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APOLLO GROUP, INC.

PROVIDER OF HIGHER EDUCATION IN THE UNITED STATES. WITH 192 CAMPUSES AND
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LEARNING CENTERS AROUND THE GLOBE, WE'RE MAKING A WORLD OF DIFFERENCE.

IMPORTANT NOTICE:

We restated our financial statements included in our prior Annual Reports, SEC filings, earnings press releases, investor conference
presentations, and other communicatio fiscal ended st 31, 2004 and 2005, and the quarters included therein, as well as
for our fiscal quarters ended Nom anc ary Additi our preliminary unaudited financial information for the
fiscal quarters ended May 31, 2006, st 31, 20 d Nove 30, 2006 were included in press releases on June 20, 2006,

October 18, 2006, and February 7, 2007, have 1 adj mo 1ation on this restatement and the related adjustments,
we refer you to our Annual Report on Forr hich were filed with the Securities and Exchange
Commission on May 22, 200
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Apollo Group continues to be the largest and fastest-growing for-profit educational provider in the United States, and possibly the world.

THE LARGEST AND FASTEST- . ] . . . . ] ;
Apollo Group comprises four main subsidiaries: University of Phoenix, Institute for Professional Development, Western International

GROWING FOR-PROFIT

University, and the College for Financial Planning. The combined degree-seeking enrollment is approximately 200,100, up 26.8% from
EDUCATIONAL PROVIDER.

last year. Apollo Group remains the leading private institution of higher education in the United States.

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.



THE MOST POPULAR FORMAT FOR ADULT EDUCATION. Theeducational format utilized by Apollo Group subsidiaries has quickly become one
of the most widely used for adult education in the world. Today, approximately 200,100 degree students participate in the Apollo Group educational model. At the core of this model are
three essential elements: convenience, efficiency, and real-world relevance. « To fit into a working adult’s busy schedule, our classes are offered at night or on weekends. Classes are held
at 191 physical campuses and learning centers that are close to a student’s home or work. For even greater convenience, students can attend our online courses at any time and from any
computer with Internet access. * Because our students are all motivated, mature learners who bring years of valuable experience to the classroom, our educational model leverages that
experience to accelerate the learning process. In most cases, the model also requires students to complete projects as part of a team. This replicates the way projects are completed in today’s
work environment, and sharing the workload enables our students to cover more ground in less time. As a result, our students can earn their degrees in just two to three years, as opposed
to six or seven years it might take at a traditional college. + Lastly, our educational model puts an emphasis on the application of all learning. By actually applying what they learn to real-world
challenges and opportunities, our students gain a greater understanding of the tools and techniques of the modern workplace. In addition, all of our instructors currently work in the fields
they teach, so they add valuable real-world insight. «  With an unwavering commitment to high academic standards, unsurpassed customer service, and continuous improvement, Apollo Group

remains dedicated to bringing quality education to working professionals around the world.



BEING THE FIRST
KEEPS US NUMBER ONE.

“A key component of our continued success is
our ability to anticipate and respond quickly
to changing needs of our students and their
employers. Apollo Group is remarkably agile.
Our corporate culture encourages and rewards
innovation, improvement, and initiative at
all levels. We are constantly improving our
operations, updating existing programs,
seeking out better technology, researching
emerging markets, and developing new
programs to better serve our students.”

d.

Jonn G. Speriing, Ph.D.,
Fernd > ana Chairman,
Apollo Group, Inc.

LETTER TO OUR SHAREHOLDERS

In 2003, the Apollo Group companies demonstrated the consistency of their operations by continuing growth in enrollments,
margins, revenues, and profits for the ninth consecutive year. Consolidated enrollments reached approximately 200,100,
revenue exceeded $1.3 billion, net income rose to a healthy $247.0 million, and operating margins increased to 28.9%.

Once again, by becoming more efficient, we grew larger and more profitable.

Our flagship subsidiary, University of Phoenix, continues to be the largest for-profit accredited university in the United States.
With the addition of six new campuses in 2003, University of Phoenix now has 46 physical campuses in 28 states, and is

becoming the nation’s first and only national university.

Through its Online Campus, University of Phoenix provides higher education to students in 91 countries. At its current rate

of growth, University of Phoenix is fast becoming the world’s largest university.

