised option to purchase University of Phoenix Online
common stock at August 27, 2004, was converted to 1.0766 options to purchase Apollo Education
Group Class A common stock. The conversion ratio was based upon the relative market values of
Apollo Education Group Class A common stock and University of Phoenix Online common stock at
the close of the market on August 12, 2004, prior to the announcement. The issuance of these
shares is shown in the table above as Converted from University of Phoenix Online common stock.
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A summary of the activity related to stock options to purchase University of Phoenix Online common
stock granted under the Director Stock Plan and the 2000 Incentive Plan is as follows, in thousands,
except per share amounts:

W E I G H T E D
A V E R A G E

D I R E C T O R 2 0 0 0 E X E R C I S E
S T O C K  I N C E N T I V E  P R I C E  P E R  
P L A N P L A N T O T A L S H A R E  

Outstanding at August 31, 2002 91 3,790 3,881 $ 9.714 
Granted 504 504 30.897 
Exercised (9) (1,425) (1,434) 8.763 
Canceled (78) (78) 15.813 
Outstanding at August 31, 2003 82 2,791 2,873 13.736
Granted 485 485 64.800 
Exercised (34) (578) (612) 16.926 
Canceled (70) (70) 24.771
Converted to Apollo Education Group common stock (48) (2,628) (2,676) 21.976
Outstanding at August 27, 2004 — — — 

The following table summarizes information about the stock options to purchase Apollo Education
Group Class A common stock at August 31, 2005:

O P T I O N S  O U T S T A N D I N G O P T I O N S  E X E R C I S A B L E  

W E I G H T E D W E I G H T E D W E I G H T E D  
A V E R A G E A V E R A G E A V E R A G E  

C O N T R A C T U A L E X E R C I S E E X E R C I S E  
N U M B E R Y E A R S P R I C E N U M B E R P R I C E  

R A N G E  O F  E X E R C I S E  P R I C E S  O U T S T A N D I N G  R E M A I N I N G  P E R  S H A R E  E X E R C I S A B L E  P E R  S H A R E  

(In thousands) (In thousands) 

$3.348 to $11.389 2,297 4.30 $ 8.433 2,139 $ 8.548 
$11.630 to $28.424 1,907 5.90 $ 20.325 1,849 $ 20.467 
$29.327 to $60.900 2,472 7.62 $ 51.951 2,181 $ 48.049 
$61.800 to $71.230 1,854 8.68 $ 70.686 854 $ 67.697 
$72.000 to $91.000 182 5.17 $ 80.672 115 $ 83.776  _ _ _ _ _ _ _  _ _ _ _ _ _
$3.348 to $91.000 8,712 6.54 $ 38.167 7,138 $ 28.062 _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _

NOTE 10. COMMITMENTS AND CONTINGENCIES

The Company is obligated under facility and equipment leases that are classified as operating leases.
The following is a schedule of future minimum lease commitments as of August 31, 2005, in thousands:

O P E R A T I N G  L E A S E S  F A C I L I T I E S  E Q U I P M E N T

2006 $ 121,630 $ 1,233 
2007 119,131 810 
2008 110,099 271 
2009 98,075
2010 81,955 
Thereafter 135,059 

$665,949 $ 2,314 

Facility and equipment rent expense totaled $131.7 million, $108.4 million, and $93.1 million for
2005, 2004, and 2003, respectively.

