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T H E R E C O G N I Z E D L E A D E R

I N A D U L T E D U C A T I O N

In the field of higher education for working adults, Apollo Group 

is a recognized leader and innovator. Apollo Group, Inc. operates

through its subsidiaries, The University of Phoenix, Inc; Institute 

for Professional Development; The College for Financial Planning

Institutes Corporation; and Western International University, Inc.

The consolidated enrollment in its educational programs makes

Apollo Group the largest private provider of higher education in

the United States. We offer educational programs and services 

at 176 campuses and learning centers in 37 states; Puerto Rico;

and Vancouver, British Columbia. Combined degree enrollment

was 157,800 students as of August 31, 2002.IMPORTANT NOTICE: 
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VIVIAN PHILLIPS

PRESIDENT/CEO, PEOPLE IN MOTION, INC.

HOST, THE VIVIAN PHILLIPS SHOW

MOTIVATIONAL SPEAKER

BACHELOR OF SCIENCE IN BUSINESS/MANAGEMENT (1997)
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“It was a chance encounter of strangers in a

shopping mall that gave me the opportunity 

to complete my degree. As a result of that

meeting, a generous couple paid for my 

education. They asked only that I use it to

make a difference.

University of Phoenix offered an accelerated

program that complemented my busy work

schedule. The reality-based education showed me

the systems behind managing people, using

critical thinking skills and how to communicate

more effectively. Most importantly, it gave me

professional leverage.

With degree in hand I created a company 

that will help build a better world. We offer 

a popular website for people to make a 

difference. I also host a successful TV show

and work as a motivational speaker. Attending

University of Phoenix was one of the smartest

decisions of my life." 
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DR. DAVID WISE

OWNER, ACRES COMMERCIAL

REAL ESTATE

MASTERS OF BUSINESS

ADMINISTRATION (1999)

DOCTOR OF MANAGEMENT

IN ORGANIZATIONAL

LEADERSHIP (2002)
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“When I looked for a doctorate degree in 

management, most universities only offered

programs requiring full-time attendance.

Knowing that I needed greater flexibility, I turned

to University of Phoenix. They offered a first rate

education in a convenient format.

Typically, the individuals I serve in my industry

are high level executives running major 

corporations. They seem to appreciate the added

level of expertise that comes with a doctorate.

My education enhanced my ability to give my

clients greater success. The doctoral program

taught me what it means to be a leader.

Leaders make contributions, they have vision,

and they meet the missions of their company

and their clients. My overreaching goal is to

take my experience and education and make

a profound impact on my industry.

If you’re looking for a doctorate based in theory,

look to some other school. If you’re looking 

for a doctorate that is 100 percent applicable

to the real world, University of Phoenix is your

best choice.”
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Plans for 2003 include expansion into

several new states.

With each new campus, University of

Phoenix brings thousands of working

adults closer to their college degrees, and

closer to achieving their goals.

At the same time, the University’s FlexNet

delivery format provides another option for

working adults to earn their degrees. The

FlexNet format combines the face-to-face

interaction of a classroom 

with the convenience of online learning.

With FlexNet, students attend their first

and last classes of each course on-cam-

pus; all other study is completed via the

Internet at the times and places that fit

student’s schedules.

FlexNet is particularly appealing to stu-

dents who want the 

classroom experience, but find it difficult

to attend an on-site class every week. The

format is ideal for students who travel fre-

quently, have scheduling conflicts, or live

far away from a campus. With FlexNet, stu-

dents can strengthen their inter-personal

and presentation skills in

the classroom, while at the same time

improving their effectiveness via the

Internet. It’s the best of both worlds.

FlexNet currently enrolls more than 2,100

students at over half of our campuses. The

demand for this program is rapidly

expanding. At its current rate of growth,

FlexNet is projected to enroll more than

5,000 students by the end of fiscal year

2003.

Improving efficiency.

Last year, Apollo Group introduced a new

delivery method for course materials,

called rEsource. With rEsource, course

materials are created digitally and deliv-

ered via the Internet. In this way,

students get instant online access to their

course materials—

digitized textbooks, syllabi, relevant articles
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REASONABLE COMPLETION TIME

SMALL CLASS SIZE

CONVENIENT CLASS TIME

IMMEDIATE USE OF SKILLS

CONVENIENT LOCATION

Undergraduate StudentsUndergraduate Students

WHY STUDENTS CHOOSE 

UNIVERSITY OF PHOENIX

The University’s Academic Quality Management 
System surveys students to learn why they 
chose University of Phoenix. The top five reasons 
are as follows:
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S E L E C T E D  C O N S O L I DAT E D  F I NA N C I A L  I N F O R M AT I O N  O F  A P O L L O  G R O U P, I N C .