Operating efficiencies were improved in a number of ways this year, but primarily through centralization of services.
Most notably, we successfully created a corporate call center. This type of centralization requires fewer employees per caller,
consolidates training and management, and lowers facility overhead. Because of efficiencies such as this new call center,

Apollo Group is prepared to meet the needs of its stuidents regardless of where they live.
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The biggest improvement in efficiency will come with the establishment of r€s’ource as the standard method of course material
delivery. With rEsource;" course materials are created and delivered faster and more economically via the Internet. In effect for

two years now, this new system’s revenue significantly increased in 2003.

Apollo Group is well positioned for continued development. The overall demand for higher education continues to increase, MANY POSITIVE FACTORS

. . . . . . . . . FOR THE FUTURE.
particularly in the subject areas on which we focus. For example, occupations requiring a degree in technology, information

“Many factors will contribute to our continued

systems, health care, nursing, or criminal justice are all projected to grow faster than average through the year 2010. And demand for success over the next decade. One major factor
is the growing market for higher education.
higher education among 18-to-24-year-olds is projected to grow faster than existing higher education infrastructure can handle. Al college enroliments are projected to expand

over the next decade. College enrollment
among students that work full or part time is
expected to grow even faster. Whereas most

‘ _ colleges and universities are not designed
And, at the same time, Western International University is about to launch Axia College, which is designed specifically for the for this working population, Apollo Group is.

In response to these demographic changes, University of Phoenix has lowered its minimum age requirement from 23 to 21.

At Apollo Group, our completely scalable
18-to-24-year-old student. This new market will significantly enlarge our potential student base. format utilizing practitioner faculty is uniquely

qualified to answer this demand.”

By continually striving to improve the quality, value, and accessibility of our education, Apollo Group aspires to make a world

of difference in the lives of our students and their employers. W%ﬂv

Todd S. Nelson
Yesident and CEO
Apollo Group, Inc.
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'} . More employers in the

criminal justice field

are requiring a college

i
|
?J: degree from their
|
W employees. University

of Phoenix answers the

call with a specialized

. curriculum.

Don Schneidmiller

Captain

Maricopa County Sheriff's Office

Special Investigations Division - Phoenix, Arizona

Faculty Member since 2001
Criminal Justice Administration Program
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APOLLO GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

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. Fees of rEsource;" the
Company’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 $38.9 million (2.8% of gross revenues), $23.2 million (2.3% of gross revenues),
and $13.2 million (1.7% of gross revenues) in 2003, 2002, and 2001, 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
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
depesit is ag piied against the resulting student receivable.

Cost in excess of fair valie of assehs ourchased At Auigust 31, 2002 and 2002, the Compary’s
cost in excess of fair value of assets purchased (i e. gocdwill® related primarily to the acauisition of
certain assets of the College and WIU. In June 2001, the Financial Accounting Standards Board issued
Stateiment of Finaiciai Accounting Stanuards iNo. 142, Goodwili aiid Other Iintangible Assets (“SFAS
N0, 1427) SEAS INo. 242, amorg ciher thifigs, discontinuzs the raguiremant tha: geadill vesulting fror
purcnzse business combiret'ons he ameruzed 0 smsnse cver the idlatea estimsted v2eiul Iite. Under
this guidance, gondwill halances are suhjected ta an impairment analysis on an annual basis G whenever
events or circumstances indicate that the estimated fair value is less than the related carrying value.

SFAS No. 142 requires that goodwill be tested for impairment using a two-step process. The first step
of the goodwill impairment test, used to identify potential impairment, compares the fair value of a
reporting unit with its carrying amount, including goodwill. If the fair value of a reporting unit exceeds
its carrying amount, goodwill of the reporting unit is not considered to be impaired and the second
step of the impairment test is unnecessary. If the carrying amount of a reporting unit exceeds its fair
value, the second step of the goodwill impairment test must be performed to measure the amount
of impairment loss, if any. The second step of the goodwill impairment test compares the implied fair
value of reporting unit goodwill with the carrying amount of that goodwill. The implied fair value of
goodwill is determined in the same manner as the amount of goodwill recognized in a business
combination. If the carrying amount of the reporting unit goodwill exceeds the implied fair value of that
goodwill, an impairment loss is recognized in an amount equal to that excess.

The Company adopted SFAS No. 142 effective September 1, 2001, and discontinued the amortization
of goodwill as of that date. During the first quarter of 2002, the Company identified its various reporting
units which consist of its wholly-owned subsidiaries, University of Phoenix, IPD, the College, and
WIU. During the second quarter of 2002, the Company completed the first step impairment test as
of September 1, 2001, and determined that an impairment charge was not required. 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, 2003, and concluded that no
impairment charge was required.