On approximately October 12, 2004, a class action complaint was filed in the United States District
Court for the District of Arizona, captioned Sekuk Global Enterprises et. al. v. Apollo Group, Inc. et. al.,
Case No. CV 04-2147 PHX NVW. A second class action complaint making similar allegations was
filed on or about October 18, 2004, in the United States District Court for the District of Arizona,
captioned Christopher Carmona et. al. v. Apollo Group, Inc. et. al., Case No. CV 04-2204 PHX EHC.
A third class action complaint making similar allegations was filed on or about October 28, 2004,
in the United States District Court for the District of Arizona, captioned Jack B. McBride et. al. v. Apollo
Group, Inc. et. al., Case No. CV 04-2334 PHX LOA. The Court consolidated the three pending class
action complaints and a consolidated class action complaint was filed on May 16, 2005 by the Lead
Plaintiff. Lead Plaintiff purports to represent a class of the Company’s shareholders who acquired their
shares between February 27, 2004, and September 14, 2004, and seeks certification as a class and
monetary damages in unspecified amounts. Lead Plaintiff alleges violations of Sections 10(b) and
20(a) of the Securities Exchange Act of 1934, and Rule 10b-5 promulgated under the Exchange Act,
by the Company for their issuance of allegedly materially false and misleading statements in
connection with their failure to publicly disclose the contents of the U.S. Department of Education’s
program review report. A motion to dismiss the consolidated class action complaint was filed on June
15, 2005, on behalf of Apollo Group, Inc. and the individual named defendants. The Court denied the
motion to dismiss on October 18, 2005. While the outcomes of these legal proceedings are
uncertain, management does not expect a material adverse effect on the Company’s business,
financial position, results of operations, or cash flows to result from these actions.

On August 29, 2003, the Company was notified that a qui tam action had been filed against it on
March 7, 2003, in the United States District Court for the Eastern District of California by two current
employees on behalf of themselves and the federal government. When the Government declines 
to intervene in a qui tam action, as it has done in this case, the relators may elect to pursue the
litigation on behalf of the Government and, if they are successful, receive a portion of the federal
government’s recovery. The qui tam action alleges, among other things, violations of the False Claims
Act 31 U.S.C. § 3729(a)(1) and (2), by University of Phoenix for submission of a knowingly false 
or fraudulent claim for payment or approval, and knowingly false records or statements to get a false
or fraudulent claim paid or approved in connection with federal student aid programs, and asserts
that University of Phoenix improperly compensates its employees. On or about October 20, 2003,
a motion to dismiss the action was filed and was subsequently granted with leave to amend the
complaint. Subsequently, a second amended complaint was filed on or about March 3, 2004. A
motion to dismiss this amended complaint was filed on or about March 22, 2004, and the case 
was subsequently dismissed with prejudice. On June 11, 2004, an appeal was filed with the United
States Ninth Circuit Court of Appeals. While the outcome of this legal proceeding is uncertain,
management does not expect a material adverse effect on the Company’s business, financial
position, results of operations, or cash flows to result from this action.
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On approximately September 26, 2003, a class action complaint was filed in the Superior Court of the
State of California for the County of Orange, captioned Bryan Sanders et. al. v. University of Phoenix, Inc.
et. al., Case No. 03CC00430. Plaintiff, a former academic advisor with University of Phoenix,
filed this class action on behalf of himself and current and former academic advisors employed 
by the Company in the State of California and seeks certification as a class, monetary damages in
unspecified amounts, and injunctive relief. Plaintiff alleges that during his employment, he and other
academic advisors worked in excess of 8 hours per day or 40 hours per week, and contends that the
Company failed to pay overtime. On June 6, 2005, the court granted plaintiffs’ motion to remove
Bryan Sanders as the named plaintiff and replace him with Deryl Clark and Romero Ontiveros.
Plaintiff’s counsel has advised defendants and the court that Mr. Ontiveros no longer intends to serve
as a named plaintiff. Five status conferences have occurred and the parties are now in the process 
of discovery. The court has granted defendants’ motion to transfer venue to the Superior Court of the
State of California for the County of Solano. Plaintiff’s previously filed motion to certify the class now
will be decided by the Solano County Superior Court. While the outcome of this legal proceeding 
is uncertain, management does not expect a material adverse effect on the Company’s business,
financial position, results of operations, or cash flows to result from this action.

The Company is subject to legal proceedings, claims, and litigation arising in the ordinary course 
of business. While the outcome of these matters is uncertain, management does not expect that 
the ultimate costs to resolve these matters will have a material adverse effect on its consolidated
financial position, results of operations, or cash flows.

An unsecured letter of credit for Western International University, in the amount of $492,500, expiring
in March 2006, is outstanding.