The following selected consolidated financial and operating data of Apollo Group, Inc. 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 of Apollo Group, Inc.” The statement of operations data for the years ended August 31, 2002,
2001, and 2000 and the balance sheet data as of August 31, 2002 and 2001 were derived from 
the audited consolidated financial statements of Apollo Group, Inc. Diluted net 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 2 2 0 0 1  2 0 0 0 1 9 9 9 1 9 9 8

(In thousands, except per share amounts) 

Statement of Operations Data: 
Revenues: 

Tuition and other, net $1,009,455 $769,474 $ 609,997 $ 498,846 $ 384,877
Costs and expenses: 

Instructional costs and services 498,454 410,084 352,874 287,582 223,525
Selling and promotional 198,889 150,311 96,491 79,143 57,458
General and administrative 58,260 48,076 46,555 39,368 33,708

755,603 608,471 495,920 406,093 314,691
Income from operations 253,852 161,003 114,077 92,753 70,186
Interest income, net 12,072 14,106 6,228 5,229 6,086
Income before income taxes 265,924 175,109 120,305 97,982 76,272
Provision for income taxes 104,774 67,292 49,114 38,977 29,975
Net income $ 161,150 $107,817 $ 71,191 $ 59,005 $ 46,297
Net income attributed to:

Apollo Education Group 
common stock $ 153,161 $104,513 $ 71,191 $ 59,005 $ 46,297

University of Phoenix Online 
common stock $ 7,989 $ 3,304 

Earnings per share attributed to: 
Apollo Education Group 

common stock: 
Diluted net income per share $ 0.87 $ 0.60 $ 0.41 $ 0.33 $ 0.26 
Diluted weighted average 

shares outstanding 175,697 174,001 172,447 177,387 177,949 
University of Phoenix Online 

common stock: 
Diluted net income per share $ 0.53 $ 0.24
Diluted weighted average 

shares outstanding 15,098 13,657 

A U G U S T  3 1 , 2 0 0 2 2 0 0 1  2 0 0 0 1 9 9 9 1 9 9 8

(Dollars in thousands)

Balance Sheet Data: 
Cash, cash equivalents,

and restricted cash $395,489 $ 203,829 $ 95,593 $ 77,332 $ 75,039 
Marketable securities 293,166 198,105 64,246 39,571 45,467 
Total cash, cash equivalents,

and marketable securities $688,655 $ 401,934 $ 159,839 $ 116,903 $120,506 
Total assets $979,642 $ 680,343 $ 404,790 $ 348,342 $305,160 
Current liabilities $264,314 $ 182,200 $ 131,089 $ 108,787 $ 95,574 
Long-term liabilities 16,335 16,258 12,493 8,435 9,778 
Shareholders’ equity 698,993 481,885 261,208 231,120 199,808 
Total liabilities and 

shareholders’ equity $979,642 $ 680,343 $ 404,790 $ 348,342 $305,160 
Operating Statistics:
Degree enrollments 

at end of year 157,800 124,800 100,900 86,800 71,400 
Number of locations:

Campuses 65 58 54 49 42 
Learning centers 111 102 96 80 71 

Total number of locations 176 160 150 129 113 

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

13

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.



M A NAG E M E N T ’ S  D I S C U S S I O N  A N D  A NA LY S I S  O F  F I NA N C I A L  C O N D I T I O N  A N D

R E S U LT S  O F  O P E R AT I O N S  O F  A P O L L O  G R O U P, I N C .

This Annual Report, including the “Management’s Discussion and Analysis of Financial Condition and
Results of Operations of Apollo Group, Inc.” contains forward-looking statements. The words “believes,”
“expects,” “anticipates,” “estimates,” 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 report include, but are not limited
to, statements such as: 1) we believe that our cash from operations along with our existing cash 
balances will be adequate to fund our capital and operating needs for the next 12 to 18 months; 
2) although we believe that the OIG’s audits of certain IPD client institutions will be resolved without
any material effect on our financial position, results of operations, or cash flows, and without any
material change in IPD’s business strategy, as with any program review or audit, no assurance can be
given as to the final outcome as the matters are not yet resolved; 3) while the outcome of this legal
proceeding is currently not determinable, management does not expect the results of this action to
have a material adverse effect on our business, financial position, results of operations, or cash flows;
4) total purchases of property and equipment for us for the year ended August 31, 2003, are expected
to range from $45.0 to $50.0 million; and 5) we anticipate that seasonal trends in the second and
fourth quarters will continue in the future. These forward-looking statements are based on our esti-
mates, projections, beliefs, and assumptions and speak only as of the date made and are not guar-
antees 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 “Notes to Consolidated
Financial Statements” and “Management’s Discussion and Analysis of Financial Condition and 
Results of Operations of Apollo Group, Inc.” 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: 1) new or revised
interpretations of regulatory requirements; 2) changes in or new interpretations of applicable laws,
rules, and regulations; 3) failure to maintain or renew required regulatory approvals, accreditation, or
state authorizations by University of Phoenix or certain Institute for Professional Development client
institutions; 4) failure to obtain authorizations from states in which University of Phoenix does not 
currently provide degree programs; 5) failure to obtain approval from The Higher Learning Commission
for University of Phoenix to operate in new states; 6) our ability to continue to attract and retain 
students; 7) our ability to successfully defend litigation claims; 8) our ability to protect our intellectual
property and proprietary rights; 9) our ability to recruit and retain key personnel; 10) our ability to
successfully manage general economic conditions, including stock market volatility; and 11) 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 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.

Significant Accounting Policies

Financial Reporting Release No. 60, which was recently released by the Securities and Exchange
Commission, requires all companies to include a discussion of critical accounting policies or methods
used in the preparation of financial statements. Note 2 of the “Notes to Consolidated Financial
Statements” of Apollo Group, Inc. for the fiscal year ended August 31, 2002 included in this Annual Report
includes a summary of the significant accounting policies and methods used in the preparation 
of our Consolidated Financial Statements. The following is a brief discussion of the critical accounting
policies and methods used by us.