The following table summarizes the Company’s reported results along with adjusted amounts as if the
Company had adopted SFAS No. 142, and discontinued goodwill amortization, as of September 1, 2000,
in thousands, expect per share amounts:

YEAR ENDED AUGUST 31, 2003 2002 2001
Apollo Education Group
Net income, as reported $ 231,702 $153,161 $104,513

Add back: Goodwill amortization, net of tax — — 874

Adjusted net income $231,702 $153,161 $105,387
Earnings per share:
Basic—as reported $ 1.32 $ 0.89 $ 061
Basic—as adjusted $ 1.32 $ 089 $ 061
Diluted—as reported $ 1.30 $ 087 $ 0.60
Diluted—as adjusted $ 1.30 $ 087 $ 061

Fair value of financial instruments The carrying amount reported in the Consolidated Balance Sheet
foi cash and cash equivalents, restricted cash, marketakle securities, acconnts receivahle, accounts
nayable. accrued liahilities, ana student deposits and deferred revenue approximate fair value because
of tiie short-lerm naiure of these financiai instruments.
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APOLLO GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Earnings per share The Company presents 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 is 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 is calculated similarly, except that it includes 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 is 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 is calculated similarly, except that it includes the dilutive effect of
the assumed exercise of options with respect to University of Phoenix Online common stock.

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.

Deferred rental payments and deposits The Company records rent expense using the straight-line
method over the term of the lease agreement. Accordingly, deferred rental liabilities are provided for lease
agreements that specify scheduled rent increases over the lease term. 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 enroliment 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.

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

Stock-based compensation At August 31, 2003, the Company has four stock-based employee
compensation pians, wnicn are described more fully in Note 10. The Compary applies ine recognition
ard mzaswement principies of Acceunting Principles Boeard Qgiiica No. 28, Acccunting for Stack
'estied o Empicyeas, and islated interpretztions in accciunting for thos: plans. Stosk-beszd srivioyee
cemnensation expense is not reflected in the Consclidated Statement of Onerations as ell ontionis
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 No. 123”), to stock-based employee compensation
is as follows, in thousands, except per share amounts:

YEAR ENDED AUGUST 31, 2003 2002 2001
Apollo Education Group
Net income, as reported $ 231,702 $ 153,161 $104,513
Deduct: Total stock-based employee compensation
expense determined under fair value method for all
awards, net of related tax effects (14,130) (13,408) (14,366)
Pro forma net income $217,572 $ 139,753 $ 90,147
Earnings per share:
Basic—as reported $ 1.32 $ 0.89 $ 061
Basic—pro forma $ 1.24 $ 081 $ 053
Diluted—as reported $ 1.30 $ 087 $ 0.60
Diluted—pro forma $ 122 $ 079 $ 052
University of Phoenix Online
Net income, as reported $ 15308 $ 7,989 $ 3,304
Deduct: Total stock-based employee compensation
expense determined under fair value method for all
awards, net of related tax effects (514) (542) (705)
Pro forma net income $ 14,794 $ 7,447 $ 2,599
Earnings per share:
Basic—as reported $ 1.01 $ 0.60 $ 028
Basic—pro forma $ 098 $ 0.56 $ 022
Diluted—as reported $ 093 $ 053 $ 024
Diluted—pro forma $ 0.89 $ 050 $ 020

The effects of applying SFAS No. 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 in 2003, 2002, and
2001, respectively, for Apollo Education Group: 1) dividend yield of 0.0% in all years; 2) expected
volatility of 43.8%, 42.0%, and 61.0%; 3) risk-free interest rates of 3.2%, 3.7%, and 5.3%; and
4) expected lives of 3.1, 2.8, and 3.1 years and for grants in 2003, 2002, and 2001, respectively, for
University of Phoenix Online: 1) dividend yield of 0.0% in all years; 2) expected volatility of 56.0%,
61.0%, and 75.0%; 3) risk-free interest rates of 3.2%, 3.9%, and 6.0%; and 4) expected lives of
2.7,2.8,and 2.7 years.

Segment inforraatior: The Cornpany’s cperaticns o agdmgeled inte @ singie tepericile oporating
segmaent taszd upon their similar ecenemic and operating charasteristics. The Zompany’s edircationa’
nperations are conducted in similar markets and produce similar economic results. These operations
provide higher education programs for wo:king aduits. Tne Company’s operations are aiso subject to
2 simlar regda.atory environment, which includes licensing and accreaitation.
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APOLLO GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Use of estimates The preparation of financial statements in accordance with accounting principles
generally accepted in the United States of America 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.