NOTE 11. SEGMENT REPORTING 

The Company operates exclusively in the educational industry providing higher education to working
adults. The Company’s operations are aggregated into two reportable operating segments: the
University of Phoenix segment and the Other Schools segment. Both segments are comprised of
educational operations conducted in similar markets and produce similar economic results. The
Company’s operations are also subject to a similar regulatory environment, which includes licensing
and accreditation. The Other Schools segment includes its other subsidiaries; Institute for
Professional Development, Western International University, and the College for Financial Planning,
which are not material to the Company’s overall results.

The Company’s reportable segments have been determined based on the method by which
management evaluates performance and allocates resources. Management evaluates performance
based on subsidiary profit. This measure of profit includes charges allocating all corporate support
costs to each segment, as part of a general allocation, but, excludes interest income and certain
revenue and unallocated corporate charges. The revenue and corporate charges which are not
allocated to individual segments are included in the Corporate segment.

The accounting policies of each segment are consistent with those described in the summary of
significant accounting policies in Note 2. Transactions between segments, which are not significant,
are consummated on a basis intended to reflect the market value of the underlying services and are
eliminated upon consolidation.

Our principal operations are located in the United States, and our results of operations and long-lived
assets in geographic regions outside of the United States are not significant. During the years ended
August 31, 2005, 2004, and 2003, no individual customer accounted for more than 10% of our
consolidated revenues.

Summary financial information by reportable segment is as follows, in thousands:

Y E A R  E N D E D  A U G U S T  3 1 , 2 0 0 5 2 0 0 4 2 0 0 3

Tuition and other, net
University of Phoenix $2,013,693 $1,697,381 $1,251,405
Other Schools 235,972 96,982 87,005
Corporate 1,807 4,060 1,107

Total tuition and other, net $2,251,472 $1,798,423 $1,339,517

Income from operations:
University of Phoenix $ 651,736 $ 492,985 $ 372,228
Other Schools 64,129 16,809 15,758
Corporate (3,016) (71,569) (727)

712,849 438,225 387,259
Reconciling items:

Interest income and other, net 16,993 18,263 14,545
Income before income taxes $ 729,842 $ 456,488 $ 401,804

Y E A R  E N D E D  A U G U S T  3 1 , 2 0 0 5 2 0 0 4 2 0 0 3

Depreciation and Amortization:
University of Phoenix $ 35,130 $ 30,489 $ 28,132
Other Schools 4,686 2,955 3,130
Corporate 14,682 9,752 9,043

$ 54,498 $ 43,196 $ 40,305
Capital Expenditures:

University of Phoenix $ 62,980 $ 77,382 $ 34,718
Other Schools 4,211 2,889 1,725
Corporate 36,599 27,459 20,256

$ 103,790 $ 107,730 $ 56,699
Assets:

University of Phoenix $ 887,912 $ 792,853
Other Schools 159,902 70,467
Corporate 255,131 631,781

$1,302,945 $1,495,101
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Note 12. Quarterly Results of Operations (Unaudited)

The following table sets forth selected unaudited quarterly financial information for each of the Company’s last eight quarters.

2 0 0 5 2 0 0 4

A U G . 3 1 , M A Y  3 1 , F E B . 2 8 , N O V . 3 0 , A U G . 3 1 , M A Y  3 1 , F E B . 2 9 , N O V . 3 0 ,
2 0 0 5  2 0 0 5  2 0 0 5  2 0 0 4 2 0 0 4  2 0 0 4 2 0 0 4  2 0 0 3  

(In thousands, except per share amounts) 

Revenues: 
Tuition and other, net $ 591,842 $ 619,011 $ 505,693 $ 534,926 $ 492,753 $ 496,999 $ 396,862 $ 411,809

Costs and expenses: 
Instructional costs and services 253,459 243,232 221,635 217,417 213,478 196,026 181,104 174,887
Selling and promotional 125,016 118,153 121,016 120,585 110,762 103,287 87,390 81,639
General and administrative 24,276 29,323 23,499 21,188 24,546 22,849 20,087 20,608
Stock-based compensation 19,824 123,535