Revenues, receivables, and related liabilities  95% of our tuition and other net revenues during 2002
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 commissions from the sale of textbooks and
other education-related products, application fees, 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 93% 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 six 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.
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.
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Accounts receivable are reduced by an allowance for amounts that may become uncollectible in the
future. Estimates are used in determining our allowance for bad debts 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.

Tuition and other revenues are shown net of discounts relating to a variety of promotional programs. Such
discounts totaled $15.2 million, $10.3 million, and $8.7 million in 2002, 2001, and 2000, respectively.

Many of our 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 directly to the student
by external financial institutions, to whom the student is obligated, and are non-recourse to us.

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.

Expenses   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 that 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 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.

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.

Results of Operations

The following table sets forth our consolidated statement of operations data expressed as a percentage
of tuition and other net revenues for the periods indicated:
Y E A R  E N D E D  A U G U S T  3 1 , 2 0 0 2 2 0 0 1  2 0 0 0

Revenues: 
Tuition and other, net 100.0% 100.0% 100.0%

Costs and expenses: 
Instructional costs and services 49.4 53.3 57.8
Selling and promotional 19.7 19.5 15.8 
General and administrative 5.8 6.3 7.7 

74.9 79.1 81.3 
Income from operations 25.1 20.9 18.7 
Interest income, net 1.2 1.9 1.0 
Income before income taxes 26.3 22.8 19.7 
Provision for income taxes 10.3 8.8 8.0 
Net income 16.0% 14.0% 11.7% 

Year Ended August 31, 2002, Compared with the Year Ended August 31, 2001

Tuition and other net revenues increased by 31.2% to $1.0 billion in 2002 from $769.5 million in
2001 primarily due to a 27.7% increase in average full-time equivalent degree student enrollments
and tuition price increases averaging four to six percent (depending on the geographic area and 
program) at University of Phoenix. Most of our University of Phoenix campuses, which include their
respective learning centers, had increases in net revenues and average full-time equivalent degree
student enrollments from 2001 to 2002.
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Tuition and other net revenues for the years ended August 31, 2002 and 2001, consist primarily of
$951.9 million and $707.4 million, respectively, of net tuition revenues from students enrolled in degree
programs and $11.8 million and $14.8 million, respectively, of net tuition revenues from students
enrolled in non-degree programs.

Instructional costs and services increased by 21.5% to $498.5 million in 2002 from $410.1 million 
in 2001 due primarily to direct costs necessary to support the increase in degree student enrollment
partially offset by the $5.1 million reserve taken in 2001 related to audits of certain Institute for
Professional Development client institutions by the U.S. Department of Education Office of the Inspector
General (“OIG”). Direct costs consist primarily of faculty compensation, related staff salaries at each
respective location, classroom lease expenses, and financial aid processing costs. These costs as a
percentage of tuition and other net revenues decreased to 49.4% in 2002 from 53.3% in 2001 due
primarily to greater tuition and other net revenues being spread over the fixed costs related to centralized
student services and the $5.1 million reserve taken in 2001 related to audits of certain Institute for
Professional Development client institutions by the OIG. We may not be able to leverage our recurring
costs to the same extent as we face increased costs related to our expansion into additional markets.

Selling and promotional expenses increased by 32.3% to $198.9 million in 2002 from $150.3 million
in 2001 due primarily to additional advertising and marketing and an increase in enrollment advisors.
These expenses as a percentage of tuition and other net revenues remained relatively constant
increasing to 19.7% in 2002 from 19.5% in 2001.

General and administrative expenses increased by 21.2% to $58.3 million in 2002 from $48.1 million
in 2001 due primarily to increased employee compensation and related expenses. General and
administrative expenses as a percentage of tuition and other net revenues decreased to 5.8% in
2002 from 6.3% in 2001 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.

Net interest income decreased to $12.1 million in 2002 from $14.1 million in 2001, due to reduced
investment yields partially offset by increased investment balances. Interest expense was $450,000 and
$643,000 in 2002 and 2001, respectively.

Our effective income tax rate increased to 39.4% in 2002 from 38.4% in 2001 primarily due to lower
tax-exempt interest income.

Net income increased to $161.2 million in 2002 from $107.8 million in 2001 due primarily to increased
enrollments, increased tuition rates, and improved utilization of instructional costs and services and
general and administrative costs, partially offset by decreased interest income and an increase in our
effective income tax rate.

Year Ended August 31, 2001, Compared with the Year Ended August 31, 2000

Tuition and other net revenues increased by 26.1% to $769.5 million in 2001 from $610.0 million 
in 2000 primarily due to a 18.7% increase in average full-time equivalent degree student enrollments
and tuition price increases averaging four to six percent (depending on the geographic area and 
program) at University of Phoenix. Most of our University of Phoenix campuses, which include their
respective learning centers, had increases in net revenues and average full-time equivalent degree
student enrollments from 2000 to 2001.

Tuition and other net revenues for the years ended August 31, 2001 and 2000, consist primarily 
of $707.4 million and $540.4 million, respectively, of net tuition revenues from students enrolled in
degree programs and $14.8 million and $29.1 million, respectively, of net tuition revenues from 
students enrolled in non-degree programs.