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 its 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 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 its 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 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.
OFAS Ne. 145 ais0 amends SFAS No. 13, Accounting for Leases as well as other existing authoritative
orcnonncernesrs o maks vaious technical contectings, clarify m2armgs, or dascribe the r épplicz viiity
under changed conditicns. The adaption of SFAS Ne. 145 an Seotember 1, 2002, did rot have 3
material impact on its financia! condition or restilts of eperations.

In June 2002, the FASB issved Steternent 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 Tor costs associated with exit or disposal activities and repiaces Emerging
issues Tagh Foree Issue Ne. S4- 3, diebildy Recognit.on vor cerzin Emeleyee Tenrination Benefits and
Other Cests fo Exit an Activity (insiud ng Certain Costs Incuried in a Restructuring) (“EITF No. 94-37).

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. The adoption of SFAS
No. 146 did not have a material impact on its financial condition or results of operations.

In November 2002, the FASB issued Interpretation No. 45, Guarantor's Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others (“FIN No. 45”).
FIN No. 45 requires a guarantor to recognize, at the inception of a guarantee, a liability for the fair value
of the obligation undertaken in issuing the guarantee. FIN No. 45 also expands the disclosures required
to be made by a guarantor about its obligations under certain guarantees that it has issued. Initial
recognition and measurement provisions of FIN No. 45 are applicable on a prospective basis to
guarantees issued or modified. The disclosure requirements are effective immediately. The Company
does not expect FIN No. 45 will have a material effect on its financial condition or results of operations.

In December 2002, the FASB issued Statement of Financial Accounting Standards No. 148, Accounting
for Stock-Based Compensation—Transition and Disclosure (“SFAS No. 148”). This Statement amends
SFAS No. 123, Accounting for Stock-Based Compensation, to provide alternative methods of transition
for an entity that voluntarily changes to the fair value based method of accounting for stock-based
employee compensation. It also amends the disclosure provisions of that Statement to require prominent
disclosure about the effects on reported net income of an entity’s accounting policy decisions with
respect to stock-based employee compensation. This Statement amends Accounting Principles Board
Opinion No. 28, Interim Financial Reporting (“APB No. 28”), to require disclosure about those effects in
interim financial information. The amendments to SFAS No. 123 are effective for financial statements
for fiscal years ending after December 15, 2002. The amendment to APB No. 28 is effective for financial
reports containing condensed financial statements for interim periods beginning after December 15,
2002. The Company has adopted the disclosure provisions of SFAS No. 148.

In January 2003, the FASB issued Interpretation No. 46, Consolidation of Variable Interest Entities
(“FIN No. 46”). FIN No. 46 requires that companies that control another entity through interests other
than voting interests should consolidate the controlled entity. FIN No. 46 applies to variable interest
entities created after January 31, 2003, and to variable interest entities in which an enterprise obtains
an interest after that date. The related disclosure requirements are effective immediately. The Company
does not expect FIN No. 46 will have a material effect on its financial condition or results of operations.

In April 2003, the FASB issued Statement of Financial Accounting Standards No. 149, Amendment
ar Statenent 123 an Deifvative [nstruments and Hadging Activities (“SFAS Mo 1£97). SFAS No. 149
amenas SFAS No. 133 by requiring that contracts with comparablz charzcteristics be accounted for
similarly and clarifies when a derivative contains a financing component that warrants special reporting
in tne statement of casn fiows. SFAS No. 149 1s effecave for conuacis enterea into or modified after
sune 30, 2003, and for 1za3ing reztizrships casignzated atier fune 30, 2003, znd mugct be applied
pinspectively. Tne Comipery does nat 2xpact SFAS No. 149 Wil have a iraterial eff2st on its finencial
coraition ar rasults of opneraticns
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APOLLO GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

In May 2003, the FASB issued Statement of Financial Accounting Standards No. 150, Accounting

For Certain Financial Instruments with Characteristics of Both Liabilities and Equity (“SFAS No. 1507).
SFAS No. 150 established standards for how an issuer classifies and measures in its statement of
financial position certain financial instruments with characteristics of both liabilities and equity.
SFAS No. 150 is effective for financial instruments entered into or modified after May 31, 2003, and
otherwise is effective at the beginning of the first interim period beginning after June 15, 2003, and
must be applied prospectively by reporting the cumulative effect of a change in an accounting principle
for financial instruments created before the issuance date of the Statement and still existing at the
beginning of the interim period of adoption. The Company does not expect SFAS No. 150 will have a
material effect on its financial condition or results of operations.