422,575 390,708 366,150 359,190 472,321 322,162 288,581 277,134
Income from operations 169,267 228,303 139,543 175,736 20,432 174,837 108,281 134,675
Interest income and other, net 4,592 3,984 3,855 4,562 4,646 4,886 4,574 4,157
Income before income taxes 173,859 232,287 143,398 180,298 25,078 179,723 112,855 138,832
Provision for income taxes 67,611 90,449 56,284 70,767 9,414 70,387 44,352 54,561
Net income $ 106,248 $ 141,838 $ 87,114 $ 109,531 $ 15,664 $ 109,336 $ 68,503 $ 84,271

Income (loss) attributed to Apollo Education Group common stock:
Net income $ 106,248 $ 141,838 $ 87,114 $ 109,531 $ 15,664 $ 109,336 $ 68,503 $ 84,271
Stock dividends paid (114,155)
Income attributed to University of Phoenix 

Online common shareholders (6,210) (8,233) (5,459) (5,916)
Income (loss) attributed to Apollo Education 

Group common shareholders $106,248 $ 141,838 $ 87,114 $ 109,531 $(104,701) $ 101,103 $ 63,044 $ 78,355
Income attributed to University of Phoenix Online common stock:
Net income $ 6,210 $ 8,233 $ 5,459 $ 5,916
Stock dividends paid 114,155
Income attributed to University of Phoenix 

Online common shareholders $ 120,365 $ 8,233 $ 5,459 $ 5,916
Earnings (loss) per share attributed to Apollo Education Group common stock: 

Diluted income (loss) per share1 $ 0.58 $ 0.77 $ 0.47 $ 0.58 $ (0.59) $ 0.56 $ 0.35 $ 0.44
Diluted weighted average shares outstanding 2 182,903 184,322 187,007 189,831 178,577 179,360 178,924 178,726

Earnings per share attributed to 
University of Phoenix Online common stock: 

Diluted income per share $ 7.18 $ 0.48 $ 0.32 $ 0.34
Diluted weighted average shares outstanding 16,763 17,226 17,149 17,186

1 The sum of quarterly income per share may not equal annual income per share due to rounding.
2 For the quarters ended August 31, 2005, May 31, 2005, February 28, 2005, and November 30, 2004, approximately 141,000, 109,000, 98,000, and 52,000, respectively, of the Company’s stock options were excluded from the calculation of diluted earnings per share because the
exercise prices of the stock options were greater than or equal to the average share price for the quarter, and, therefore, their inclusion would have been anti-dilutive.
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With more than 300,000 students currently enrolled in degree programs at its four subsidiary institutions, Apollo Group continues to establish its

brand as the world’s largest and most influential educator. While adult learning is the common thread, there is significant diversity among the institutions 

as well as within each institution’s own academic offerings. University of Phoenix,® including its Online campus and FlexNet,® which combines the

classroom and online environments, ranks as the largest regionally accredited private university in the United States. The newly launched Axia CollegeSM

of Western International University® accommodates the academic needs of adults with little or no college experience. For individuals and corporations

seeking financial services education, the College for Financial Planning® offers certification programs, professional designations, and master’s degrees

with the flexibility of Apollo’s academic model. Institute for Professional Development® contracts with 23 regionally accredited private colleges and

universities to assist them in developing adult-oriented academic programs specific to their academic, marketing, and other institutional needs. As of

August 31, 2005, the four Apollo Group institutions comprised 90 campuses and 154 learning centers in 39 states, Puerto Rico, and Canada.

University of Phoenix,® College for Financial Planning,® Institute for Professional Development,® Western International University,®

FlexNet,® and are trademarks or service marks of Apollo Group, Inc. in the United States and/or other countries.

The People Behind the Stories

Hayford Gyampoh has been a faculty member
at University of Phoenix since February 2003.
As the former Chief Information Officer for the
Arizona Department of Education (ADE), he was
responsible for the design, development, and
deployment of technology strategies and policies
for the department. He is currently the Deputy
Associate Superintendent for the Business 
and Finance Division at ADE and is working on 
re-engineering the division’s information 
management processes. Educated in his native
Ghana, West Africa; Germany; and London,
Gyampoh holds a master’s degree in Business
Systems Analysis and Design.