Instructional costs and services increased by 16.2% to $410.1 million in 2001 from $352.9 million
in 2000 due primarily to the direct costs necessary to support the increase in degree student 
enrollments and the $5.1 million charge taken in 2001 related to audits of certain Institute for
Professional Development client institutions by the OIG partially offset by the $6.0 million charge taken
in the third quarter of 2000 related to the University of Phoenix agreement with the U.S. Department
of Education. Direct costs consist primarily of faculty compensation, related staff salaries at each
respective location, classroom lease expenses, and financial aid processing costs. These costs as a
percentage of tuition and other net revenues decreased to 53.3% in 2001 from 57.8% in 2000 due
primarily to greater tuition and other net revenues being spread over the fixed costs related to centralized
student services and the $6.0 million charge recorded in the third quarter of 2000 related to the 
U.S. Department of Education agreement offset in part by the $5.1 million charge taken in 2001 related
to audits of certain Institute for Professional Development client institutions by the OIG. Excluding the 
$5.1 million and $6.0 million charges, instructional costs and services as a percentage of tuition and
other net revenues would have decreased to 52.6% in 2001 from 56.9% in 2000 due to greater net
revenues being spread over a proportionally lower increase in instructional costs and services.

Selling and promotional expenses increased by 55.8% to $150.3 million in 2001 from $96.5 million
in 2000 due primarily to additional advertising and marketing and an increase in enrollment advisors.
These expenses as a percentage of tuition and other net revenues increased to 19.5% in 2001 from
15.8% in 2000 due to increased advertising primarily related to University of Phoenix Online and five
new campuses opened in the previous four quarters.

General and administrative expenses increased by 3.3% to $48.1 million in 2001 from $46.6 million
in 2000 due primarily to increased employee expenses related primarily to information services and 
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depreciation related to the implementation of information support systems. General and administrative
expenses as a percentage of tuition and other net revenues decreased to 6.3% in 2001 from 7.7% in
2000 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.

Net interest income was $14.1 million and $6.2 million in 2001 and 2000, respectively. This increase
was attributable to the increase in cash equivalents and marketable securities between periods primarily
as a result of the reinvestment of cash flows from operations and the University of Phoenix Online
offering. Interest expense was $643,000 and $431,000 in 2001 and 2000, respectively.

Our effective income tax rate decreased to 38.4% in 2001 from 40.8% in 2000. This decrease was due
primarily to higher tax-exempt interest income, as well as a decrease in state income tax expense.

Net income increased to $107.8 million in 2001 from $71.2 million in 2000 due primarily to increased
enrollments, increased tuition rates, improved utilization of instructional costs and services and 
general and administrative costs, and a reduction in our effective income tax rate partially offset by an
increase in selling and promotional expenses.

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 to
February) average full-time equivalent degree 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.

Liquidity and Capital Resources

Net cash provided by operating activities increased to $260.5 million in 2002 from $164.6 million in
2001. The increase resulted primarily from increased net income, increased tax benefits of stock options
exercised, and a larger increase in student deposits and deferred revenue partially offset by a larger
increase in restricted cash.

Capital expenditures decreased to $36.7 million in 2002 from $44.4 million in 2001 primarily due to
a decrease in the purchase of furniture and equipment between periods. In addition, during 2001
University of Phoenix Online incurred costs associated with building an additional facility. Total costs
associated with this facility were $7.6 million. University of Phoenix Online sold this facility upon completion

in August 2001 and is leasing it back under a ten-year lease agreement. Total purchases of property
and equipment for the year ended August 31, 2003, are expected to range from $45.0 to $50.0 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 our business.

At August 31, 2002, we had no outstanding borrowings on our $10.0 million line of credit. Borrowings
under the line of credit bear interest at LIBOR plus .75% or prime at our election. At August 31, 2002,
availability under the line of credit was reduced by an outstanding letter of credit of $8.8 million.
The line of credit is renewable annually, and any amounts borrowed under the line are payable upon
its termination in February 2004.

Our Board of Directors authorized a program allocating up to $150.0 million of our funds to repurchase
shares of Apollo Education Group Class A common stock and University of Phoenix Online common stock.
As of August 31, 2002, we had repurchased approximately 10,118,000 shares of Apollo Education
Group Class A common stock at a total cost of approximately $109.1 million and 390,000 shares of
University of Phoenix Online common stock at a total cost of approximately $7.4 million.

We believe that our cash from operations along with our existing cash balances will be adequate to
fund our capital and operating needs for the next 12 to 18 months.

On March 24, 2000, our Board of Directors authorized the issuance of a new class of stock called
University of Phoenix Online common stock, that is intended to reflect the separate performance of
University of Phoenix Online, a division of University of Phoenix. Our other businesses and our retained
interest in University of Phoenix Online are 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. This stock represented a 10.8% interest in University of Phoenix Online
with Apollo Education Group retaining the remaining 89.2% interest in University of Phoenix Online.
This percentage has decreased to 87.0% at August 31, 2002 due to the issuance of shares related to
the exercise of University of Phoenix Online stock options and the issuance of shares of University of
Phoenix Online common stock as part of the Apollo Group, Inc. Employee Stock Purchase Plan partially
offset by the repurchase of shares of University of Phoenix Online common stock.