Note 3. Balance Sheet Components
Marketable securities consist of the following, in thousands:

Property and equipment consist of the following, in thousands:

AUGUST 31, 2003 2002
Furniture and equipment $ 179,588 $143,481
Software 52,712 41,971
Leasehold improvements 46,902 40,337
Land and buildings 115 115
279,317 225,904

Less accumulated depreciation and amortization (160,260) (121,612)
Property and equipment, net $ 119,057 $ 104,292

Depreciation and amortization expense was $41.0 million, $35.1 million, and $29.7 million for 2003,
2002, and 2001, respectively.

Cost in excess of fair value of assets purchased consist of the following, in thousands:

AUGUST 31, 2003 2002

Cost in excess of fair value of assets purchased $ 42,581 $ 42,581
AUGUST 31, 2003 AUGUST 31, 2002 Less accumulated amortization (5,485) (5,485)
ESTIMATED ~ AMORTIZED  ESTIMATED AMORTIZED Total cost in excess of fair value of assets purchased, net $ 37,096 $ 37,096
TYPE MARKET VALUE COST MARKET VALUE COST
Classified as current: As was previously discussed, the Company adopted SFAS No. 142 effective September 1, 2001
Municipal bonds $155,182  $155,014 $189,734 $ 189,270 and discontinued the amortization of goodwill as of that date. Total amortization expense was
U.S. treasury obligations 2,528 2,522 $1.5 million in 2001.
U.S. agency obligations 4,940 4,902 7,054 7,033
Auction rate preferred stock 24,550 24,550 2,700 2,699 Accrued liabilities consist of the following, in thousands:
Corporate obligations 51,515 51,496 13,077 13,023
Total current marketable securities 236,187 235962 215,093 214,547  AUCUSTSL 2003 2002
Classified as noncurrent: Salaries, wages, and benefits $ 23,543 $ 20,180
Municipal bonds due in 1-5 years 163,737 163,747 40,696 40,505 Other accrued liabilities 25,982 19,675
U.S. agency obligations 24,415 25,250 23,045 23,016 Total accrued liabilities $ 49,525 $ 39,855
Auction rate preferred stock 42,075 42,075 7,550 7,547
Corporate obligations 14,587 14,700 7,593 7,551 Student deposits and current portion of deferred revenue consist of the following, in thousands:
Total noncurrent marketable securities 244,814 245,772 78,884 78,619 AUGUST 31 2003 2002
Total marketable securities $481,001 $481,734 $293,977 $ 293,166 -
Student deposits $ 163,453 $117,208
Receivables consist of the following, in thousands: Current portion of deferred tuition revenue 77,605 59,802
Application fee revenue 7,551 5,666
AUGUST 31, 2003 2002 Other deferred revenue 4,544 3,821
Trade raceivablce $131,045 $103,371 Total student deposits and current portion of deferred revenue $ 253,153 $ 186,497
Interest receivaple 3,664 3,442
34,909 193813 Neie 4. Investment in 0L
Less allowance for doubtful accounts (10,881) . ] Q6x ) . ] . el Ll g T,
(7,531) InAugust 1695, the Company getirer with Hughes Natwerk Systame and dermiss Cueoouct, L.LC.
Tzl reselv bies, nat $ 125,728 % 992,282 (“Herrmes” farmed Iateractive Sistarce Leaming inc. (12, a rew coipoiatici, 10 acqufie 02 inuch

pad deot expense was $20.7 wilion, $15.5 millior, ana $12.5 niilion for 2003, 2602, aind 2001,
respectively. Vidte-nfs, net ¢t recoveiizs, were 517-4 miliizr, $16 3 mibion, a3d 3522 mikicn tor 2003,
2002 ara 2007, respactivery,

Systems, a leading provider of interactive cistance learning solutions The Comnany contriciten
$10.7 million in October 1999 and $1.2 million in December 1999, in exchange for a 19% interest
in ine newly formea corporation. The Coimpany accounied for its investment i idL under the cost
methiod. Hevres i currently owred dy Di. Jehin 2. Steriing, the Chairman of Apciic.
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