Gary Yaquinto graduated in 2005 from the
University of Phoenix MBA/HCM program with a
4.0 GPA. In February 2005 he was appointed by
Arizona Governor Janet Napolitano to be Director
of the Office of Strategic Planning and Budgeting.
During 18 years of service with the state of
Arizona, Yaquinto has served in a wide variety
of positions, including chief economist at the
attorney general’s office and staff positions with
the House of Representatives and the Arizona
Corporation Commission. He has also held several
positions in the private sector. Yaquinto received
BS and MS degrees in economics from Arizona
State University.

Charlotte Saylors has been the Division Director
of the healthcare programs for the University of
Phoenix Online campus since March 2004. Her
current role at the university began in 1996, but
her history with Apollo Group actually dates back
to 1975 when founder John Sperling started the
Institute for Professional Development from his
home. Saylors holds a bachelor’s degree in English
from San Jose State University, a master’s degree
in management from University of Redlands,
and an MBA in global management from
University of Phoenix.

Hoang Tran became a Financial Counselor in
the University of Phoenix Online healthcare
division in February 2004. He earned his AAS
degree in Multimedia and Web Design from The
Art Institute of Phoenix in 2002 and is currently
working toward his BSIT/VC degree at the
University of Phoenix Online.

Bethany Friedl joined Apollo Group as an
Academic Counselor at the University of Phoenix
Online campus in July 2005. A recipient of
undergraduate degrees in both communications
and psychology from the University of Arizona
in May 2005, Friedl is working toward a Master
of Business Administration with a Specialization
in Marketing as an online student.

Bill Phillips has been an Enrollment Advisor for
University of Phoenix Online campus nursing and
healthcare division for three years. He earned his
MBA degree from University of Phoenix in spring
2002 while he was working in the managed
care industry. Prior to attending University of
Phoenix, Phillips earned his BS degree in sociology
from California State University—Northridge in 1993.

Laura Bonds-Johnson, RN BSN is an Ambulatory
Medical Clinic Manager at Kaiser Permanente
in northern California. With the goal of increasing
her knowledge base in finance and strategic
decision-making, she enrolled in the University
of Phoenix Online master’s degree program in
health administration in October 2004. She
currently is halfway through her degree and 
has a 3.5 GPA.

Michael DePalo, Riverpoint Data Center Manager,
joined Apollo Group in November 2004 and
brought valuable experience to the construction
project. During 16 years in the information
technology field, he has built and managed
data centers and operations centers as well
as managing a variety of infrastructure projects.
DePalo’s areas of expertise include the Unix
operating system and network equipment.

Kathy J. Claypatch, Director, Online IT Operations
at University of Phoenix Online campus, has
worked at Apollo Group since 2002. Her business
background includes 17 years in management
and 11 years in information technology, during
which time she has conducted hardware research
and development, built a data center, and earned
certifications in Cisco and Checkpoint firewalls.
Claypatch was recently selected as one of
Computerworld’s Premier 100 IT Leaders for 2006.

Melissa Jim was one of the first students at
Axia College of Western International University.
She graduated in 2002 from Salt River High
School in Scottsdale, Ariz., where she was 
valedictorian of her class. One of the first people
in her family to attend college, Jim plans a
career in the hospitality industry.

Nick Baken graduated from Peoria, Arizona’s
Sunrise Mountain High School in 2001. After
beginning his degree at Axia College of Western
International University in November, Baken made
the transition to the University of Phoenix
Bachelor of Science in Business/Management
with an anticipated graduation in 2006. He is
currently managing supervisor of the account
development/executive account department for
iPowerWeb in Phoenix.



A P O L L O  G R O U P , I N C .  2 0 0 5  A N N U A L  R E P O R TApollo Group, Inc. 4615 East Elwood Street, Phoenix, Arizona 85040   1.800.990.APOL www.apollogrp.edu 

A
P

O
L

L
O

 G
R

O
U

P
,

IN
C

.
2

0
0

5
 A

N
N

U
A

L
 R

E
P

O
R

T