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 60-75 days from receipt. As of August 31, 2002, we had approximately
$100.3 million in these separate accounts, which are reflected in the Consolidated Balance Sheet as
restricted cash, to comply with these requirements. These restrictions on cash have not affected our
ability to fund daily operations.
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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, 2002, University of Phoenix’s and Western International University’s composite 
scores were both 3.0. 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.

In January 1998, the OIG began performing an audit of University of Phoenix’s administration of
the Title IV Programs. The team previously presented questions regarding University of Phoenix’s
interpretation of the “12-hour rule,” distance education programs, and institutional refund obliga-
tions. University of Phoenix reached an agreement with the U.S. Department of Education which
acknowledges no admission that there were any issues of non-compliance or errors by University of
Phoenix. To bring this audit to closure and settle all outstanding issues prior to the final OIG report,
which was issued on March 31, 2000, University of Phoenix agreed to modify its physical campus
learning team attendance log to track the sites of learning team meetings and record the hours
attended. This modification has not had a negative impact on either University of Phoenix or its stu-
dents. This modification does not require any change to University of Phoenix Online’s learning team
attendance log. Part of the agreement, dated March 27, 2000, requires University of Phoenix to pay
the U.S. Department of Education $6.0 million as a negotiated settlement in full satisfaction of all
monetary findings arising under the final OIG audit report. This amount was reflected in instructional
costs and services in our third quarter 2000 results. $1.5 million of this amount was paid in 2000 with
the remaining $4.5 million due in 2003.

The OIG is currently auditing the administration of the federal student financial assistance programs in
connection with educational programs provided pursuant to contractual arrangements between Institute
for Professional Development and certain of its client institutions. In audit reports issued to eight
client institutions, the OIG asserted that the client institutions violated the statutory prohibition on the
use of incentive payments for recruiting by paying Institute for Professional Development a percentage of
tuition revenue. The reports further suggest that Institute for Professional Development paid its employees
in a manner that included incentive-based compensation even though Institute for Professional
Development based its compensation plans for recruiters on factors or qualities that were not solely
related to the success in securing enrollments. Additionally, the audit reports question the client 
institutions’ interpretation of the “12-hour rule.” Although both Institute for Professional Development
and the client institutions believe that the matters in question do not relate to student program or
institutional eligibility and, therefore, believe a repayment of federal funds is not appropriate, the OIG
has recommended to the U.S. Department of Education that the client institutions be required to

return to lenders all loan funds disbursed. The institutions, with Institute for Professional Development’s
assistance, will work with the U.S. Department of Education to eliminate or settle the issues raised 
in the audit reports.

During 2001, Institute for Professional Development recorded charges totaling $5.1 million to provide
for its share of the estimated settlement obligation relating to all of its client institutions under audit.
Our calculation of the estimated settlement obligation, which is reflected in instructional costs and
services in the accompanying consolidated statement of operations, was based on information available
to us and our previous experience with respect to such settlements.

Although we believe that the OIG’s audits of certain Institute for Professional Development client 
institutions will be resolved without any material effect on our financial position, results of operations,
or cash flows, and without any material change in Institute for Professional Development’s business
strategy, as with any program review or audit, no assurance can be given as to the final outcome as
the matters are not yet resolved.

On approximately December 19, 2001, a class action complaint was filed in the Superior Court of 
the State of California for the County of Solano, captioned Davis et. al. v. Apollo Group, Inc. et. al.,
Case No. FCS018663. Plaintiffs, one current and two former enrollment advisors with University of
Phoenix, filed this class action on behalf of themselves and current and former enrollment advisors
employed by us in the State of California and seek certification as a class, monetary damages in
unspecified amounts, and injunctive relief. Plaintiffs allege that during their employment, they and
other enrollment advisors worked in excess of 8 hours per day or 40 hours per week, and contend
that we failed to pay overtime. An initial status conference has been held, but no trial date has
been set. While the outcome of this legal proceeding is currently not determinable, management
does not expect the results of this action to have a material adverse effect on our business,
financial position, results of operations, or cash flows.

New Accounting Pronouncements

In June 2001, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial
Accounting Standards No. 143, Accounting for Asset Retirement Obligations (“SFAS No. 143”). Under
this standard, asset retirement obligations will be recognized when incurred at their estimated fair
value. In addition, the cost of the asset retirement obligations will be capitalized as a part of the asset’s
carrying value and depreciated over the asset’s remaining useful life. The adoption of SFAS No. 143 on
September 1, 2002 did not have a material impact on our financial condition or results of operations.

In October 2001, the FASB issued Statement of Financial Accounting Standards No. 144, Accounting
for the Impairment or Disposal of Long-Lived Assets (“SFAS No. 144”). This standard requires that 
all long-lived assets (including discontinued operations) that are to be disposed of by sale be measured 
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at the lower of book value or fair value less cost to sell. Additionally, SFAS No. 144 expands the scope
of discontinued operations to include all components of an entity with operations that can be distinguished
from the rest of the entity and will be eliminated from the ongoing operations of the entity in a disposal
transaction. SFAS No. 144 became effective on September 1, 2002. The implementation of SFAS No. 144
did not have a material effect on our financial condition or results of operations.

In April 2002, the FASB issued Statement of Financial Accounting Standards No. 145, Rescission of
SFAS Nos. 4, 44, and 64, Amendment of SFAS No. 13, and Technical Corrections as of April 2002
(“SFAS No. 145”). This standard rescinds SFAS No. 4, Reporting Gains and Losses from Extinguishment
of Debt, and an amendment of that Statement, SFAS No. 64, Extinguishments of Debt Made to Satisfy
Sinking-Fund Requirements and excludes extraordinary item treatment for gains and losses associated
with the extinguishment of debt that do not meet the Accounting Principles Board Opinion No. 30,
Reporting the Results of Operations—Reporting the Effects of Disposal of a Segment of a Business, and
Extraordinary, Unusual and Infrequently Occurring Events and Transactions (“APB No. 30”) criteria. Any gain
or loss on extinguishment of debt that was classified as an extraordinary item in prior periods presented
that does not meet the criteria in APB No. 30 for classification as an extraordinary item shall be
reclassified. SFAS No. 145 also amends SFAS No. 13, Accounting for Leases as well as other existing
authoritative pronouncements to make various technical corrections, clarify meanings, or describe
their applicability under changed conditions. The adoption of SFAS No. 145 on September 1, 2002
did not have a material impact on our financial condition or results of operations.

In June 2002, the FASB issued Statement of Financial Accounting Standards No. 146, Accounting for
Costs Associated with Exit or Disposal Activities (“SFAS No. 146”). This standard addresses financial
accounting and reporting for costs associated with exit or disposal activities and replaces Emerging Issues
Task Force Issue No. 94-3, Liability Recognition for Certain Employee Termination Benefits and 
Other Costs to Exit an Activity (including Certain Costs Incurred in a Restructuring) (“EITF No. 94-3”).
SFAS No. 146 requires that a liability for costs associated with an exit or disposal activity be recognized
when the liability is incurred. Under EITF No. 94-3, a liability for exit costs as defined in EITF No. 94-3 is
recognized at the date of an entity’s commitment to an exit plan. The provisions of SFAS No. 146 are
effective for exit or disposal activities that are initiated after December 31, 2002.

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 these 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.

R E P O RT  O F  I N D E P E N D E N T  AC C O U N TA N T S

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

In our opinion, the accompanying consolidated balance sheet and the related consolidated statements
of operations, of comprehensive income, of changes in shareholders’ equity and of cash flows present
fairly, in all material respects, the financial position of Apollo Group, Inc. and its subsidiaries at 
August 31, 2002 and 2001, and the results of their operations and their cash flows for each of the
three years in the period ended August 31, 2002, in conformity with accounting principles generally
accepted in the United States of America. These financial statements are the responsibility of Apollo
Group, Inc.’s management; our responsibility is to express an opinion on these financial statements
based on our audits. We conducted our audits of these statements in accordance with auditing 
standards generally accepted in the United States of America, which 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 audits provide a reasonable basis for our opinion.

PricewaterhouseCoopers LLP 
Phoenix, Arizona 
September 30, 2002
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C O N S O L I DAT E D  B A L A N C E  S H E E T

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

(Dollars in thousands) 

Assets: 
Current assets 

Cash and cash equivalents $ 295,237 $ 145,933 
Restricted cash 100,252 57,896 
Marketable securities 214,547 170,866 
Receivables, net 99,282 92,179 
Deferred tax assets, net 7,415 7,822 
Other current assets 13,714 12,355 

Total current assets 730,447 487,051 
Property and equipment, net 104,292 102,624 
Marketable securities 78,619 27,239 
Cost in excess of fair value of assets purchased, net 37,096 37,096 
Deferred tax assets, net 5,062 3,180 
Other assets 24,126 23,153 
Total assets $ 979,642 $ 680,343 

Liabilities and Shareholders’ Equity:
Current liabilities

Current portion of long-term liabilities $ 7,510 $ 408 
Accounts payable 22,478 16,846
Accrued liabilities 39,855 30,524
Income taxes payable 7,974 7,096 
Student deposits and current portion of deferred revenue 186,497 127,326 

Total current liabilities 264,314 182,200 
Deferred tuition revenue, less current portion 827 1,409 
Long-term liabilities, less current portion 15,508 14,849 
Total liabilities 280,649 198,458 
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; 173,221,000 and 171,355,000 issued 
and outstanding at August 31, 2002 and August 31, 2001, respectively 103 103 

Apollo Education Group Class B voting common stock, no par value,
3,000,000 shares authorized; 484,000 issued and outstanding 
at August 31, 2002 and August 31, 2001 1 1 

University of Phoenix Online nonvoting common stock, no par value,
400,000,000 shares authorized; 14,256,000 and 12,596,000 issued 
and outstanding at August 31, 2002 and August 31, 2001, respectively

Additional paid-in capital 227,155 185,424 
Apollo Education Group Class A treasury stock, at cost, 4,162,000 and 

5,789,000 shares at August 31, 2002 and August 31, 2001, respectively (46,029) (60,761)
University of Phoenix Online treasury stock, at cost, 24,000 shares 

at August 31, 2002 (526)
Retained earnings 518,186 357,036 
Accumulated other comprehensive income 103 82 
Total shareholders’ equity 698,993 481,885 
Total liabilities and shareholders’ equity $ 979,642 $ 680,343 

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

C O N S O L I DAT E D  S TAT E M E N T  O F  O P E R AT I O N S

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

(In thousands, except per share amounts)

Revenues: 
Tuition and other, net $1,009,455 $769,474 $ 609,997 

Costs and expenses:
Instructional costs and services 498,454 410,084 352,874 
Selling and promotional 198,889 150,311 96,491 
General and administrative 58,260 48,076 46,555 

755,603 608,471 495,920 
Income from operations 253,852 161,003 114,077 
Interest income, net 12,072 14,106 6,228 
Income before income taxes 265,924 175,109 120,305 
Provision for income taxes 104,774 67,292 49,114 
Net income $ 161,150 $107,817 $ 71,191 

Net income attributed to:
Apollo Education Group common stock $ 153,161 $104,513 $ 71,191 
University of Phoenix Online common stock $ 7,989 $ 3,304 

Earnings per share attributed to:
Apollo Education Group common stock:

Basic net income per share $ 0.89 $ 0.61 $ 0.42 
Diluted net income per share $ 0.87 $ 0.60 $ 0.41 
Basic weighted average shares outstanding 172,859 171,413 170,512 
Diluted weighted average shares outstanding 175,697 174,001 172,447 

University of Phoenix Online common stock: 
Basic net income per share $ 0.60 $ 0.28 
Diluted net income per share $ 0.53 $ 0.24 
Basic weighted average shares outstanding 13,243 11,728
Diluted weighted average shares outstanding 15,098 13,657 

C O N S O L I DAT E D  S TAT E M E N T  O F  C O M P R E H E N S I V E  I N C O M E

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

(In thousands)

Net income $161,150 $107,817 $71,191 
Other comprehensive income, net of income taxes:

Currency translation gain (loss) 21 103 (17)
Unrealized gains on security 8 
Reclassification adjustment for gains included in net income (8)

Comprehensive income $161,171 $107,920 $71,174 

The accompanying notes are an integral part of these consolidated financial statements.
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C O N S O L I DAT E D  S TAT E M E N T  O F  C H A N G E S  I N  S H A R E H O L D E R S ’ E Q U I T Y

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

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

C L A S S  A  N O N V O T I N G C L A S S  B  V O T I N G N O N V O T I N G A D D I T I O N A L C L A S S  A O N L I N E C O M P R E - S H A R E -

S T A T E D S T A T E D S T A T E D P A I D - I N T R E A S U R Y T R E A S U R Y R E T A I N E D H E N S I V E H O L D E R S ’

S H A R E S  V A L U E  S H A R E S  V A L U E  S H A R E S  V A L U E  C A P I T A L  S T O C K  S T O C K E A R N I N G S  I N C O M E  E Q U I T Y  

(In thousands) 

Balance at August 31, 1999 172,413 $ 102 512 $ 1 $ — $ 99,190 $ (46,197) $ — $ 178,028 $ (4) $ 231,120 
Stock issued under stock purchase plan 409 (952) 4,325 3,373 
Stock issued under stock option plans 1,554 1 (8,594) 15,513 6,920 
Tax benefits of stock options exercised 5,615 5,615 
Treasury stock purchases (5,631) (56,994) (56,994)
Currency translation adjustment (17) (17)
Net income 71,191 71,191
Balance at August 31, 2000 168,745 103 512 1 95,259 (83,353) 249,219 (21) 261,208 
Issuance of University of Phoenix Online 

common stock 11,500 72,755 72,755 
Stock issued under stock purchase plans 188 202 2,962 1,987 4,949 
Stock issued under stock option plans 2,099 894 (3,706) 22,198 18,492 
Conversion of Apollo Education Group 

Class B common stock to Apollo Education 
Group Class A common stock 42 (28) —

Tax benefits of stock options exercised 18,180 18,180 
Stock issued to Apollo Education Group 

Class B shareholders 384 —
Fractional shares paid out in connection 

with stock split (2) (26) (26)
Treasury stock purchases (101) (1,593) (1,593)
Currency translation adjustment 103 103 
Net income 107,817 107,817 
Balance at August 31, 2001 171,355 103 484 1 12,596 185,424 (60,761) 357,036 82 481,885 
Stock issued under stock purchase plans 112 156 4,191 1,196 778 6,165
Stock issued under stock option plans 1,680 1,894 7,631 17,881 6,055 31,567
Tax benefits of stock options exercised 30,037 30,037
Stock issued to Apollo Education 

Group Class B shareholders 242 —
Fractional shares paid out in connection 

with stock split (3) (128) (128)
Treasury stock purchases (165) (390) (4,345) (7,359) (11,704)
Currency translation adjustment 21 21
Net income 161,150 161,150
Balance at August 31, 2002 173,221 $ 103 484 $ 1 14,256 $ — $ 227,155 $ (46,029) $ (526) $ 518,186 $ 103 $ 698,993 

The accompanying notes are an integral part of these consolidated financial statements.
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C O N S O L I DAT E D  S TAT E M E N T  O F  C A S H  F L OW S

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

(In thousands)

Cash flows provided by (used for) operating activities: 
Net income $ 161,150 $ 107,817 $ 71,191 
Adjustments to reconcile net income to net cash provided 

by operating activities: 
Depreciation and amortization 35,179 32,740 27,052 
Amortization of investment premiums (discounts) 3,443 (1,370) 316 
Provision for uncollectible accounts 15,804 12,393 7,785 
Deferred income taxes (1,475) (3,960) (1,770)
Tax benefits of stock options exercised 30,037 18,180 5,615 
Decrease (increase) in assets:

Restricted cash (42,356) (22,215) (9,883)
Receivables (22,907) (25,520) (11,054)
Other assets (1,839) (6,747) 1,540 

Increase in liabilities:
Accounts payable and accrued liabilities 15,841 18,790 8,642 
Student deposits and deferred revenue 58,589 32,423 12,666 
Other liabilities 9,064 2,102 6,001 

Net cash provided by operating activities 260,530 164,633 118,101 
Cash flows provided by (used for) investing activities:

Net additions to property and equipment (36,748) (44,443) (34,830)
Additions related to facility subject to sale-leaseback (7,608)
Proceeds from sale-leaseback of facility 10,528 
Purchase of marketable securities (341,376) (281,361) (63,285)
Maturities of marketable securities 242,872 148,872 38,294 
Purchase of other assets (1,795) (1,346) (4,081)
Proceeds from sale of land 879 997 

Net cash used for investing activities (137,047) (174,479) (62,905)
Cash flows provided by (used for) financing activities: 

Purchase of Apollo Education Group Class A common stock (4,345) (1,593) (56,994)
Issuance of Apollo Education Group Class A common stock 21,066 14,923 10,293 
Purchase of University of Phoenix Online common stock (7,359)
Issuance of University of Phoenix Online common stock 16,538 82,534 
Payments on long-term debt (100) (100) (100)

Net cash provided by (used for) financing activities 25,800 95,764 (46,801)
Currency translation gain (loss) 21 103 (17)
Net increase in cash and cash equivalents 149,304 86,021 8,378 
Cash and cash equivalents at beginning of year 145,933 59,912 51,534 
Cash and cash equivalents at end of year $ 295,237 $ 145,933 $ 59,912 
Supplemental disclosure of cash flow information
Cash paid during the year for:

Income taxes $ 75,331 $ 44,164 $ 46,635 
Interest $ — $ 4 $ 12 

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

N O T E S  TO  C O N S O L I DAT E D  F I NA N C I A L  S TAT E M E N T S

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 over 25 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
40 physical campuses and 80 learning centers located in Arizona, California, Colorado, Florida, Georgia,
Hawaii, Idaho, Illinois, Louisiana, Maryland, Massachusetts, Michigan, Missouri, Nevada, New Mexico,
Ohio, Oklahoma, Oregon, Pennsylvania, Tennessee, Texas, Utah, Virginia, Washington, Wisconsin, Puerto
Rico, and Vancouver, British Columbia. University of Phoenix also offers its educational programs
worldwide through University of Phoenix Online, 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 22 regionally
accredited private colleges and universities. IPD currently operates at 22 campuses and 28 learning
centers in 23 states.

The College, located in Denver, Colorado, provides financial planning education programs, as well as 
a regionally accredited graduate degree program in financial planning.

WIU, which is accredited by HLC, currently offers undergraduate and graduate degree programs in
Phoenix, Chandler, Scottsdale, and Fort Huachuca, Arizona.

On March 24, 2000, the Board of Directors of Apollo authorized the issuance of a new class of stock
called University of Phoenix Online common stock, that is intended to reflect the separate performance of
University of Phoenix Online, a division of University of Phoenix. Apollo’s other businesses and its retained
interest in University of Phoenix Online are 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. This stock represented a 10.8% interest in University of Phoenix Online
with Apollo Education Group retaining the remaining 89.2% interest in University of Phoenix Online.
This percentage has decreased to 87.0% at August 31, 2002 due to the issuance of shares related to
the exercise of University of Phoenix Online stock options and the issuance of shares of University of
Phoenix Online common stock as part of the Apollo Group, Inc. Employee Stock Purchase Plan partially
offset by the repurchase of shares of University of Phoenix Online common stock.

The Company’s fiscal year is from September 1 to August 31. Unless otherwise stated, references 
to the years 2002, 2001, and 2000 relate to the fiscal years ended August 31, 2002, 2001,
and 2000, respectively.
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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.

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 60-75 days from date of receipt.
Restricted cash is excluded from cash and cash equivalents in the Consolidated Statement 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 U.S. agency-backed securities and auction 
market preferred stock with maturities of ninety days or less.

Investments   Investments in marketable securities such as municipal bonds and U.S. agency obligations
are stated at amortized cost, which approximates fair value. It is the Company’s intention to hold its
marketable securities until maturity. Investments in joint ventures and other long-term investments are
carried at cost and are included in other assets in the Consolidated Balance Sheet.

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 95% of the Company’s tuition and other net revenues
during the year ended August 31, 2002 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 commissions
from the sale of textbooks and other education-related products, application fees, 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 currently represent 93% of consolidated tuition
revenues. 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 six 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. 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 bad debts 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.

Tuition and other revenues are shown net of discounts relating to a variety of promotional programs. Such
discounts totaled $15.2 million, $10.3 million, and $8.7 million in 2002, 2001, and 2000, respectively.

Many of the Company’s students participate in government sponsored financial aid programs under
Title IV of the Higher Education Act of 1965. These financial aid programs generally consist of guaranteed
student loans and direct grants to students. Guaranteed student loans are issued directly 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.
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